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INCREASING THE LIMIT OF EXPENDITURES FOR INVES- 
TIGATIONS BY THE COMMITTEE ON PUBLIC WORKS 


JANUARY 13, 1958.—Ordered to be printed 


Mr. Cuavez, from the Committee on Public Works, submitted the 
following 


REPORT 
[To accompany 8. Res. 213] 


The Committee on Public Works, having considered the matter of 
authorizing the Committee on Public Works to employ additional 
temporary clerical assistants and providing additional funds for the 
committee, report an original resolution (S. Res. 213) thereon, and 
recommend that the resolution be agreed to. 

The resolution provides for the authorization of expenditures and 
employment upon a temporary basis of such personnel as the com- 
mittee or duly authorized subcommittee thereof deems advisable dur- 
ing the 85th Congress in carrying out its functions under section 134 
of the Legislative Reorganization Act of 1946 (Public Law 601, 79th 


Cong.). 
O 











Calendar No. 1202 


85TH CONGRESS SENATE | REPORT 
2d Session No. 1173 


INVESTIGATION BY THE COMMITTEE ON PUBLIC 
WORKS 


JANUARY 16, 1958.—Ordered to be printed 


Mr. HEnnINGs, from the Committee on Rules and Administration, 
submitted the following 


REPORT 
[To accompany S. Res. 213] 


The Committee on Rules and Administration to whom was referred 
the resolution (S. Res. 213) authorizing the Committee on Public 
Works to make certain expenditures and employ additional assistants 
and consultants, having considered the same, report favorably thereon 
with an amendment, and recommend that the resolution, as amended, 
be agreed to by the Senate. 

This resolution would provide $75,000 to the Committee on Public 
Works in order that it might continue its workload relative to legisla- 
tion falling within its jurisdiction. In particular, these funds would 
be used to continue the committee’s studies and inquiries into the 
progress and administration of the $37 billion construction program 
under the Federal-Aid Highway Act of 1956. 

The amendment added to the resolution by the Committee on Rules 
and Administration reduces the originally requested amount from 
$100,000 to $75,000. All authority for expenditure of that sum ends 
January 31, 1959. 

The further purposes of the resolution are detailed in a letter from 
the chairman of the Committee on Public Works, Senator Dennis 
Chavez, to the chairman of the Committee on Rules and Administra- 
tion, Senator Thomas C. Hennings, Jr., as follows: 


Unitep States SENATE, 
CoMMITTEE ON Pusiic Works, 
January 13, 1958. 


Hon. THomas C. HENNINGs, Jr., 
Chairman, Committee on Rules and Administration, 
United States Senate, Washington, D. C. 
Dear Mr. CuairmMan: From the Committee on Public Works, on 
January 13, 1958, I reported Senate Resolution 213, providing addi- 
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2 INVESTIGATION BY THE COMMITTEE ON PUBLIC WORKS 


tional funds for the ae of the committee during the period February 1, 
1958, to January 31, 1959. It is requested that your committee con- 
sider the resolution be an early date, and I respectfully urge that the 
committee report favorably thereon. 

The need for these funds arises from, the heavy workload of the 
committee relative to legislation under its jurisdiction. The Federal- 
Aid Highway Act of 1956 authorized a $37 billion program for the 
construction and improvement of the highways of the Nation. It is 
necessary that there be a continuous study of the status and progress 
for expediting completion of this huge program. These studies will 
require an annual review of the program and reports by the agencies, 
inspection of certain areas, investigation of any irregularities in its 
prosecution, conferences with highway officials and re sidents, and con- 
sideration of any necessary amendments to the legislation in order to 
avoid delays in procurement of necessary equipment, material, and 
manpower needed for orderly prosecution of the program. The 
regular Federal-aid program will be carried forward and will require 
legislation at this session of Congress to attain this result, as well as 
consideration of a change in the apportionment formula for allotment 
of funds to the States for the Interstate System on the basis of the esti- 
mates of costs for completing the system recently submitted to the 
Congress by the Secretary of Commerce. 

An omnibus flood control and river and harbor bill totaling $1.5 
billion was passed by the Senate during the Ist session of the 85th 
Congress. That bill is now on the House Calendar. It will add to the 
large backlog of previously authorized projects in the United States 
and its Territories, and will provide for orderly development of the 
Nation’s water resources and contribute in a large measure to the 
domestic economy of the country. Further legislation is necessary 
from time to time to assist in carrying this program forward. It 
must be reviewed periodically in order to obtain up-to-date appraisals 
of benefits and costs, to determine the need for review and restudy 
of certain projects, reports, and recommendations, and the need for 
modification of existing projects. The committee proposes to spend 
a limited time in the field inspecting some of these projects and holding 
conferences and hearings with loc al citizens and organizations inter- 
ested in various features of water-resource dev elopment. 

Public Law 1018, 84th Congress, amended the Watershed Protection 
and Flood Prevention Act, to provide for its broader use in assisting 
local organizations in carrying out projects for flood-control and 
water- supply purposes. Approval of plans for certain projects under 
this act is the responsibility of the Committee on Public Works, and 
will require extensive studies and investigations. 

The Water Pollution Control Act amendments of 1956, authorized 
Federal aid in the conduct and promotion of research, investigation, 
experiments, demonstration, and studies, for eliminating and im- 
proving sanitary conditions of surface and underground waters of the 
United States. It also authorizes Federal grants for construction of 
necessary treatment works for sewage or other wastes discharging into 
any stream. Constant review, study, and inspection of these matters 
by the committee will be necessary. 

To date the committee has approved 150 Federal buildings, having 
an estimated aggregate cost of $737 million for prosecution ‘under the 
Lease-Purchase Act of 1954. Legislation amending and extending 
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the act passed the Senate-during the 1st session of the 85th Congress 
and is now on the House Calendar. Some of the authorized projects 
are now under construction and others are now being advertised for 
construction bids. Close supervision of the program w vill be necessar vy, 
and if the act is extended additional project proposals will be sub- 
mitted to the committee for approval. 

Legislation authorizing the Tennessee Valley Authority to finance 
construction of additional power facilities with proceeds obtained 
from sale of revenue bonds passed the Senate during the Ist session 
of the 85th Congress and is now on the House Calendar. Enactment 
of this legislation will require additional review and study of proposals 
advanced, and the prosecution of this large power program. Nomi- 
nation of members of the Board of Directors of the TVA are referred 
to the committee for recommendation. 

Other matters that will be considered by the Committee on Public 
Works requiring special studies relate to codification of Federal-aid 
highway laws; water-resources development policy; navigation-bridge 
clearance, timber-access roads on forest lands; outdoor advertising 
along Federal-aid highways; acquisition of lands in reservoir areas; 
funds for the Inter-American Highway; diversion of water from Lake 
Michigan; and buildings and grounds in the District of Columbia. 

A division of the funds requested is as follows: 

Salaries _ _ _ - : Raat oo $55, 518. § 


re ontribution to civil service retirement fund ‘ : 3, 608. 
Reimbursement to agencies - --. ees 2 2, 000. 


Travel_ _- : e 26, 000. 


Hearings - - - wen Ee oe SSIS Re: : 8, 000. 
Stationery ‘ ive 1, 000. 


Sg j ) 
Communications _ - - sec ; ree ‘ 1, 200. 
Contingencies ; : : ed rel 2, 672. 


Total _ _ - of ee pane a s ..-- 100, 000. 00 


Your early coinhdecation off Senate Readlutien 213 will be greatly 
appreciated. 
Sincerely yours, 


Dennis CHAVEZ, 
Chairman, Committee on Public Works. 
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Budget 





| 

| Base 

Position Number | salary (per | salary (per 
annum) annum) 





STAFF 


Legal and investigative: 
Assistant counsel i ‘ | 3, 720 $6, 967. 7° 
Chief investigator ae | 5, 940 10, 556. 05 
Investigator - : , 980 9, 096. 20 

Editorial and research: Staff member. | 3, 720 6, 967. 79 

Administrative and clerical: 
Assistant chief clerk 4, 320 7, 995, 40 
I Ak Sandie ds den naree ‘ 


$580. 65 
879. 66 
758. 02 
580. 65 


668. 28 
580. 67 


$6, 967. 79 
10, 556. 05 
9, 096. 20 
6, 967. 79 


7, 995. 40 
13, 935. 58 





Subtotal, staff expense --.- 





ADMINISTRATIVE 


Contribution to civil service retirement fund (64 <n nt of total salaries paid) ..._ 
Reimbursable payments to agencies --____- een sie aetna lta 2 
Travel (inclusive of field investigations) --- 
Hearings (inclusive of reporters’ fees) _._- 
Witness fees, expemses__.........-.-....---- 
Stationery, office supplies - 
Communications (telephone, te legraph) _- 
Newspapers, magazines, documents ; 
oe” eS TES ae 


Subtotal, administrative expense -_- 


a 


Less reduction : approved | by the Committee on Rules and Administr: ition, Jan. 15, 1958 sik 


IIIS > © cian tnattenoteso meas es 


55, 518. 81 


"2,672. 47 


44, 481.19 


100, 009. 00 
25, 000. 00 


75, 000. 00 





Fund requested, 8. Res. 213, $100,000. 


O 
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INVESTIGATIONS BY THE COMMITTEE ON 
ARMED SERVICES 


JANUARY 16, 1958.—Ordered to be printed 


Mr. Henninos, from the Committee on Rules and Administration, 
submitted the following 


REPORT 


|To accompany S. Res. 212] 


The Committee on Rules and Administration to whom was referred 
the resolution (S. Res. 212) authorizing the Committee on Armed 
Services to investigate certain matters relating to the common 
defense, having considered the same, report favorably thereon without 
amendment and recommend that the resolution be agreed to by the 
Senate. 

This resolution would authorize the expenditure of $190,000 to 
and including January 31, 1959, by the Committee on Armed Services, 
acting principally through its Preparedness Investigating Sub- 
committee, for the purposes of overseeing the common defense and a 
surveillance of the policies of the Department of Defense insofar as 
they affect the security of the country. 

A letter from the chairman of the Committee on Armed Services, 
Senator Richard B. Russell, to the chairman of the Committee on 
Rules and Administration, Senator Thomas C. Hennings, Jr., relating 
to such purposes, and attaching a budget, is as follows: 

Unirep States SENATE, 
CoMMITTEE ON ARMED SERVICES, 
January 15, 1958. 
Hon. THomas C. HENNINGs, Jr., 
Chairman, Committee on Rules and Administration, 
United States Senate, Washington, D. C. 


My Drar Mr. CuairmMan: I will appreciate it if the Committee 
on Rules and Administration will give prompt consideration to the 
approval of an original Senate resolution adopted by the Committee 
on Armed Services by unanimous vote. This resolution would provide 
spending authority to the committee, or any duly authorized subcom- 
mittee, for the period February 1, 1958, through January 31, 1959. 
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The resolution adopted by the committee is identical to those adopted 
for the preceding two sessions of Congress, and the amount of funds is 
also at the same monthly rate; the total authorization requested is 
$190,000. Attached are copies of the proposed budget and Senate 
resolution. 

These funds are being requested for the continued operation of the 
Preparedness Investigating Subcommittee, which, as you know, 
maintains for the full committee an investigative surveillance over all 
policies and procedures of the Department of Defense, and other 
activities falling within the jurisdiction of the committee, and reports 
on ways in which those activities may be improved in economy and 
efficiency. 

The committee feels that the improvements recommended by this 
subcommittee in the past justify many times over the amount ex- 
pended for its activities, while at the same time its own operations 
have been characterized by economy to such a degree that approxi- 
mately $80,000 is being returned to the Senate out of the $190,000 
made available under Senate Resolution 48, 85th Congress, Ist session, 
which went into effect on January 30, 1957. 

Sincerely, 
Ricuarp B. Russet, Chairman. 


Budget, Preparedness Investigating Subcommittee, Committee on Armed Services, 
Feb 1, 1958, through Jan. 31, 1959 


Basic irOss Gross Gross 
Number | annual innu monthly total for 
salary salary salary period 


STAFF 


Legal and investigative 
Chief counsel 
Assistant chief counsel 
Special counsel 
Attorney 
Accountant 
Investigators 

Administrative and clerical 
Chief clerk 
Assistant chief clerk- 
Stenographers 

Do. 


Total number. -- 
Subtotal, staff expense j 
ADMINISTRATIVE 


Contribution to civil-service retirement fund 
Reimbursable payments to agencies 

Travel (inclusive of field investigations 
Hearings (inclusive of reporters’ fees 
Witness fees, expenses 

Stationery, office supplies 

Communications (telephone and telegraph 
Contingent fund 


Subtotal, administrative expense 
Total 


Funds requested, 8S. Res. 212, $190,000. 





tot 
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85TH CONGRESS SENATE REPORT 
9d Session No. 1175 





EXPENDITURES FOR THE SELECT COMMITTEE ON 
SMALL BUSINESS 


JaNuaRyY 16, 1958.—Ordered to be printed 


Mr. Henninoas, from the Committee on Rules and Administration, 
submitted the following 


REPORT 
[To accompany 8. Res. 209] 


The Committee on Rules and Administration to whom was re- 
ferred the resolution (S. Res. 209) to investigate the problems of 
American small and independent business, having considered the 
same, report favorably thereon with an amendment, and recommend 
that the resolution, as amended, be agreed to by the Senate. 

This resolution would provide $90,000 to the Select Committee on 
Small Business until January 31, 1959, inclusive, to discharge its 
responsibilities to the small-business community in the United States, 
as well as to continue its investigations and studies of the many 
critical difficulties facing the small and independent businessman at 
the present. time. 

The amendment added to the resolution by the Committee on Rules 
and Administration reduces the originally requested amount from 
$100,000 to $90,000. 

The further purposes of the resolution are detailed in a letter from 
the chairman of the select committee, Senator John Sparkman, to the 
chairman of the Committee on Rules and Administration, Senator 
Thomas C. Hennings, Jr., which, with an accompanying budget, is as 
follows: 
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Unitep STATES SENATE, 
SELECT COMMITTEE ON SMALL BUSINEss, 
January 10, 1988. 
Hon. Tuomas C. HENNINGs, Jr., 
Chairman, Committee on Rules and Administration, 
United States Senate, Wash ington, D. C. 


My Dear Mr. Cuartrman: The authority of the Select Committee 
on Small Business to expend funds under Senate Resolution 42 of the 
85th Congress, Ist session, will expire on January 31. 

Within the next 2 or 3 weeks, the committee will submit to the 
Senate its eighth annual report. It is my belief that this summary 
of committee activities during 1957 offers persuasive evidence that 
the moneys made available to the committee by Senate Resolution 42 
were well expended in terms of workload accomplishments. There 
also is no question in my mind that the additional funds provided by 
that resolution made it possible for the committee to discharge its 
responsibilities to the small-business community more effectively than 
would have been the case had additional funds been lacking. 

Nonetheless, the problems of small-business men have in recent 
years become so numerous and pressing, that there remained some 


-) 


important problem areas to which the committee was unable to give 
its attention last year. For that reason, as well as because the current 
competitive climate has placed thousands of typical small enterprises 
at a grave disadvantage, I have introduced a resolution requesting 
additional funds slightly in excess of the amount specified under last 
year’s resolution. 


Awareness of the critical difficulties facing small, independent 
businessmen is widespread. Many unresolved problems confront 
them in the field of taxation, finances, Government procurement, 
and antitrust enforcement. The rate of small-business failures also 
reached a postwar high during 1957 and there is little evidence that 
this mortality rate will decline during 1958. 

Indeed, many Members of Congress who conferred with small 
business constituents during the recess have told me that without 
help from Congress and the executive branch it will become increas- 
ingly difficult for the average small manufacturer, retailer, or service- 
trade operator to run his business at a reasonable profit under 
prevailing competitive conditions. 

The members of the Small Business Committee join me in the belief 
that the committee’s efforts in behalf of independent business cannot 
be maximized unless supplementary funds are made available. | 
fully expect that, as in past years, all reports and recommendations 
of the committee to the Senate will be unanimous and will continue to 
reflect the objective and nonpartisan spirit which has characterized 
this committee since its creation in 1950. 

Needless to say, I should welcome an opportunity to present a more 
detailed justification of this request for funds when your committee 
schedules action on our resolution. 

With best personal wishes, I am 

Sincerely yours, 
JOHN SpPARKMAN, Chairman. 
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Budget 


Base 

Position Number salary 
(per 

annum) 


Legal and investigative: 
Special counsel | $6, 600 
Assistant chief counsel 5, 580 
Assistant counsel : 5, 400 


Do 5, 400 
Editorial and research 


Editorial director 6, 960 | 


Assistant director 5, 580 


Research director 5, 820 | 


Administrative and clerical 
Assistant clerk (file) 1, 800 


Stenographer 2, 340 | 


Do | p 2, 160 


Do 2, 160 | 


Subtotal, staff expense 
ADMINISTRATIVE 


Contribution to civil-service retirement fund (644 percent of total salaries paid) 
Travel (inclusive of field investigations) 

Hearings (inclusive of reporters’ fees) 

Stationery, office supplies 

Communications (telephone, telegraph) 

Newspapers, magazines, documents 

Contingent fund 


Subtotal, administrative expense 


Total 
Less reduction voted by Committee on Rules and Administration Jan. 15, 1958 


Total 


Gross 
salary 
(per 
annum) 


$11, 536. 97 
10, 021. 02 
9, 753. 50 
9, 753. 50 


12, 072. 01 
10, 021, 02 


10, 377. 71 


3, 679. 42 | 
4, 604. 26 | 


4, 295. 97 
4, 295. 97 


--| 
| 





Total for 


pe 


riod of 


budget 
(gross) 


$1 


1, 536. 97 


10, 021. 02 


1 
1 
1 


9, 753. 50 
9, 753. 50 


2, 072. 01 
0, 021. 02 
0, 377. 71 


3, 679. 42 
4, 604. 26 
4, 295. 97 
4, 295. 97 


90, 411. 35 


5, 876. 74 
1, 000. 00 
500. 00 
600. 00 
1, 200. 00 
200. 00 
211.91 


9, 588. 65 


..| 100, 000. 00 
1 





Fund requested, Senate Resolution 209, $100,000. 


O 


0, 000. 00 


90, 000. 00 
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INVESTIGATION OF THE ADMINISTRATION OF THE FEDERAL EM- 
PLOYEE GROUP LIFE INSURANCE PROGRAM, THE CIVIL SERVICE 
SYSTEM, AND THE POSTAL SERVICE 


JANUARY 16, 1958.—Ordered to be printed 


Mr. Jounston of South Carolina, from the Committee on Post Office 
and Civil Service, submitted the following 


REPORT 
{To accompany 8. Res. 208] 


The Committee on Post Office and Civil Service, to whom was re- 
ferred the resolution (S. Res. 208) to provide funds for making studies 
with respect to the administration of the Federal employee group life 
insurance program by the Civil Service Commission, the administra- 
tion of the civil-service system by the Civil Service Commission and 
other agencies of the Government, and the administration by the Post 
Office Department of the postal service, having considered the same, 
report favorably thereon without amendment and recommend that 
the resolution be agreed to by the Senate. 


STATEMENT 


Senate Resolution 25 (approved January 30, 1957, to expire Jan- 
uary 31, 1958) authorized the Committee on Post Office and Civil 
Service to make a full and complete study and investigation with 
respect to 

(1) the administration of the civil-service system by the Civil 
Service Commission and other agencies of the Government; : 

(2) the administration of the postal service by the Post Office 
Department, particularly with respect to postal rates, procedures, 
employee relations, and research and development, with the view 
to operating economy and efficiency; 

(3) the use of Federal employee retirement funds to finance e 
modernization and rebuilding program for the Post Office Depart- 
ment; and 

(4) the administration of the Federal employee group life 
insurance program by the Civil Service Commission. 

Senate Resolution 208 extends until January 31, 1959, the time in 
which to continue the above studies, and would make $50,000 available 
to the Post Office and Civil Service Committee for such studies. 
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85TH CONGRESS t SENATE 
2d Session 


AUTHORIZING EMPLOYMENT OF TEMPORARY 
CLERICAL ASSISTANT 


JANUARY 16, 1958.—Ordered to be printed 


Mr. Jonunston of South Carolina, from the Committee on Post Office 
and Civil Service, submitted the following 


REPORT 
[To accompany S. Res. 210] 


The Committee on Post Office and Civil Service, to whom was re- 
ferred the resolution (S. Res. 210) to authorize employment of one 
additional clerical assistant, having considered the same, report favor- 
ably thereon without amendment and recommend that the resolution 
befagreed to by the Senate. 


STATEMENT 


Under the Legislative Reorganization Act of 1946, each standing 
committee is permitted to employ not in excess of 4 professional staff 
members and 6 clerical assistants. 

During the 82d Congress, the 83d Congress, the 84th Congress, and 
the 1st session of the 85th Congress, the 6 clerical assistants assigned 
were not sufficient to carry on the work of the committee and it was 
necessary to employ 1 additional clerical assistant. The committee 
has determined that it is necessary to continue the employment of this 
assistant. 
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SUBCOMMITTEE ON STATE DEPARTMENT ORGANIZATION AND PuBLIC AFFAIRS 


MIKE MANSFIELD, Montana, Chairman 


J. W. FULBRIGHT, Arkansas WILLIAM LANGER, North Dakota 
WAYNE MORSE, Oregon WILLIAM F. KNOWLAND, California 
HOMER E. CAPEHART, Indiana 


I 


The Committee on Foreign Relations has authorized the trans- 
mittal to the Senate of the report of the Consultative Subcommittee 
on State Department Organization and Public Affairs on the Informa- 
tional Media Guaranty Program. This report was prepared in large 
part by Miss Morella R. Hansen of the Staff of the Committee on 
Foreign Relations. I wish to express my deep appreciation for her 
able assistance and conscientious work. 

Mrxe MANSFIELD, 
Chairman, Consultative Subcommittee on State Department 
Organization and Public Affairs. 


Im 
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85TH CONGRESS ; SENATE i REPORT 
2d Session No. 1178 


INFORMATIONAL MEDIA GUARANTY PROGRAM 


JANUARY 16, 1958.—Ordered to be printed 


Mr. MansFI£ELD, from the Committee on Foreign Relations, submitted 
the following 


REPORT 


I. InrRopUCTION 


The executive branch in 1957 requested the appropriation for fiscal 
year 1958 of $3,525,000 for the purchase of foreign currencies which 
had accumulated in a special account as a result of operations of the 
informational media guaranty program in Israel. The executive 
branch request was approved (Supplemental Appropriations Act, 
1958; Public Law 85-170) not without, however, questions being raised 
by members of the Appropriations Committee about the operations 
of the informational media guaranty program in general and about 
the program in Israel in particular. As a result, the Consultative 
Subcommittee on State Department Organization and Public Affairs 
of the Committee on Foreign Relations undertook to make a careful 
study of the program. 

On October 7, 1957, the subcommittee under the chairmanship of 
Senator Mansfield conducted a public hearing on the informational 
media guaranty program and heard the following Government and 
non-Government witnesses: Mr. Clive L. DuVal 2d, General Counsel, 
and Mr. Robert M. Beers, Chief of the Informational Media Guaranty 
Division, both of the United States Information Agency; Mr. Eric 
Johnston, president, Motion Picture Association of America, Inc.; 
Mr. Thomas J. Wilson, representing the Association of American 
University Presses; Mr. Charles E. Griffith, representing the American 
Textbook Publishers Institute; Mr. Paul W. Thompson, general 
manager, international editions, the Reader’s Digest; Mr. David D. 
Ryus, general manager, Time-Life International; Mr. John M. Cory, 
representing the American Library Association; and Mr. Dan Lacy, 
managing director, American Book Publishers Council, Inc. 

The hearing has been printed and is available to Members of 
the Senate. The present report concludes the subcommittee’s study. 
The subcommittee will, however, in the regular performance of its 
functions, continue its surveillance of the informational media guar- 


1 








2 INFORMATIONAL MEDIA GUARANTY PROGRAM 


anty program and check the progress on the implementation of the 
recommendations made below. 


II. BackGrounpD 


The'informational media guaranty program—commonly referred to 
as the IMG program—was authorized initially by section 111 (b) (3) 
is of the Economic Cooperation Act of 1948 (now repealed). The 
section formerly read in pertinent part as follows: 


Sec. 111. (b) In order to facilitate and maximize the use 
of private channels of trade, subject to adequate safeguards 
to assure that all expenditures in connection with such pro- 
curement are within approved programs in accordance with 
terms and conditions established by the Administrator, he 
may provide for the performance of any of the functions de- 
scribed in subsection (a) of this section— 

~ * * * * 


(3) by making, under rules and regulations to be pre- 
scribed by the Administrator, guaranties to any person 
of investments in connection with projects approved by 
the Administrator’ and the participating country con- 
cerned as furthering the purposes of this title (inc ‘luding 
guaranties of investments in enterprises producing or 
distributing informational media: Provided, That the 
amount of such guaranties in the first year after the date 
of the enactment of this Act does not exceed $15,000,000), 
which guaranties shall terminate not later than fourteen 
years from the date of enactment of this Act: Provided, 
That 

(i) the guaranty to any person shall not exceed 
the amount of dollars invested in the project by 
such person with the approval of the Administrator 
and shall be limited to the transfer into United 
States dollars of other currencies, or credits in such 
currencies, received by such person as income from 
the approved investment, as repayment or return 
thereof, in whole or in part, or as compensation for 
the sale or disposition of all or any part thereof: 
Provided, That, when any payment is made to any 
person under authority of this paragraph, such 
currencies, or credits in such currencies shall be- 
come the property of the United States Government; 

(ii) the Administrator may charge a fee in an 
amount determined by him not exceeding 1 per 
centum per annum of the amount of each guaranty, 
and all fees collected hereunder shall be available 
for expenditure in discharge of liabilities under 
guaranties made under this paragraph until such 
time as all such liabilities have been discharged or 
have expired, or until all such fees have been ex- 
pended in accordance with the provisions of this 
paragraph; and 

(iii) as used in this paragraph, the term ‘‘person”’ 
means a citizen of the United States or any corpo- 
ration, partnership, or other association created 
under the law of the United States or of any State 
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or Territory and substantially beneficially owned by 

citizens of the United States. 
The total amount of the guaranties made under this 
paragraph (3) shall not exceed $300,000,000, and as such 
guaranties are made the authority to realize funds from 
the sale of notes for the purpose of allocating funds to 
the Export-Import Bank of Washington under para- 
graph (2) of subsection (c) of this section shall be ac- 
cordingly reduced. Any payments made to discharge 
liabilities under guaranties issued under paragraph (3) 
of this subsection shall be paid out of fees cofliscta 
under subparagraph (ii) of paragraph (3) of this subsec- 
tion as long as such fees are available, and thereafter 
shall be paid out of funds realized from the sale of notes 
which shall be issued under authority of paragraph (2) 
of subsection (c) of this section when necessary to dis- 
charge liabilities under any such guaranty. 

* * * * Bs 


The authorization of informational media guaranties had been 
stimulated by the findings of a joint congressional committee (com- 
monly known as the Smith-Mundt committee) which had studied 
the overseas information program of the United States prior to the 
enactment of the United States Information and Educational Ex- 
change Act of 1948. The besic reasoning behind the program was 
and is that the overseas sales through private channels of United States 
informational media— books, magazines, newspapers, motion pictures, 
ete.—will advance the national interest of the United States and that 
it is a proper and helpful function of the Government to guarantee to 
American exporters, insofar as it is necessary, the convertibility of 
foreign exchange obtained by such sales. 

In 1949 the ceiling of informational media guaranties that could be 
made in any one fiscal vear was fixed at $10 million. The 1950 
amendments to the act set an overall ceiling on IMG and investment 
guaranties at $200 million (instead of the original $300 million). 
Until 1952, the IMG portion of the program was not only financed from 
the $200 million authorized for guaranties in general, including the 
much larger investment guaranty progratn, but also administered 
together with the latter, first by the Economie Cooperation Adminis- 
tration, then by the Mutual Security Agency. On July 1 of that year, 
however, by Executive order, operation of the TMG program was 
vested in the Department of State to be administered together with 
the United States Information and Educational Exchange Act of 1948, 
to which it was considered more closely related in purpose than to the 
foreign aid program. Within the $10 million limitation noted above 
financing continued nevertheless from the $200 million fund. 
In 19 53, administration of both the IMG program and _ the 
information activities authorized by the United States Information 
and Educational Exchange Act were transferred to the newly estab- 
lished United States Information Agency, which continues to adminis- 
ter the program to date. 


Ill. Present LEGISLATIVE AUTHORITY 


The IMG program presently operates under the provisions of sec- 
tion 1011 of the United States Information and Educational Exchange 
S. Rept. 1178, 85-2——2 
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Act of 1948, as amended. This section was added to that act by sec- 
tion 544 of the Mutual Security Act of 1954 and read at that time as 
follows: 

INFORMATIONAL MEDIA GUARANTIES 


Sec. 1011. The Director of the United States Information 
Agency may make guaranties, in accordance with the provi- 
sions of subsection (b) of section 413 of the Mutual Security 
Act of 1954, of investments in enterprises producing or dis- 
tributing informational media consistent with the national 
interests of the United States against funds heretofore made 
available by notes issued to the Secretary of the Treasury 
pursuant to section 111 (c) (2) of the Economic Cooperation 
Act of 1948, as amended, for purposes of guaranties of invest- 
ments: Provided, however, That the amount of such guaranties 
in any fiscal year shall be determined by the President but 
shall not exceed $10,000,000. 


In basic legislation, therefore, as well as in administration, the 
IMG program was separated from the investment guaranty program, 
which continues to be administered by the International CG ooperation 
Administration. The only remaining link between the 2 programs 
was the $200 million fund from which’ they were financed. This link, 
too, was severed by the Mutual Security Act of 1956 which authorized 
the Director of USIA to assume no more than $28 million of the notes 
originally executed under the previous authority, thereby providing 
for separate accounting and financing arrangements for informational 
media guaranties. Other technical changes were also made by the 
1956 amendments, which renumbered the original paragraph of section 
1011 as (a), struck out the $10 million annual ceiling, and added new 
paragraphs so as to make section 1011 of the United States Information 
and Educational Exchange Act read as follows now: 


INFORMATIONAL MEDIA GUARANTIES 


Sec. 1011. (a) The Director of the United States Infor- 
mation Agency may make guaranties, in accordance with the 

rovisions of subsection (b) of section 413 of the Mutual 
Seounty Act of 1954, of investments in enterprises producing 
or distributing informational media consistent with the 
national interests of the United States. 

(b) The Director is authorized to assume the obligation 
of not to exceed $28,000,000 of the notes authorized to be 
issued pursuant to subsection 111 (c) (2) of the Economic Co- 
operation Act of 1948, as amended (22 U.S. C. 1509 (ce) (2)), 
together with the interest accrued and unpaid thereon, and 
to obtain advances from time to time from the Secretary of 
the Treasury up to such amount, less amounts previously 
advanced on such notes, as provided for in said notes, Such 
advances shall be deposited in aspecial account in the Treasury 
available for payments under informational media guaranties. 

(c) The Director is authorized to make informational 
media guaranties without regard to the limitations of time 
contained in subsection 413 (b) (4) of the Mutual Security 
Act of 1954, as amended (22 U.S. C. 1933 (b) (4)), but the 
total of such guaranties outstanding at any one time shall not 
exceed the sum of the face amount of the notes assumed. by 
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the Director less the amounts previously advanced on such 
notes by the Secretary of the pe beau plus the amount. of 
the funds in the special account referred to in subsection (b). 

(d) Foreign currencies available after June 30, 1955, from 
conversions made pursuant to the obligation of informational 
media guaranties may be sold, in accordance with Treasury 
Department regulations, for dollars which shall be deposited 
in the special account and shall be available for payments un- 
der new guaranties, Such currencies shall be available, as 
may be provided for by the Congress in appropriation Acts, 
for use for educational, scientific, and cultural purposes which 
are in the national interest of the United States, and for such 
other purposes of mutual interest as may be agreed to by 
the governments of the United States and the country from 
which the currencies derive. 

(e) Notwithstanding the provisions of subparagraph 413 
(b) (4) (E) of the Mutual Security Act of 1954, as amended 
(22 U.S. C. 1933 (b) (4) (E)), (1) fees collected for theissu- 
ance of informational media guaranties shall be deposited in 
the special account and shall be available for payments under 
informational media guaranties; and (2) the Director may 
require the payment of a minimum charge of up to fifty dol- 
lars for issuance of guaranty contracts, or amendments 
thereto. 

(f) The Director is further authorized, under such terms as 
he may prescribe, to make advance payments under informa- 
tional media guaranties: Provided, That currencies receiv- 
able from holders of such guaranties on account of such ad- 
vance payments shall be paid to the United States within 
nine months from the date of the advance payment and that 
appropriate security to assure such payments is required be- 
fore any advance payment is made. 

(g) As soon as feasible after the enactment of this subsec- 
tion, all assets, liabilities, income, expenses, and charges of 
whatever kind pertaining to informational media guaranties, 
including any charges against the authority to issue notes 
provided in section 111 (¢) (2) of the Economic Cooperation 
Act of 1948, as amended, cumulative from the enactment of 
that Act, shall be accounted for separately from other guar- 
anties issued pursuant to subsection 413 (b) of the Mutual Se- 
curity Act of 1954, as amended (22 U.S. C. 1933 (b)): Pro- 
vided, That there shall be transferred from the special account 
established pursuant to subsection (b), into the account avail- 
able for payments under guaranties other than informational 
media guaranties, an amount equal to the total of the fees 
received for the issuance of:guaranties other than informa- 
tional media guaranties, and used to make payments under 
informational media guaranties. 

The former $10 million ceiling on LMG guaranties to be issued in any 
one fiscal year was replaced by a ceiling on guaranties outstanding at 
any one time equal to: (1) the amount of the notes assumed by the 
Director of USIA ($28 million), minus (2) the amounts advanced on 
such notes by the Secretary of the Treasury, plus (3) the amount of 
the funds in the special informational media guaranty account estab- 
lished in the Treasury. These latter funds consist of unused advances 
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borrowed from the Treasury against the notes, together with dollars 
obtained through sales of foreign currencies accruing from the program 
and fees collected from the issuance of guaranty contracts. 


IV. Operations To Date 


IMG agreements have been made with 28 countries but in only 16 
has the program been activated. As exchange restrictions eased, 
making certain currencies freely convertible, the program was termi- 
nated in Germany, Italy, and the Netherlands. Currently, IMG 
programs continue in Austria, Chile, France, Indonesia, Israel, Nor- 
way, Pakistan, the Philippines, Spain Taiwan, Turkey, Vietnam, and 
Yugoslavia. 

Since its inception, the following amounts of IMG contracts have 
been issued in each fiscal vear: 


Fiscal year: | Fiscal year—Continued 
1949____- .------ $1, 839, 254. 00| 1954 ; $5, 045, 884. 74 
MeO L20i4 on Sse 1, 427, 489. 44 POGD. JL. Sik my 6, 685, 701. 77 
| en ee 6, 605, 549. 56 Rppe-0/33 28k 9, 999, 877. 33 
A birnok hont~ 3, 201, 523. 87 BN Sci ctre torn whore ytd; 2a OE OO OO 
ita n Asien oon 6, 183, 775. 61 


Through fiscal year 1956, the program operated under the $10 
million a year ceiling. 
IMG operations by country during this same period. were as follows: 


Informational media guaranty progran—Summary of operations, by country 
through June 30, 1957 


Estimated 
Dollar Dollars dollar 
Guaranty payments received value of 
Country contracts for local from local Restrictions on the use of IMG ac- remaining 
issued currency currency quired currency currencies 
purchased sales held by 
U. 8. Treas- 
ury 
Austria___* $591, 009 $344, 799 $305, 168 | None (except for expense of United |- 
States occupation forces). | 
Chile 1, 093, 810 677, 622 77,107 | None | $225, 870 
France. 851, 625 425, 006 | 422, 551 do . : ; 2, 474 
Germany -.. 11, 518, 052 7, 068, 728 7, 057, 036 do Sieeiintl i ‘ sashasel 0 
Indonesia 892, 500 161, 192 0 | Will be used for educational, scientific, | 163, 326 


and cultural activities for mutual 
benefit of Indonesia and United 
States. | 
Israel 13, 727, 654 | 9, 879, 493 256, 537 | May be used for scientific, educational, 4, 880, 993 
and cultural activities and such 
other purposes agreed upon by the 
2 governments. 


Italy 83, 295 9, 306 9, 302 | None 0 
Netherlands._.| 2,866,558 | 1, 838,718 | 1, 833, 889 | do é< : 0 
Norway. 586, 443 314, 757 311, 080 do - 732 
Pakistan _. 1, 053, 399 511, 802 0 | Will be used for scientific, educational, 507, 466 


and cultural activities in consulta- 
tion with Government of Pakistan 
and other purposes as agreed by the | 
2 governments. 











Philippines 8, 106, 453 4, 257,184 | 4,041,868.) Free use of $2,800,000 equivalent pesos 222, 690 
| | annually. Excess of this amount 
| for educational, cultural, informa- | 
| tional activities proposed by 2 gov- 
| ernments, 
Spain j 638, 640 24, 073 | 18, 347 | None ; beicai : 2, 813 
Taiwan 1, 091, 743 598, 753 585, 879 | ..do omy ; . 6, 403 
Turkey | 2898848 | 989,762 | 227,606 | G6) TES on 21, 379 
Vietnam.......| 697, 459 | 55, 877 11, 372 do sat shh cal ore apc ae re 15, 104 
Yugoslavia | 4,868,529 | 3, 405, 210 1, 841, 735 | do \ Eee s = 264, 535 
Total....| 51, 566,017 | 30, 562, 282 | 16, 999, 477 6, 313, 785 
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V. Procepures UNpEeR THE IMG PROGRAM 


The procedures under the IMG program are relatively simple. 
The United States Information Agency and the Departments of State, 
Commerce, and the Treasury on the basis of iat regarding the 
dollar exe hange position and import controls in a country determine 
whether to institute an IMG program. A bilateral agreement is 
then negotiated between the United States and that country. The 
agreement provides that the participating country has the right to 
disapprove applications for IMG contracts and specifies the uses the 
United States can make of the local currency obtained as a result of 
IMG operations. Most IMG country agreements contain no restric- 
tions on the use of local currency. Such currency can, therefore, be 
used to meet any expenses of the United States Government in the 
participating country. Four of the IMG countries, however— 
Indonesia, Israel, Pakistan, and the Philippines—have restricted the 
use of such currencies to various purposes, mutually agreed upon, 
mainly in the informational, educational, scientific and cultural fields. 
As a result important amounts of currency of each country have 
accumulated. The table above shows that as of June 30, 1957, 
the IMG generated local currency of these nations remaining in the 
United States Treasury amounted for almost $5.8 million of the 
$6.3 million then at hand. This sum has now been reduced by the 
appropriation of some $3.5 million of Israeli pounds for projeets 
recommended by the Katzen mission (see VII below). 

After signature of an IMG agreement, American exporters of infor- 
mational media may apply for IMG contracts. These contracts 
usually cover the period of one year and name an amount which repre- 
sents the exporter’s anticipated sales during that period. This 
amount is the maximum that the United States will convert under the 
contract. Usually, less than the maximum is paid out because only 
actual sales proceeds are converted inasmuch as an IMG contract is a 
guaranty not of sales but of convertibility to dollars of local currency 
received through sales. 

The material which an IMG exporter intends to sell is carefully 
screened, to insure that it meets the legislative requirement that it 
shall be “consistent with the national interest of the United States.” 
Five categories of material deemed by USIA ineligible for export are: 

(a) Materials advocating or supporting an unlawful purpose. 

(6) Materials prepared or distributed in order to convey, dissemi- 
nate, or reinforce Communist propaganda. 

(c) Materials of a salacious or pornographic intent, although the 
inclusion of questionable language, episodes, or scenes in a work of 
a bona fide literary or artistic intent shall not automatically be con- 
strued to bring it within this category. 

(d) Materials devoted to the sensational exploitation as opposed 
to the factual reporting of crime, vice, or similar conditions. 

(e) Any other materials of so cheap, shoddy, or sensational char- 
acter as to bring discredit upon the United States in the eyes of other 
nations. 

The American exporter under an IMG contract bills his foreign 
importer in dollars but receives local currency at the official rate of 
exchange. Any local currency thus acquired and found unusable or 
inconvertible by the ween he sells in turn to the United States 
Government (through 1 JSIA) for dollars at the official rate. The 
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local currency then becomes the property of the United States to be 
used in accordance with the IMG country agreement. 

The payment procedure is subject to a number of certifications, 
audits, and other checks, which the USIA has thus far found satis- 
factory and adequate to prevent abuses under the contracts and about 
which no complaints from industry have been heard. 

Most of the foreign currency obtained by the United States Govern- 
ment under the IMG program is resold for dollars to other government 
agencies to meet their expenses in the countries from which the cur- 
rency derived. The dollars then revert to the IMG account in the 
Treasury for reuse to back new guaranties. To the extent that such 
conversions are possible, and within the ceiling on guaranties which 
may be outstanding at any one time a revolving fund is established. 

For a guaranty contract, the contractor is charged a fee of 1 percent 
of the dollar amount of the contract for each 12 months of coverage. 
Receipts from these fees, also, are deposited in the revolving fund 
and may be used for backing guaranties. 


VI. Frnancina anp Cost 


As already noted, the Director of USIA is authorized to assume the 
obligation of not to exceed $28 million of the notes authorized by the 
Economic Cooperation Act of 1948 and to obtain advances from the 
Secretary of the Treasury up to that amount for deposit in the special 
account. 

About $13 million of that sum had been borrowed and used to 
convert local currency as of June 30, 1957, leaving an unused borrow- 
ing authority of about $15 million. However, since each outstanding 
contract must be covered by dollar funds either borrowed or other- 
wise available in the special account, and since there are about $9.5 
million worth of outstanding contracts, the actual remaining obliga- 
tional authority to make new guaranties as of June 30, 1957, was 
approximately $5.5 million. The following table gives the financial 
status of the program: 


Informational media guaranty status of obligational authority as of June 30, 1957 
g 





Face amounts of notes assumed_..__._.---.___-_...---.---- $28, 000, 000. 00 
Less: 
Amount borrowed on notes and used to 
convert local currency.._..........--- $12, 987, 389, 33 
Contingent liability on outstanding con- 
I A ae 9, 617, 566. 91 
—_—_—_—_—_—_——— 22, 605, 256. 24 
, 394, 7 743. 76 
Add: Balance of cash on deposit with Treasury Department - - - 77, 183. 65 
I ee “471, 927. 41 


During 9 years of operations, guaranty contracts amounting to 
about $: 51.5 million have been issued. USIA and its predecessors have 
paid about $30.5 million under these contracts for local currency. Of 
this amount the Government has been able to sell $17 million for 
dollars to its agencies. On hand, as of June 30, 1957, were about $6.3 
million in local currency. The difference between the $6.3 million on 
hand, plus the $17 million which was sold, and the $30.5 million paid 
out represents the actual cost to the United States of the LMG pro- 
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gram—approximately $7.2 million or about $800,000 per year of 
operation. (See table on p. 7 for data.) This cost computation 
assumes, perhaps optimistically, that all the $6.3 million in foreign 
currency is usable eventually and, when used, will be used for 
projects for which the Government would be willing to spend dollars. 
At the present time, USIA has a balance of about $5.5 million 
available in cash and borrowing authority. At the rate of guaranty 
contracts issued in the past 2 fiscal years—around $10 million a 
year—IMG funds will be soon exhausted. This was anticipated by 
the Committee on Foreign Relations in its 1956 consideration of the 
program. Its report (S. Rept. 2273, 84th Cong.) stated then: 


It is anticipated by the executive branch that this working 
fund will be sufficient to sustain the program for another 2 
or 3 years unless there is a sharp increase in applications for 
guaranties * * *, Should there be a net loss from informa- 
tional media guaranty operations in future years, the de- 
ficiency will have to be made up from appropriations provided 
by Congress. 


If new funds should be required to carry the program on beyond 
fiscal year 1958, the Congress will have to decide whether these funds 
shall be appropriated annually, whether the revolving fund should be 
replenished by a substantial appropriation enabling it to operate for a 
number of years, whether the borrowing authority of the administra- 
tor of the IMG should be increased, or whether the plan proposed by 
USIA and discussed at p. 11 shall be adopted. 


VII. Tue ProGram IN ISRAEL 


Inasmuch as the size of the Israeli program gave rise to the present 
study, the subcommittee devoted special attention to the factors which 
resulted in its large size. According to the administration witnesses, 
there were two factors: (1) the unanticipated, tremendous demand in 
Israel for United States publications; and (2) the absence of any 
country ceiling which would have inhibited the growth of the pro- 
gram. However, the mere volume of IMG-guaranteed sales in Israel 
would not necessarily have resulted in the accumulation of Israeli 
currency by the United States, had not the IMG agreement limited 
the uses for which this Government could spend the currency in Israel. 
The administration witnesses testified that at the time the Israeli 
agreement was negotiated that country indicated that it could not 
agree to any other kind of arrangement for fear of losing some of its 
sources of needed dollar exchange. The alarming penetration in 
Israel of cheap Communist books and other publications also moti- 
vated the administration to accept the restriction on uses of IMG- 
generated Israeli currency. 

As the results of the limitation of the [MG country agreement, and 
the tremendous demand in Israel the fulfillment of which went un- 
checked by the administration, Israeli pounds began to accumulate 
in the special account. The table on p. 7 shows that as of June 30, 
1957, the balance in the Israeli local currency was almost $5 million. 
Under section 1011 (d) of the United States Information and Educa- 
tional Exchange Act, unsold local currencies may be used only as 
provided for in annual appropriation acts for educational, scientific, 
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and cultural purposes and for such other purposes of natural interest 
as may be agreed to by the two governments. The administration 
for the fiscal year 1958 requested authority to use $3,525,000 in 
Israeli pounds for a variety of projects in the fields of educs ation, 
science, culture, and the humanities in Israel (Supplemental Appro- 
priation Act, 1948, Public Law 85-170). The projects were recom- 
mended by a special mission to Israel, headed by Bernard Katzen 
(hearing, p. 35). The subcommittee shares the misgivings of mem- 
bers of the Appropriations Committee about these projects. While 
it has no doubt that they may win good will for the United States, 
the subcommittee nevertheless is concerned whether such projects 
represent the very best use that the United States Government can 
make of its financial resources. This observation is not intended by 
the subcommittee to reflect criticism of exporters and importers who 
have operated under the Israeli program. 

The subcommittee believes that application of the remedial measures 
discussed below will avoid a repetition of the difficulties experienced 
s a by-product of the IMG program in Israel. 


VIII. RecomMMENDATIONS 


(a) Financing of IMG program.—Anticipating that the question of 
financing the program may be one to come before the Congress in 1958, 
the subcommittee examined each witness on this matter. There was 
unanimity among the Government and non-Government witnesses as 
to the necessity of providing continued financial stability for the pany 
gram. They pointed out that the period between applying for 
guaranty contract and the time of exchanging local currencies for 
dollars might well be longer than a year in some instances, and there- 
fore funds should be available on a longer range basis. 

Various financing methods have been suggested: increasing sub- 
stantially the present borrowing authority and thus replenishing the 
revolving fund; appropriating funds for a 1-, 2-, or 3-year program; 
or reple ishing by annual appropriations prior impairment to the fund 
resulting from exchange losses or inability to sell acquired foreign 
currency. 

The witnesses agreed that any program authorized by the Congress 
should be subject to periodic review by it. 

The views of the United States Information Agency on financing are 
as follows (p. 32 of hearings) : 


Any method of financing IMG program operations should 
meet the following requirements: 

(a) It should provide for periodic review and control of 
the program by the Congress. 

(b) It should reflect the actual net cost of the program to 
the Government. 

(c) It should provide for a continuity and stability of 
operation. 

To meet these requirements, it is suggested that the IMG 
program should be financed through a revolving fund, as at 
present, supplemented by annual appropriations to replenish, 
year by year, any prior impairment to the fund resulting 
from exchange losses or the inability to sell foreign currency 
acquired under the program. This method of financing the 





INFORMATIONAL MEDIA GUARANTY PROGRAM ll 


program would not only provide continuity and stability 
of operation, but would also assure Congress of an oppor- 
tunity each year to review and control IMG operations 
through the Appropriations Committees. Such a means of 
financing the program would also reflect the actual annual 
net cost of IMG. The Agency is in the process of developing 
appropriate legislation along these lines for submission to 
Congress at the next session, 

Financi ing the IMG program solely by annual appropria- 
tions would, of course, assure congr essional review and con- 
trol of the program each year. Howe ver, it is questionable 
whether this method of financing would provide the con- 
tinuity and stability necessary for operation of this specialized 
program. This is so because the operations of publishers and 
motion-picture distributors under the program often require 
substantial expenditures long before the materials to be 
covered under the IMG program are actually exported. For 
example, when IMG is extended to a new country, American 
publishers and motion-picture distributors operating under 
IMG make a substantial investment in anticipation of sales 
under IMG, sometimes to the extent of opening sales offices 
locally. In the case of motion pictures especially, an actual 
sales contract oftentimes is preceded by months of negotia- 
tion, following which many more months may elapse before 
actual delivery of the materials can be completed. It is 
believed that American exporters would decline to take the 

risk of such long lead-time expenditures unless assured of 
more continuity in the IMG program than appears possible 
if the program is funded solely by annual appropriations. 

Furthermore, financing the IMG program by annual ap- 
propriations would not properly reflect the annual net cost 
of the program to the Government; in fact, an annual appro- 
priation would be required which, on the basis of present 
experience, would have to be approximately triple the actual 
amount net cost of the program. This is true because an 
IMG program of, let us say, $10 million would require an 
appropriation of that amount to convert to dollars the 
foreign currencies received by American exporters from their 

sales abroad of books, magazines, and other informational 
materials. How ever, the foreign currencies thus converted 
become the property of the United States at the time the 
American exporter receives the dollar equivalent, and in 
many cases the local currency so received is subsequently 
converted back to dollars at no cost to the Government. In 
consequence, the actual net cost to the Government of the 
assumed $10 million IMG program would probably be in 
the neighborhood of but $3 million. This figure would in- 
clude not only outright exchange losses but also currencies 
not salable in the foreseeable future. 

For these reasons, the Agency believes that the annual 
appropriation method is not a desirable or practicable way 
of financing the IMG program. 


The subcommittee endorses the concept set forth by the United 
States Information Agency to the effect that the revolving fund should 








12 INFORMATIONAL MEDIA GUARANTY PROGRAM 


be replenished by annual appropriations. There are several questions 
about the idea which should be explored further, such as the possible 
necessity to augment the capital fund before embarking on the system 
of annually replacing losses. These questions will be examine: when 
the executive branch offers the legislation referred to above. 

(6) Administrative discretion.—The law allows wide discretion in 
the administration of the program. Its restrictiogs are (1) that only 
American citizens or firms wholly or substantially owned by citizens 
be eligible for guaranties, and (2) that informational media exported 
under the program must be consistent with the national interest. 
Until recently, IMG contracts have been granted to every applicant 
who met the two requirements. No country ceilings have been set nor 
priorities between media established. 

These policies have been factors contributing to the size of the 
Israeli program which is not in balance with other country programs. 
Out of total dollars payments for the purchase of local currency from 
the 16 participating countries, over 32 percent or almost one- third was 
paid for Israeli pounds. The sehdeuhmittes was gratified to hear that 
country ceilings are now set by an IMG Review Board in accordance 
with the following policy: 


The policy of the Agency is to continue IMG at a level 
limited only by the extent to which American exporters can 
sell informational materials eligible tor coverage when there 
is no loss to the Government and when there are no restric- 
tions on the use of the local currencies generated. 

When IMG is proposed in a country in which there is a 
loss or a restriction on the use of the local currency, the de- 
cision to implement IMG, the monetary level, and the esti- 
mated loss will be determined on the basis of the priority of 
the country for purposes of accomplishing Agency aims and 
objectives. 

The subcommittee further urges that the administration consider 
the feasibility of establishing priorities among the material to be 
exported under IMG contracts—as for example giving priority to 
textbooks and educational materials over items of an entertainment 
nature. 

The administration should be guided, in fixing the size of the 
program in a country, by the national interest to be served by promot- 
ing the flow of American informational materials into that country, 
taking into account the estimated use which the Government will 
be able to make of [MG-generated currency, either by agency 
purchases for dollars or direct use for authorized projects in the 
country. 

In short, the subcommittee recommends that those responsible for 
the administration of the program utilize their discretionary powers 
to the end that the program shall be well balanced, not only by 
category of materials but also with respect to the national interest 
to be served and the ultimate utility of local currencies by United 
States Government agencies. The subcommittee appreciates that 
the IMG program cannot be self-liquidating. There are bound to 
be exchange losses and unused currencies. This is the price which 
must be paid for getting informational materials where they are 
needed. 
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(c) Bilateral agreements ——Although the great majority of IMG 
country agreements contain no restrictions on the United States’ 
use of foreign currency purchased under the agreement, there are 
some that do. The subcommittee has noted that the Treasury 
holdings of IMG local currencies from countries which restrict their 
use by the United States Government are higher than those from 
countries permitting unrestricted use. It would appear to the sub- 
committee than an effort should be made to renegotiate those country 
agreements which contain restrictions. At any rate, the subcom- 
mittee recommends that the United States make every effort to 
obtain unrestricted use of IMG-acquired local currency in future 
IMG agreements and endeavor to amend existing agreements to 
broaden the purposes for which such currencies may be used. 

(d) Consideration of Florence convention.—The need for the IMG 
program arises from the scarcity of United States dollars in certain 
countries. Countries suffering from such scarcity restrict their 
limited foreign exchange resources to finance their most vital imports 
and do not, as a rule, include informational media among those. 
Book importers therefore, for example, can buy American books only 
with local currency. One of the witnesses before the subcommittee 
called attention to the agreement on the importation of educational, 
scientific, and cultural materials, commonly referred to as the Florence 
convention. This agreement would obligate member states to make 
foreign exchange available to libraries and educational institutions 
for the importation of informational material from other member 
states. Entry into force of this agreement would offer a permanent 
solution to the exchange problem insofar as it affects exporters and 
importers of such mataiel and would therefore make the IMG pro- 
gram unnecessary. The subcommittee notes the reasons that have 
led the Department of State not to press for ratification of the agree- 
ment at this time and notes further that it intends to review its 
position after the effects of the modification of the local manufactur- 
ing clause in connection with the Universal Copyright Convention are 
known (hearings p. 95). The reasons cited by the Department seem 
inconsistent with the high priority given to extension of the tariff 
reducing authority of the President under the Trade Agreements 
Act and to the basic interest of the United States in promoting the 
exchange of information. 

The subcommittee therefore urges the Department of State to 
consider the advisability of submitting the convention to the Senate 
in due course for consideration. 

(e) Exchange rates —The question of unrealistic rates of exchange 
has been of concern to Members of Congress from time to time. The 
crux of this problem is that to the extent that there exists a difference 
between the official rate and unofficial rate of exchange in a country, 
United States Government activities which must be conducted at the 
official rate of exchange are more expensive to the American taxpayer. 
This applies not just to IMG program operations but to all Govern- 
ment operations in countries maintaining an unrealistic rate of 
exchange. This situation mist be corrected because it nullifies our 
programs through an actual joss in Anierican funds appropriated. As 
a result of this unrealistic and dangerous exchange basis both the 
governments and peoples of the countries concerned are the losers, 
The subcommittee urges the Department of State to continue its 
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efforts to persuade foreign governments in which important United 
States programs are operating to adopt realistic rates of exchange for 
their currency. Unless action is taken, Congress will find it necessary 
to amend legislation so as to assure that the American taxpayer gets 
a dollar’s value for every dollar spent. 


1X. ConcLusiIon 


The subcommittee finds that the IMG program is a small but useful 
operation. Its annual expense to the United States Government to 
date—$800,000—makes it one of the least costly programs conducted 
by the United States abroad. The program, however, is beneficial 
far out of proportion to its cost. 

The countries most in need of this assistance are the underdeveloped 
areas—many of which have recently been freed from colonial adminis- 
tration and need to develop their educational institutions in a situation 
of serious foreign exchange problems. For them, the ability to pur- 
chase American textbooks and other teaching and library materials 
by reason of the IMG program is very important. Witnesses before 
the subcommittee pointed to the programs in Pakistan and Indo- 
nesia as particular examples of the good that can be accomplished 
with an IMG program. It was, indeed, suggested to the subcommittee 
that the program be expanded, because the use of American text- 
books opens the way for the adoption of American methods and the 
use of American equipment. 

As pointed out in the introduction, the subcommittee’s inquiry into 
this program was provoked by questions raised in the Senate Appro- 
priations Committee with respect to the appropriation request of 
$3,525,000 in Israeli pounds for implementing the recommendations 
of the Katzen mission: The subcommittee does not believe that the 
errors of the Israeli program are likely to be repeated. If they are, 
the IMG program should be suspended. 

Situations will probably continue where it is in the interest of the 
United States to promote the flow of American books, periodicals, 
and motion pictures into dollar-short countries. The problem for 
the IMG program, as the subcommittee sees it, is to do so and at the 
same time to try to hold the accumulation of IMG local currency to a 
level and at an exchange rate at which it can be economically purchased 
for dollars by the agencies of the United States Government over a 
period of time, say 10 years, or can be spent directly for really impor- 
tant projects in the country where generated. If the subcommittee’s 
recommendations are adopted, such a goal will be achieved. 

In conclusion, the subcommittee urges that the informational media 
guaranty program be continued as an important adjunct to the infor- 
mation program. It has been a worthwhile undertaking which de- 
serves further support by the Congress until foreign exchange is freely 
convertible everywhere. 


C) 
U 
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SUBCOMMITTEE ON DISARMAMENT 


JANUARY 16, 1958.«—Ordered to be printed 


Mr. Green, from the Committee on Foreign Relations, submitted the 
following 


REPORT 


[To accompany 8S. Res. 241] 


The Committee on Foreign Relations, having had under considera- 


tion the matter of the continuation of the Subcommittee on Disarma- 
ment created pursuant to Senate Resolution 93, of the 84th Congress, 
as amended, and Senate Resolution 151, of the 85th Congress, as 
amended, reports an original resolution, Senate Resolution 241, to 
continue the subcommittee until July 31, 1958, and recommends that 
it do pass. 

The Subcommittee on Disarmament has been engaged in an exten- 
sive study of the problem of the control and reduction of armaments. 
Its study has included several days of public hearings, the publica- 
tion of nine staff studies, and the issuance of a report with conclu- 
sions and recommendations of the subcommittee as of September1957. 

At its meeting on January 14, the Committee on Foreign Relations 
concluded that in view of the current importance of the subject of 
disarmament and the interest in it expressed by people throughout the 
United States, the subcommittee should continue in existence for 
another 6 months. The committee also concluded that inasmuch as 
the question of armaments reduction and control is primarily a 
problem of foreign policy and a problem intimately related to many 
other foreign policy matters, and in view further of the responsibilities 
of the Foreign Relations Committee over foreign policy matters, at the 
expiration of the Subcommittee on Disarmament, on July 31, 1958, all 
records, duties, and functions of the subcommittee shall be turned 
over to the Committee on Foreign Relations. The Foreign Relations 
Committee, bearing in mind that disarmament must be a matter of 
continuing concern, contemplates the creation at that time of an 
appropriate subcommittee or other suitable device so that the responsi- 
bilities of the committee to the Senate and to the American people will 
continue to be fulfilled. 
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The subcommittee, as constituted, consists of 6 members of the 
Committee on Foreign Relations, Senator Humphrey, chairman, and 
Senators Sparkman, Long, Wiley, Hickenlooper, and Knowland; 4 
members of the Committee on Armed Services, Senators Byrd, 
Symington, Bridges, and Saltonstall; and 2 from the Joint Com- 
mittee on Atomic Energy, Senators Pastore and Bricker. 

The Subcommittee on Disarmament was created by Senate Resolu- 
tion 93 in July 1955. It was extended until June 30, 1956, by Senate 
Resolution 185; until January 31, 1957, by Senate Resolution 286; 
until June 30, 1957, by Senate Resolution 61; until August 31, 1957, 
by Senate Resolution 151; and until January 31, 1958, by Senate 
Resolution 192. 

Senate Resolution 241, in providing an extension of the subcom- 
mittee until July 31, 1958, includes a budget of $34,000 to meet the 
subcommittee’s expenses during the next 6 months. 

The committee recommends prompt Senate approval of the 
resolution. O 
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AMENDING SECTION 812 (e) (1) (D) OF THE INTERNAL 
REVENUE CODE OF 1939 


JANUARY 23, 1958.—Ordered to be printed 


Mr. Byrp, from the Committee on Finance, submitted the following 
REPORT 
[To accompany H. R. 5938] 
The Committee on Finance, to whom was referred the bill (H. R. 


5938) to amend section 812 (e) (1) (D) of the Internal Revenue Code 
of 1939 with respect to certain decedents who were adjudged incom- 


petent before April 2, 1948, having considered the same, report 
favorably thereon without amendment and recommend that the bill 
do pass. 


I. GENERAL STATEMENT 


Section 812 (e) of the 1939 code provides a marital deduction for 
estate-tax purposes with respect to interests in property passing to a 
surviving husband or wife. However, where the spouse’s interest in 
the property may terminate, or where the interest may fail to pass 
to the spouse, the marital deduction is available only if the termina- 
tion of the interest or the failure of the interest in property to pass 
to the surviving spouse may occur only within the 6 months immedi- 
ately after the decedent’s death, or as the result of a common disaster 
resulting in the death of both the husband and wife. This bill adds 
another exception whereby another type of terminable interest will 
be eligible for the marital deduction. It provides that the marital 
deduction will be available in the case of terminable interests passing 
to a surviving spouse where the event which could terminate the in- 
terest becomes impossible of occurrence within 6 months of, the 
decedent’s death. However, this exception to the general rule will 
be available under the bill only in the case of decedents adjudged 
incompetent before April 2, 1948, the effective date of the act. pro- 
viding the marital Gotuaticn, who were not restored to competency 
before their death. This provision is effective with respect to de- 
cedents dying after April 2, 1948. 
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II. REASONS FOR THE BILL 


The Revenue Act of 1948 provided a marital deduction as a part of a 
program of equalizing taxes between community property and non- 
community property States. In general, an individual is allowed a 
deduction in computing his estate tax for property going to a surviving 
spouse. The deduction is limited, however, to 50 percent of his 
gross estate. 

Before the passage of the Revenue Act of 1948, it was quite common 
for wills to provide that a spouse must survive the administration of 
the decedent’s estate in order to receive some specified property. 
Under the Revenue Act of 1948, however, the marital deduction was 
made available in these cases only where the property would go to the 
surviving spouse within 6 months after the death of the decedent 
and only then if the transfer actually occurred. As a result, many 
wills were changed after the passage of the 1948 act to provide that 
property was to pass to the surviving spouse within 6 months after the 
decedent’s death rather than upon the completion of the administra- 
tion of the decedent's estate. 

Cases have come to the attention of your committee, however, 
where individuals became mentally or otherwise incompetent before 
the passage of the 1948 act on April 2, 1948, and did not regain com- 
petency before their death. These individuals were not in a position 
to change their wills after the passage of the 1948 act and before their 
deaths. As a result their estates were denied the benefits of the 
marital deduction. Your committee believes that it is unfair to deny 
the benefits of the marital deduction in these cases where, although the 
instrument under which the property passed to the spouse did not 
require it, the property actually did pass to the surviving spouse 
within 6 months after the date of the decedent’s death, the same period 
of time in which the property must pass to the surviving spouse under 
present law to qualify. Ia the absence of the incompetency on the 
part of the decedent, the provisions of the will would normally have 
been changed to qualify the estates for the marital deduction. Where 
there is this incompetency, your committee does not believe that it is 
desirable for the Government to impose a heavier estate tax than in 
the other situations. 


III. EXPLANATION OF THE BILL 


Section 812 (e) (1) (A) of the 1939 code provides a marital deduc- 
tion for estate-tax purposes with respect to the value of interest in 
property passing from the decedent to his surviving spouse to the 
extent that the interest is includible in determining the value of the 
decedent’s gross estate. Subparagraph (B), however, provides an 
exception to the general rule in subparagraph (A). It provides that 
the marital deduction is not to be available if the interest in property 
passing to the surviving spouse will terminate or fail upon the lapse 
of a period of time or occurrence or nonoccurrence of an event or 
contingency. 

Subparagraph (D) provides certain exceptions to the rule in sub- 
paragraph (B), or in other words provides that despite subparagraph 
(B) the marital deduction will be available in certain cases where an 
interest in property passing to a surviving spouse may terminate or 
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fail to occur. The exceptions presently provided in subparagraph 
(D) relate to terminations or failures of interests which may occur 
only within a period of not more than 6 months after the decedent’s 
death or may occur only as the result of a common disaster resulting 
in the death of both the decedent and the surviving spouse (or in 
the case of either of these events). However, these exceptions are 
applicable only if the termination or failure of the interest to pass to 
the surviving spouse does not in fact occur. 

The bill adds another exception in subparagraph (D) which will 
have the effect of making a marital deduction available in the case 
of another type of terminable interest in property passing to a surviv- 
ing spouse. It provides that for purposes of subparagraph (B) (the 
subparagr aph which generally denies a marital deduction for termina- 
ble interests or those which may fail), an event or contingency is not 
to be considered as one upon the occurrence of which an interest 
passing to a surviving spouse will terminate or fail if two specific 
conditions are met. It must become impossible for the event or con- 
tingency to occur within 6 months after the date of the decedent’s 
death. Thus, in effect, the property must actually pass to the 
surviving spouse within that period of time. In addition, the dece- 
dent must have been adjudged incompetent before April 2, 1948, the 
date of the enactment of the Revenue Act of 1948 and must not have 
been restored to competency before his death. The determination of 
incompetency must, of course, have been made in conformity with 
applicable local law. 

The amendment made to the 1939 Code by this act is to apply to 
decedents dying after April 2, 1948. No interest is to be paid or al- 
lowed with respect to refunds resulting from this bill. 

It is estimated that this bill will result in a negligible revenue loss. 


CHANGES IN EXISTING LAW 


In compliance with subsection 4 of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill are 
shown as follows (existing law proposed to be omitted is enclosed in 
black brackets; new matter is printed in italics; existing law in which 
no change is proposed i is shown in roman): 


SecTIoNn 812 (e) (1) (D) or THE INTERNAL REVENUE CopDE oF 1939 


SEC. 812. NET ESTATE. 

For the purpose of the tax the value of the net estate shall be 
determined, in the case of a citizen or resident of the United States 
by deducting from the value of the gross estate— 

ok * ok x * 
BEQUEST, ETC., TO SURVIVING SPOUSE. 
(1) ALLOWANCE OF MARITAL DEDUCTION. 
* * * * * * 


(D) INTEREST OF SPOUSE CONDITIONAL ON SURVIVAL FOR 
LIMITED PERIOD.—For the purpose of subparagraph (B) an 
interest passing to the surviving spouse shall not be con- 
sidered as an interest which will terminate or fail upon the 
death of such spouse if 
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(i) such death will cause a termination or failure of 
such interest only if it occurs within a period not ex- 
ceeding six months after the decedent’s death, or only if 
it occurs as a result of a common disaster resulting in the 
death of the decedent and the surviving spouse, or only 
if it occurs in the case of either such event; and 

(ii) such termination or failure does not in fact occur. 

For the purposes of subparagraph (B), an event or contingency 
shall not be considered an event or contingency upon the occur- 
rence of which an interest passing to the surviving spouse will 
terminate or fail if— 

(vit) within siz months after the date of the decedent's 
death, such event or contingency becomes impossible of oc- 
currence; and 

(iv) the decedent was adjudged incompetent before April 
2, 1948, and was not restored to competency before his 
death. 


O 
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USE OF CORPORATION PROPERTY BY A SHAREHOLDER 


JANUARY 23, 1958.—Ordered to be printed 


Mr. Byrp, from the Committee on Finance, submitted the following 


REPORT 


[To accompany H. R. 7762] 


The Committee on Finance, to whom was referred the bill (H. R. 
7762) to amend section 223 of the Revenue Act of 1950 so that it will 
apply to taxable years ending in 1954 to which the Internal Revenue 
Code of 1939 applies, having considered the same, report favorably 
thereon without amendment and recommend that the bill do pass. 


I. GENERAL STATEMENT 


Section 502 (f) of the Internal Revenue Code of 1939 already 
provides for years ending after December 31, 1945, and before January 
1, 1954, that personal holding company income does not include rents 
for the use of property of a corporation where the lessee uses the 
property in the operation of a bona fide commercial, industrial, or 
mining enterprise. This bill makes this same rule applicable to years 
ending in 1954 to which the Internal Revenue Code of 1939 applies. 
Somewhat similar treatment presently is available under the 1954 
Code for years beginning after December 31, 1953, and ending after 
August 16, 1954. 

Il. REASONS FOR BILL 


Both the 1939 and 1954 codes provide that if a closely held corpo- 
ration receives most of its income from such sources as dividends, 
interest, certain rents, and royalties, indicating that the company is 
being used as an “incorporated pocketbook,” it is designated for tax 
purposes as a personal holding company. Generally, such a company, 
in addition to paying the regular corporate income taxes, is subject to 
an additional penalty tax at the rate of 75 percent or 85 percent on 
its undistributed income. 

Included in personal holding company income under section 502 
(f) of the 1939 code (sec. 543 (a) (6) of the 1954 code) are amounts 
received for the use of the corporation’s property where 25 percent or 
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more of the stock of the corporation is held by the individual renting 
the corporate property. However, the Revenue Act of 1950 provided 
an exception to this rule for taxable years ending after 1945 and before 
1950. The exception provided that personal holding company in- 
come, despite this 25-percent rule, was not to include property leased 
by a corporation to an individual if he used the property in the 
operation of a bona fide commercial, industrial, or mining enterprise. 
Your committee’s report on the Revenue Act of 1950 indicated that 
this exception to the general 25-percent rule was provided because— 


* * * through a set of fortuitous circumstances, corpora- 
tions have become closely held and also have rented most of 
their assets for use in the operation of businesses to the 
individuals holding the stock of the companies. Thus, 
unwittingly, the corporations have become personal holding 
companies and subject to the penalty tax. 


This same problem was recognized in the Internal Revenue Code 
of 1954 with respect to taxable years beginning after December 31, 
1953, and ending after August 16, 1954. In this case, however, the 
exception to the 25-percent rule is expressed in somewhat different 
terms. For years beginning in 1954 and ending after August 16, 1954, 
and also for subsequent years the 25-percent rule with respect to 
use of corporate property by a shareholder applies only to a corpora- 
tion which has personal holding company income, wholly apart from 
rents or other compensation for the use of property, in excess of 10 
percent of its gross income. 

The report of the House Ways and Means Committee on the 
Internal Revenue Code of 1954 indicates that this amendment was 
designed to take care of hardship cases which frequently arise where 
a corporation rents property to its principal stockholders. That 
committee’s report on the 1954 code stated: 


In the absence of appreciable amounts of other invest- 
ment income, rental income received from shareholders does 
not constitute a tax avoidance problem. 


Public Law 370, 84th Congress, amended the Revenue Act of 1950 
to extend the exemption from section 502 (f) of the 1939 code to 
taxable years ending before January 1, 1954. This was intended to 
remove the anomalous situation whereby the rental of property by 
a company to its principal stockholders is permitted in certain cases 
with respect to the years 1946 through 1949 and for 1954 and subse- 
quent years, but was classified as personal holding company income for 
the years 1950 through 1953. It was the intention of Public Law 370 
to remove completely this anomaly for all years intervening between 
the 1950 action and the Internal Revenue Code of 1954. 

By an oversight, however, Public Law 370 did not make the rule 
provided by the Revenue Act of 1950 applicable to those years end- 
ing after December 31, 1953, which are not covered by the 1954 code. 
In this area are fiscal years beginning in 1953 and ending in 1954 and 
short years beginning in 1954 and ending on or before August 16, 
1954. 

The bill corrects this oversight by extending the exception presently 
available for years ending after 1945 and before 1954 to years ending 
after December 31, 1953, to which the 1939 code applies. Thus 
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section 502 (f) of the 1939 code (which is the subsection under which 
compensation for the use of corporate property by a shareholder 
holding 25 percent or more of the stock of the corporation is classified 
as personal holding company income) is not to apply to these years 
ending in 1954 but governed by the 1939 code with respect to rents 
received for the use by the stockholder in the operation of a bona fide 
commercial, industrial, or mining enterprise of the property of the 
corporation. No interest is to be paid on overpayments resulting 
from this act. 

It is estimated that any revenue loss resulting from the enactment 
of this bill will be negligible. 


CHANGES IN EXISTING LAW 


In compliance with subsection 4 of rule X XIX of the Standing Rules 
of the Senate, changes in existing law made by the bill are shown 
as follows (existing law proposed to be omitted is enclosed in black 
brackets; new matter is printed in italic; existing law in which no 
change is proposed is shown in roman): 


Section 223 oF THE REVENUE Act or 1950 as AMENDED 


SEC. 223. PERSONAL HOLDING COMPANY INCOME. 

Section 502 (f) of the Internal Revenue Code of 1939 (relating to 
use of corporation property by a shareholder) shall not apply with 
respect to rents received during taxable years ending after December 
31, 1945, [and before January 1, 1954,] to which the Internal Revenue 


Code of 1939 applies, if such rents were received for the use by the 
lessee, in the operation of a bona fide commercial, industrial, or mining 
enterprise, of property of the taxpayer. 


O 
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ADMINISTRATION OF CERTAIN COLLECTED TAXES 


JANUARY 23, 1958.—Ordered to be printed 


Mr. Byrp, from the Committee on Finance, submitted the followin 
, £ 


REPORT 


[To accompany H. R. 8865] 


The Committee on Finance, to whom was referred the bill (H. R. 
8865) relating to the administration of certain collected taxes, having 
considered the same, report favorably thereon without amendment 
and recommend that the bill do pass. 


I. GENERAL STATEMENT 


This bill is designed to secure greater compliance with present law 
on the part of employers and others in paying over to the Government 
trust fund moneys withheld from employees, or collected from cus- 
tomers. It provides that where an employer in the future is required 
to collect and pay over income or social-security taxes withheld from 
an employee, or where a person in the future is required to collect and 
pay over excise taxes on facilities or services (admissions, club dues, 
communications, transportation, etc.), and he fails to do so, he can 
by a notification from the Internal Revenue Service be instructed to 
collect such taxes and deposit them in a special trust account for the 
United States Government. Persons who after this notification fail 
to comply with this provision are, unless they qualify under 1 of 
2 exceptions, guilty of a misdemeanor and upon conviction will be 
fined not more than $5,000, or imprisoned not more than 1 year, or 
both (together with the costs of prosecution). The exceptions are 
for cases where the failure was due to reasonable doubt as to the 
requirements under law, or where the lack of compliance was due to 
factors beyond the person’s control. This bill in the case of the 
employment taxes is to be effective only for notifications with respect 
to pay periods beginning after the date of enactment of this bill, and 
in the case of the excise taxes only with respect to taxes imposed after 
the date of enactment of the bill. 
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II. REASONS FOR THE BILL 


Although the great majority of employers fully comply with the 
withholding and collection requirements of the internal-revenue laws, 
the Government continually has been faced with the problem of a 
relatively few employers and collection agents who fail to collect and 
pay over trust-fund moneys representing withheld income and social- 
security taxes and excise taxes on facilities and services. As of 
December 31, 1956, the delinquent withheld income and _ social- 
security taxes alone amounted to $279 million. This represents the 
accumulation of delinquent accounts over the last 6 years and is 
approximately one-fifth of 1 percent of the total of these taxes collected 
over this period. Although the delinquencies are a relatively small 
proportion of the amount collected over this period, to permit their 
continuance places an unfair burden on law-abiding employers and 
the taxpaying public generally. As a result your committee has 
concluded that remedial action should be taken to eliminate these 
delinquencies to the fullest extent possible 

Present law in section 6672 provides a civil penalty of 100 percent 
for any person who willfully fails to collect or truthfully account for 
and pay over an internal-revenue tax for which he is responsible. 
However, this civil penalty is ineffective where the employer has lost 
the employees’ funds in a business venture or where he did not have 
them in the first place. The latter, which presents one of the most 
difficult enforcement problems, can be illustrated by a secondary 
contractor who is without funds, but obtains from the prime contractor 
just enough to meet his net payroll. The prime contractor in this 
case, since he is responsible for the completion of the job, is willing to 
provide the net wage payments, but since he is not the ‘‘employer’’ 
cannot be required to provide the taxes to be withheld by the 
“employer.” The secondary contractor who is the “employer,” apart 
from the net wage payments, does not have any funds in these cases 
to set aside as withheld taxes. 

A criminal penalty is also provided by section 7202 of present law. 
This provides a penalty of up to $10,000, or imprisonment for up to 
5 years, or both, for willful failure to collect, or truthfully account for 
or pay over the taxes. This criminal penalty also has proved to be 
of limited usefulness because of the difficulty of proving willfulness, 
which to a lesser extent has also been a problem in the case of the 
civil penalty. The courts, for example, in the criminal cases generally 
have refused to treat as “willful” those cases where the employer failed 
to pay over amounts withheld because they used the funds in business 
ventures which were not successful and no longer had such amounts 
available to be paid over to the Government. 

The criminal penalty added by this bill does not require proof of 
“‘willfulness”’ before it applies. Moreover, the penalty is less severe 
than that now imposed under existing law for “willful” failure. As a 
result, it is believed that the new penalty can be applied to many of the 
delinquency cases where the present ‘‘willful’” failure provision has 
been ineffective. Nevertheless, it is designed so that it can have no 
application to the vast majority of taxpayers, since the penalty applies 
only in the case of failures to make deposits in a special trust fund for 
the United States, and the requirement that deposits be made in such 
a trust fund must be based on a notification delivered by hand and a 
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failure to comply with such notice after it is delivered. In addition, 
your committee has provided two safeguards to give assurance that 
the penalty will not be applied in an arbitrary manner to those who 
have previously failed to comply with the laws and are, therefore, 
required to make the special trust fund deposits. The penalty is not 
to apply where there was a reasonable doubt that the law required 
the collection of the tax or that the person in question was required to 
collect the tax. It also does not apply where it can be shown that the 
failure to comply was due to circumstances beyond the control of the 
person in question. 


III. EXPLANATION OF THE BILL 


The bill adds two new sections to the Internal Revenue Code. The 
first section of the bill adds a new section 7512, which provides in 
certain cases for the separate accounting for certain collected taxes, 
etc., to the end of chapter 77, relating to miscellaneous administrative 
provisions. Section 2 of the bill adds a new section 7215, which 
provides a penalty where persons do not comply with the separate 
accounting requirements of the new section 7512, to the end of part I 
of sube hapter A of chapter 75, relating to general provisions concerning 
crimes, other offenses and forfe ‘itures. 

The new section 7512, relating to separate accounting for certain 
collected taxes. ete., is divided into three subsections: subsection (a) 
providing the conditions under which the separate accounting will be 
required, subsection (b) specifying the requirements which must be 
met as to this accounting, and subsection (c) providing the conditions 
under which persons may be relieved of this separate accounting. 

Subsection (a) provides that when any person, who is required to 
collect, account for, and pay over certain specified taxes, fails to do so 
at the time and in the manner provided by law or regulations (or fails 
to make deposits, payments, or returns of such taxes under the deposi- 
tory receipt system) and is notified of any failure of this type, then the 
requirements of subsection (b) as to separate accounting are to apply. 

The specified taxes to which this provision is applicable are the 
employment taxes imposed by subtitle C, including withheld income 
taxes, and also the excise taxes on fac ilities and services imposed by 
chapter 33. Although the employment taxes imposed by subtitle C 
include both the taxes imposed with respect to employers and also 
taxes collected by employers from their employees, it is only this 
latter category, namely, the collected taxes, to which this separate 
accounting provision is applicable. The excise taxes to which this 
provision is applicable include the so-called collected taxes imposed 
by chapter 33. These are the taxes on admissions (not including 
the cabaret tax which is not a collected tax), club dues, communica- 
tions, transportation, and safe-~leposit boxes. 

The notification which must occur after the failure of a person to 
comply with the requirements of subsection (a) and before the separate 
accounting requirements of subsection (b) become applicable, must 
be in the form of a notice delivered personally by a representative of 
the Internal Revenue Service to the person who has failed to comply 
with subsection (a). In the case of a corporation, partnership, or 
trust, it will be sufficient if this notification is delivered in hand to an 
officer, partner, or trustee. Such delivery will be deemed to be a 
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delivery to all officers, partners, trustees, or employees of the organi- 
zation. 

Subsection (b) of the new section 7512 specifies the requirements 
as to the separate accounting which must be complied with by those 
to whom a notice has been delivered in the manner provided by 
subsection (a). The separate accounting provisions are to be appli- 
cable only with respect to taxes which become collectible after the 
delivery of the notice. In the case of the employment taxes, including 
the withheld income taxes, this means that the separate accounting 
provisions are to be applicable only with respect to wages paid after 
the receipt of the notice. The separate accounting is not to be re- 
quired with respect to any withholding or collection of taxes which 
should have occurred prior to the receipt of the notice, although the 
employer in such cases will still be required to pay these taxes to the 
Government and will still be subject to all other applicable penalties 
of law if he fails todo so. The separate accounting would be required, 
however, with respect to wages earned by employees prior to the noti- 
fication where payment of the wages occurs after such notification, 
since the deduction and withholding of the employment taxes are 
related to the payment of wages. 

The accounting procedure provided by subsection (b) makes three 
requirements with respect to those to whom this subsection is appli- 
cable. They are: (1) required to collect the specified taxes, (2) de- 
posit them in a separate account in a bank not later than by the end 
of the second banking day after the taxes are collected, and (3) keep 
the deposits in this separate account until payment over to the United 
States. The account in which the funds are to be deposited is to be 
designated as a special fund in trust for the United States and is to be 
payable by the employer or collecting agent only to the United States. 
This account can be in any bank se lected by the employer or collecting 
agent which meets the definition of the term “bank” as provided in 
section 851 of the code. The definition in this section provides that 
it must be a bank or trust company incorporated and doing business 
under the laws of the United States, any State or any Territory, a 
substantial part of the business of which consists of receiving deposits 
and making loans and discounts and of exercising fiduciary powers 
which is subject to supervision and examination by State, Territory, 
or Federal authority having supervision over banks. The definition 
also includes domestic building and loan associations. 

Subsection (c) of the new section 7512 provides a procedure whereby 
a person who has been subject to the separate accounting require- 
ments of subsection (b) can be relieved fo these requirements. This 
subsection provides that the Secretary of the Treasury or his delegate 
may cancel the notification which made the separate accounting 
provisions applicable if he is satisfied that the person involved will 
henceforth meet the requirements of law and regulations with respect 
to the specified taxes. 

Section 2 of the bill adds the new section 7215, relating to offenses 
with respect to collected taxes. This new section is divided into two 
subsections, the first providing a penalty and the second specifying 
certain exceptions where the penalty will not be applicable. 

That penalty imposed by subsection (a) of section 7215 provides 
that any person to whom the separate accounting provisions of 
section 7512 (b) are applicable who fails to comply with these require- 
ments is to be guilty of a misdemeanor and upon conviction is to be 
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fined up to $5,000, or imprisoned for up to 1 year, or both, together 
with the costs of prosecution. This penalty is to be in addition to 
any other penalties provided by law. Thus, the 100 percent civil 
penalty provided by section 6672 for persons who willfully fail to 
collect, or truthfully account for, and pay over an internal revenue 
tax, may also be applicable. This is also true of the criminal penalty 
provided by section 7202, which provides a fine of not more than 
$10,000, imprisonment for not more than 5 years, or both, together 
with the costs of prosecution. The new feature of the penalty pro- 
vided by the new section 7215 is that it is not limited to the “willful” 
failure cases to which these other penalties are applicable. 

Subsection (b) of the new section 7215 provides that the penalty 
provided by subsection (a) is not to be applicable in two types of 
situations. First, it is not to be applicable if the person in question 
shows that there is reasonable doubt as to whether the law required 
the collection of the tax or if he shows that there is reasonable doubt 
that he was the one who was required by law to collect the tax. 
Thus, the penalty would not apply, for example, in the case of the 
employment taxes where the person whose status is questioned shows 
that there was reasonable doubt as to whether he was an employer or 
engaged in a contract with an independent contractor. The penalty 
also would not apply, for example, in the case of the excise taxes 
described in chapter 33, where the person in question can show that 
there is reasonable doubt as to whether he is the proper collection 
agent. 

The second exception to the penalty in subsection (a) is provided 
in those cases where the person involved can show that the failure to 
collect, to deposit and keep the taxes in the separate account was due 
to circumstances beyond his control. For this purpose, however, a 
lack of funds immediately after the payment of wages (whether or not 
resulting from the payment of the wages) is not to be considered cir- 
cumstances beyond a person’s control. ‘This can be illustrated by an 
employer subjec t to the requirements of section 7512 (b) who has gross 
payroll requirements of $1,000, with respect to which he is required 
to withhold $100 of income taxes. If such an employer had on hand 
only $900 and paid out this entire amount in wages, withholding 
nothing, the fact that the net wages due equaled this amount would 
not relieve him of the penalty imposed by section 7215 (a). 

A lack of funds occurring after the payment of wages (so long as it 
was not immediately after) would, however, qualify under this excep- 
tion if it were due to circumstances beyond the person’s control. Ex- 
amples of factors which might result in a lack of funds constituting 
circumstances beyond the control of the person after (but not im- 
mediately after) the payment of wages and within the period before 
the person was required to deposit the funds are theft, embezzlement, 
destruction of the business as the result of fire, flood, or other casualty, 
or the failure of a bank in which the person had deposited the funds 
prior to transferring them to the trust account for the Government. 
However, lack of funds arising after payment of wages resulting, for 
example, from the payment of creditors will not be considered circum- 
stances beyond the person’s control. 

Section 3 of the bill is concerned with clerical amendments relating 
to the table of sections for chapter 77 and part I of subchapter A of 
chapter 75. 
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Section 4 of the bill provides an effective date. This section pro- 
vides that the notification provided by section 7512 (a) in the case of 
the employment taxes can be made only with respect to pay periods 
beginning after the date of enactment of this bill and in the case of 
the excise taxes only with respect to taxes, the payment of which is 
required after the date of enactment of this bill. In the case of the 
employment taxes, therefore, the notification will not be effective with 
respect to wages paid after the date of enactment of this bill if the 
pay periods, with respect to which the wages are paid, began before 
the date of the enactment of this bill. Since the notification in sec- 
tion 7512 (a) must occur before the separate accounting required by 
section 7512 (b) becomes applicable, and since the penalties provided 
by section 7215 are applics able only with respect to failures to meet 
the requirements specified in section 7512 (b), the separate accounting 
requirement and penalty applicable thereto also can only apply with 
respect to failures occurring after the effective date of the bill 

[t is anticipated that the passage of this bill will substantially al 
prove revenue collections, but the extent of this improvement} 
difficult to forecast in advance of experience under these so Gvaaliees: 


CHANGES IN EXISTING LAW 


In compliance with subsection 4 of rule X XIX of the Standing Rules 
of the Senate, changes in existing law made by the bill are shown as 
follows (existing law proposed to be omitted is enclosed in black 
brackets; new matter is printed in italics; existing law in which no 
change is proposed is shown in roman) 


Internal Revenue Code of 1954 


CHAPTER 75—CRIMES, OTHER OFFENSES, AND 
FORFEITURES 
SuBCHAPTER A. Crimes. 


SUBCHAPTER B. Other offenses. 
Supcuaprer C. Forfeitures. 
SUBCHAPTER D. Miscellaneous penalty and forfeiture provisions. 


Subchapter A—Crimes 


Part I. General provisions. 
Part II. Penalties applicable to certain taxes. 


PART I—GENERAL PROVISIONS 


Sec. 7201. Attempt to evade or defeat tax. 

Sec. 7202. Willful failure to collect or pay over tax. 

Sec. 7203. Willful failure to file return, supply information, or pay tax. 

Sec. 7204. Fraudulent statement or failure to make statement to employees. 

Sec. 7205. Fraudulent withholding exemption certificate or failure to supply 
information. 

Sec. 7206. Fraud and false statements. 

Sec. 7207. Fraudulent returns, statements, or other documents. 

Sec. 7208. Offenses relating to stamps. 

Sec. 7209. Unauthorized use or sale of stamps. 

Sec. 7210. Failure to obey summons. 


Sec. 7211. False statements to purchasers or lessees relating to tax. 

Sec. 7212. Attempts to interfere with administration of internal revenue laws. 
Sec. 7213. Unauthorized disclosure of information. 

Sec. 7214. Offenses by officers and employees of the United States. 

Sec. 7215. Offenses with respect to collected taxes. 


* 


* * * * * * 
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SEC. 7215. OFFENSES WITH RESPECT TO COLLECTED TAXES. 


(a) Penatry.—Any person who fails to comply with any provision 
of section 7512 (6) shall, in addition to any other penalties provided by 
law, be guilty of a misdemeanor, and, upon conviction thereof, shall be 
fined not more than $5,000, or imprisoned not more than one year, or 
both, together with the costs of prosecution. 

(6) Excrprions.—This section shall not apply— 

(1) to any person, of such person shows that there was reasonable 
doubt as to (A) w hether the law required collection of tax, or (B) who 
was required by law to collect tax, and 

(2) to any person, if such person shows that the failure to comply 
with the provisions of section 7512 (6) was due to circumstances 
beyond has control. 

For purposes of paragraph (2), a lack of funds existing immediately after 

the payment of wages (whether or not created by the payment of such wages) 

shall not be considered to be circumstances beyond the control of a person. 
* *K * sd * aK * 


CHAPTER 77—-MISCELLANEOUS PROVISIONS 


Sec. 7501. Liability for taxes withheld or collected. 

Sec. 7502. Timely mailing treated as timely filing. 5 

Sec. 7503. Time for performance of acts where last day falls on Saturday, Sunday, 
or legal holiday. 

Sec. 7504. Fractional parts of a dollar. . 

Sec. 7505. Sale of personal property purchased by the United States. 

Sec. 7506. Administration of real estate acquired by the United States. 

Sec. 7507. Exemption of insolvent banks from tax. 

Sec. 7508. Time for performing certain acts postponed by reason of war. 

Sec. 7509. Expenditures incurred by the Post Office Department. 

Sec. 7510. Exemption from tax of domestic goods purchased for the United 
States. 

Sec. 7511. Exemption of consular officers and employees of foreign states from 

payment of internal revenue taxes on imported articles. 

Scc. 7512. Separate accounting for certain collected taxes, etc. 

SEC. 7501. LIABILITY FOR TAXES WITHHELD OR COLLECTED. 

(a) GpNERAL Rute.—Whenever any person is required to collect or 
withhold any internal revenue tax from any other person and to pay 
over such tax to the United States, the amount of tax so collected or 
withheld shall be held to be a special fund in trust for the United 
States. The amount of such fund shall be assessed, collected, and 
paid in the same manner and subject to the same provisions and lim- 
itations (including penalties) as are applicable with respect to the 
taxes from which such fund arose. 

* * * * * * * 


SEC. 7512. SEPARATE ACCOUNTING FOR CERTAIN COLLECTED 
TAXES, ETC. 

(a) GeneraL Rute.—Whenever any person who is required to 
collect, account for, and pay over any tax imposed by subtitle C or by 
chapter 33— 

(1) at the time and in the manner prescribed by law or requla- 
tions (A) fatls to collect, truthfully account for, or pay over such tax, 
or (B) fails to make deposits, payments, or returns of such tax, and 

(2) ts notified, by notice delivered in hand to such person, of any 
such failure, 
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then all the requirements of subsection (6) shall be complied with. In the 
case of a corporation, partnership, or trust, notice delivered in hand to 
an officer, partner, or trustee, shall, for purposes of this section, be deemed 
to be notice delivered in hand to such corporation, partnership, or trust 
and to all officers, partners, trustees, and employees thereof. 

(6) RequirementTs.—Any person who is required to collect, account 
for, and pay over any tax imposed by subtitle C or by chapter 33, if notice 
has been delivered to such person in accordance with subsection (a), shall 
collect the taxes imposed by subtitle C or chapter 33 which become col- 
lectible after delivery of such notice, shall (not later than the end of the 
second banking day after any amount of such taxes is collected) deposit 
such amount in a separate account in a bank (as defined in section 581), 
and shall keep the amount of such taxes in such account until payment 
over to the United States. Any such account shall be designated as a 
special fund in trust for the United States, payable to the United States 
by such person as trustee. 

(c) Retrer From Furrner Compxiance Wirn Svussecrion (b).— 
Whenever the Secretary or his delegate is satisfied, with respect to any 
notification made under subsection (a), that all requirements of law and 
regulations with respect to the taxes imposed by subtitle C or chapter 33, 
as the case may be, will henceforth be complied with, he may cancel such 
notification. Such cancellation shall take effect at such time as is speci- 
fied in the notice of such cancellation. 


O 
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CERTAIN RESTRICTED STOCK OPTIONS 


January 23, 1958.—Ordered to be printed 


Mr. Byrp, from the Committee on Finance, submitted the following 


REPORT 


[To accompany H. R. 9035] 


The Committee on Finance, to whom was referred the bill (H. R. 
9035) to amend the Internal Revenue Code of 1954 with respect to 
the basis of stock acquired by the exercise of restricted stock options 
after the death of the employee, having considered the same, report 
favorably thereon without amendment and recommend that the bill 
do pass. 

I. GENERAL STATEMENT 


This bill amends the restricted stock option provision of present 
law. In general, it provides substantially the same treatment where 
one of these options is held by an employee at the time of his death and 
is exercised by his estate as is presently available where the option is 
exercised prior to the employee’s death. The bill provides that, where 
an option is held by an employee at the time of his death, it receives 
a new basis for purposes of determining gain or loss with respect to the 
income tax. ‘This new basis reflects the spread between the option 
price and the value of the stock at the date of death (or optional 
valuation date). Any amount presently taxable as ordinary income 
at the time of the sale of the stock by the estate or heir, however, still 
is to be taxable as such under the bill, and, as under present law, a 
deduction is to be allowed at the time of the reporting of this income 
for any estate tax paid with respect to the decedent which is attribu- 
table to this income. The principal change made by the bill is that 
any appreciation in value of the stock in which the option is granted, 
between the time of the granting of the option and the death of the 
employee (or optional valuation date), no longer is to result in a 
taxable gain at the time of the sale of the stock by the estate or heir. 
The changes made by this bill are effective with respect to employees 
dying after December 31, 1956, in the case of taxable years ending 
after that date. 

20006 











2 CERTAIN RESTRICTED STOCK OPTIONS 


II. REASONS FOR THE BILL 


Present law in general terms provides that, where an option granted 
an employee to buy stock qualifies as a “restricted stock option,” tax 
on any gain to the employee is postponed until the time he sells the 
stock. If the option price was 95 percent or more of the price of the 
stock at the time of the granting of the option, any gain realized at 
the time of the sale of the stock is a capital gain. ‘Where the option 
price is from 85 to 95 percent of the value of the stock at the date of 
the grant, any gain, to the extent the option price is less than the price 
of the stock at the date of the grant, is taxed as ordinary income and 
any additional gain is treated as capital gain. As in the former case, 
however, this gain generally is not taxed until the time of the sale of 
the stock; this is true of both the amount taxed as ordinary income and 
any amount taxed as capital gain. 

Where one of these restricted stock options is exercised by an 
employee before his death, but the stock is not sold prior to his death, 
current law provides that any ordinary income element involved in 
the option (that is, in the case of an 85- to 95-percent option) is to be 
taxed to the employee in his last income-tax return. Thus, if an 
option is granted to buy at $85 stock selling at $100, the option is 
exercised, and then the employees dies, $15 of ordinary income is 
included in the last income-tax return of the employee. In such a 
ease, however, and also in the case of options where there is no 
ordinary income element, the stock held at date of death is included 
in the estate of the employee for purposes of the Federal estate tax 
and receives a new basis for purposes of realizing gain or loss on sub- 
sequent sale in the case of the income tax. This estate-tax treatment 
and new basis at death is the same as is generally accorded property 
held at the time of an individual’s death. Asa result of this treatment, 
where an option is exercised prior to an employee’s death and there is 
appreciation in value of the stock prior to the employee’s death, this 
amount is not taxed when the stock ultimately is sold. Thus, in the 
above example, if the price of the stock had risen to $120 at the time of 
the employee’s death, it would be valued for purposes of the employee’s 
estate at this price, or $35 above the money outlay for the stock, 
although $15 of this would have been taxed as ordinary income in 
the employee’s last return.' 

A quite different treatment applies under present law, however, 
where the option is exercised by the estate or an heir after the em- 
ployee’s death. In such a case, although under present law the 
option is included in the employee’s estate for estate-tax purposes, 
no new basis is available for the option at date of death. Instead, 
at the time of the disposition the basis for any stock which has been 50 
acquired is the amount which was paid for the stock under the terms 
of the option (plus any amount taxed as ordinary income upon dis- 
position). Any excess over this amount at the time of the sale of the 
stock is taxed as a capital gain. If the option was one providing a 
price between 85 and 95 percent of the price of the stock at the date 
of grant, and, therefore, giving rise to gain taxable as ordinary income, 
a deduction is allowed against such income for any estate tax whic h 
is payable with respect to this amount taxed as ordinary income. 


1 In this and subsequent examples, it is assumed that the estate-tax valuation and the basis of the option 
are equal to the spread between the option price and the value of the stock at date of death. 
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However, no new basis is provided as the result of the employee’s 
death for any rise in the value of the option prior to that time which is 
attributable to appreciation in the value of the stock in the period 
between the granting of the option and the death of the employee. 
(Nor is any deduction for estate tax available with respect to any 
tax eventually paid with respect to this appreciation.) This dis- 
crimination against these options exercised after an employee’s death 
can be seen by examining the tax treatment which would be accorded 
in the example presented above had the option been exercised by the 
estate immediately after, rather than before, the employee’s death, 
In this case, as in the prior one, $15 would be reported as ordinary 
income. A deduction would be allowed for the estate tax attributable 
to it in lieu of excluding from the estate-tax base the income tax paid 
on this income. However, with respect to the appreciation in the 

value of the stock from $100 to $120, no increase in basis would be 
leas d, even though this value is reflected in the value of the option 
for estate-tax purposes. 

It is this failure to provide a new basis at date of the employee’s 
death which is discriminatory in present law in the case of the option 
not excerised at the date of death. This bill is designed to remove 
this inequity by providing a new basis for a restricted “stock option at 
the date of the employee’s death. This also requires certain other 
modifications in the restricted stock option provisions which are 
explained below. 


III. EXPLANATION OF BILL 


The first section of the bill adds a new subparagraph providing 
certain basis rules to section 421 (d) (6) of the code, relating to re- 
stricted stock options exercised by an estate or heir of a deceased 
employee. Section 2 repeals subsection (d) of section 1014 of the 
code, which provides that restricted stock options are not to receive 
a new basis at the date of an employee’s death. And section 3 provides 
an effective date for the bill. 

Subsection (d) of section 1014 of the Internal Revenue Code pro- 
vides that section 1014 is not to apply in the case of restricted stock 
options. The repeal of this subsection, which is provided by section 2 
of this bill, therefore, means that section 1014 is to be applicable in 
the case of these restricted stock options. Thus, as is provided by 
subsection (a) of section 1014, a restricted stock option acquired from 
a decedent employee, which is exercised, is to have a new basis equal 
to its value at the date of death of the employee, or, if an election is 
made under section 2032, its value at its applicable valuation date. 

The new subparagraph (C), added to section 421 (d) (6) of the 
code by the first section of this bill, provides certain basis rules which 
are to be applicable in the case of stock acquired by the estate or 
heir with one of these restricted stock options which has received a 
new basis at the date of the employee’s death. 

Clause (i) of the new subparagraph (C) indicates that, as a general 
rule, any share of stock acquired as the ae of the exercise of one 
of these restricted stock options is to include its allocable portion of 
the basis of the option, as well as the money or other payment for 
the stock. However, an exception is provided to this general rule. 
The basis otherwise provided is to be reduced by any excess of the 
amount which would have been taxable at the time of the employee’s 
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death (had the option been exercised before that time) over the 
amount actually taxed as ordinary income. This adjustment is 
necessary to make sure that the overall effect on income is the same 
whether the option is exercised before or after the employee’s death. 
This exception can, of course, only affect an option granted at 85 to 
95 percent of the then existing stock price, since only such options 
result in the taxing of a portion of the gain at ordinary income rates. 
The exception provided in clause (i) can be illustrated as follows: 
Assume an option is granted to buy at $85 stock then having a market 
price of $100, and that the price of this stock advances to $120 at the 
time of the employee’s death (or optional valuation date), but de- 
clines to $90 at the time the estate sells the stock acquired with the 
option. The estate-tax valuation in this case will reflect the spread 
between the $85 option price and $120, the price of the stock at the 
time of death (or optional valuation date), and will be $35. The 
basis for the option will be this same $35. Thus, when the estate or 
heir exercises the —e to acquire the stock, the basis of the stock 
becomes $120, the $85 of money paid plus the $35 basis for the option. 
When the stock is sold for $90, $5 becomes taxable as ordinar vy income, 
since this is stock subject to the ordinary income-tax treatment 
provided by section 421 (b) and since the stock is sold for more than 
the option price. If there were no adjustment provided by clause (i) 
of the new subparagraph (C), there would also be a capital loss of 
$30, the difference between the $120 basis and the $90 for which the 
stock was sold. The adjustment required by clause (i), however, 
reduces the basis of the share of stock at the time of its disposition by 
$10, thereby reducing the capital loss to $20. The $10 by which the 
basis is reduced in this case represents the difference between what was 
taxed as ordinary income—namely, $5—and the $15 which would have 
been so treated had the option been exercised before death. Thus, 
there is the same overall effect on income whether the option is 
exercised before or after the employee’s death; in both of the cases 
presented here the overall effect is a negative effect of $15. Where the 
option was exercised after death, there was ordin: ary income of $5 and 
a capital loss of $20; where it was exercised before death, the ordinary 
income would be $15 but the capital loss also would be |: arger—namely, 
$30. The difference in proportions treated as ordinary income or 
capital loss in these two cases is a necessary result of not determining 
the amount of ordinary income until the stock is sold where the option 
is exercised after the employee’s death. 
Clause (ii) of the new subparagraph (C) is necessary to prevent 
a double allowance of basis with respect to the same amount. The last 
sentence of section 421 (b) provides that, in the case of the disposition 
of a share of stock where the option price is between 85 and 95 percent 
of the value of the stock, the basis of a share of stock is to be increased 
by the amount taxed as ordinary income with respect to it. However, 
with the repeal of subsection (d) of section 1014, that section also 
may provide a step-up in basis at death with respect to this same 
amount. This can be illustrated by an option to buy stock at $85 
which, at that time, and subsequently, is worth $100. In this case 
the basis of the option would become $15 at the time of the employee’s 
death, which subsequently would be transferred as basis for the stock 
along ‘with the $85 of cash paid for the stock. However, when the 
stock was sold for $100, $15 would be taxed as ordinary income, and 
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the last sentence of section 421 (b) (without taking into account the 
new 421 (d) (6) (C) (1i)) would also provide an additional $15 of basis. 
This would result in a basis of $115 for the stock and would provide 
a capital loss of $15 where, in reality, no loss occurred. 

To prevent this double basis, clause (ii) of the new subparagraph 
(C) provides that the last sentence of subsection (b) is to apply only to 
the extent the amount taxable as ordinary income exceeds the basis for 
the option attributable to the share. Thus, in the above example, 
the last sentence of subsection (b) will have no effect since the amount 
taxed as ordinary income ($15) does not exceed the basis for the option 
(also $15). If, however, the value of the stock at the date of death 
had been $95 and then subsequently gone back to $100, the basis for 
the option would be only $10 while the amount taxed as ordinary 
income would be $15. In this case, section 1014 would give the op- 
tion, and, subsequently, the stock, a $10 basis, and the last sentence 
of section 421 (b), as limited by clause (ii) of the new subparagraph 
(C), would add another $5 to the basis. This $15 of basis plus the 
$85 of basis for the money paid for the stock provides a total basis of 
$100, which is equal to the selling price for the stock. 

Section 2 of the bill, which repeals subsection (d) of section 1014, 
has been explained above. 

Section 3 of the bill provides that the amendments made by this 
bill are to apply to taxable years beginning after December 31, 1956, 
but only with respect to employees dying after that date. The 
amendments made by the bill are associated with the date of the 
death of the employee since they are concerned primarily with a new 
basis for an option upon the employee’s death. 

[It is expected that this bill will result in a negligible revenue loss. 


CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXILX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as 
reported, are shown as follows (existing law proposed to be omitted 
is enclosed in black brackets, new matter is printed in italic, existing 
law in which no change is proposed is shown in roman): 
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SEC. 421 EMPLOYEE STOCK OPTIONS. 
(a) TREATMENT OF RestrricreD Stock Oprions.—* * * 
a * a * * * 
(d) Derrnrrions.—For purposes of this section— 
a. 4 
a * * * * 
(6) Exercise BY ESTATE.— 

(A) IN GenERAL.—lIf a restricted stock option is exercised 
subsequent to the death of the employee by the estate of the 
decedent, or by a person who acquired the right to exercise 
such option by bequest or inheritance or by reason of the 
death of the decedent, the provisions of this section shall 
apply to the same extent as if the option had been exercised 
by the decedent, except that— 

(i) the holding period and employment requirements 
of subsection (a) shall not apply, and 
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(ii) any transfer by the estate of stock acquired shall 
be considered a disposition of such stock for purposes 
of subsection (b). 

(B) Depvuction FoR EsTATE TAX.—If an amount is re- 
quired to be included under subsection (b) in gross income 
of the estate of the deceased employee or of a person described 
in subparagraph (A), there shall be allowed to the estate or 
such person a deduction with respect to the estate tax 
attributable to the inclusion in the taxable estate of the de- 
ceased employee of the net value for estate tax purposes of 
the restricted stock option. For this purpose, the deduction 
shall be determined under section 691 (c) as if the option 
acquired from the deceased employee were an item of gross 
income in respect of the decedent under section 691 and as 
if the amount includible in gross income under subsection 
(b) of this section were an amouut included in gross income 
under section 691 in respect of such item of gross income. 

(C) Basis or sHares acguirev.—In the case of a share of 
stock acquired by the exercise of an option to which subparagraph 
(A) apples— 

(2) the basis of such share shall include so much of the 
basis of the option as is attributable to such share; except 
that the basis of such share shall be reduced by the excess 
(af any) y) of the amount, which wagon have been includible in 
gross income under subsection (b) if the employee had 
exercised the option and held ni a at the time of his 
death, over the amount which is includible in gross income 
under subsection (6); and 

(72) the last sentence of subsection (6) shall apply only 
to the extent that the amount includi ‘ in gross income 
under such subsection exceeds so much of the basis of the 
option as is attributable to such share. 


a * * * * * * 


SEC. 1014. BASIS OF PROPERTY ACQUIRED FROM A DECEDENT. 
* (a) In GeneraL.—Except as otherwise provided in this section, the 
basis of property in the hands of a person acquiring the property from 
a decedent or to whom the property passed from a decedent shall, 
if not sold, exchanged, or otherwise disposed of before the decedent’s 
death by such person, be the fair market value of the property at the 
date of the decedent’s death, or, in the case of an election under 
either section 2032 or section 811 (j) of the Internal Revenue Code of 
1939 where the decedent died after October 21, 1942, its value at the 
applicable valuation date prescribed by those sections. 
* * * * * * * 

[(d) Emptoyer Srocx Oprions.—This section shall not apply to 
restricted stock options described in section 421 which the employee 
has not exercised at death.] 
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REFUNDS OF ALCOHOL AND TOBACCO TAXES 


JANUARY 23, 1958.—-Ordered to be printed 


Mr. Byrp, from the Committee on Finance, submitted the following. 


REPORT 


[To accompany H. R. 8216] 


The Committee on Finance, to whom was referred the bill (H. R- 
8216) to amend the Internal Revenue Code of 1954 to prevent unjust 
enrichment by precluding refunds of alcohol and tobacco taxes to 
persons who have not borne the ultimate burden of the tax, having 
considered the same, report favorably thereon with amendments and 
recommend that the bill, as amended, do pass. 

The amendments made by your committee in general apply the 
provisions of this bill to credits or refunds made on or after May 1, 
1958, instead of to those made on or after October 1, 1957, as provided 
by the bill as it passed the House. Similarly, it changes the references 
to September 30, 1957 and 1958 to April 30, 1958 and 1959 in connec- 
tion with the requirements for the filing of claims and in connection 
with the date for not extending barred claims. 


I. PURPOSE OF THE BILL 


H. R. 8216 adds a new section 6423 to the Internal Revenue Code 
to provide that 1 of 2 basic conditions must be met before any refund 
(or other allowance of a claim) of an alcohol (except occupational 
taxes) or tobacco tax can be made. These conditions are designed 
to prevent unjust enrichment by limiting the cases in which refund 
will be made in general to those where the claimant bore the ultimate 
burden of the tax or repaid the amount of the tax to the person who 
bore the ultimate burden. This provision will not apply to claims. 
for drawbacks; for credits or refunds where a commodity is withdrawn 
from the market, returned to bond, or lost or destroyed; or for amounts 
claimed where a commodity has been lost where a suit has been filed 
before June 15, 1957. The provision, as amended by your committee, 
is to be effective with respect to credits or refunds allowed or made 
on or after May 1, 1958, 
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The bill also provides that new claims need not be filed in the case 
of pending suits. Instead, a procedure is set up whereby the conditions 
to the allowance of the refund in such cases can be established in the 
court action. 

Il. REASONS FOR THE BILL 


Under existing law a taxpayer who overpays a retailer’s or manu- 
facturer’s excise tax, and is not the ultimate purchaser, before obtaining 
a credit or refund usually must show that he bore the ultimate burden 
of the tax, that he has repaid the amount of the tax to the purchaser 
or ultimate purchaser (or in certain cases has repaid or agreed to 
repay the tax to the ultimate seller) or that he has obtained the con- 
sent to the refund of the purchaser or ultimate purchaser (or ultimate 
seller). Somewhat similar limitations apply in the case of the excise 
taxes on most admissions, club dues, communications, and transpor- 
tation. The purpose of these limitations is to prevent the taxpayer 
from realizing a windfall gain from a refund or credit where someone 
else actually bore the burden of the tax because the price charged for 
the taxed article, service, or facility included the tax. 

Until recently there appeared to be no particular need for limita- 
tions on allowance of credits or refunds in the case of alcohol and 
tobacco taxes such as those provided for most other excise taxes. The 
claims for credits or refunds with respect to the alcohol or tobacco 
taxes have ordinarily arisen in situations where the taxed product 
was lost or destroyed while held by the producer or by the warehouse- 
man, or where the taxed product was withdrawn from the market 
by the producer. In these cases the taxpayer is not in a position to 
obtain any special benefit from the refund or credit. However, 
recently there has been filed with the Internal Revenue Service a 
series of claims which allege the unconstitutionality of provisions of 
the taxing statutes relating to alcohol and tobacco taxes. A tabula- 
tion through February 28, 1957, indicates that 2,871 such claims 
have been filed and that the amount involved in these claims is about 
$830 million. More recent (but incomplete) data indicate that as of 
January 1, 1958, more than 3,000 claims have now been filed and 
that the amount involved in these claims is in excess of $1,378 million. 
For the most part these refund claims represent cases where the taxes 
paid were reflected in the prices charged consumers, and, therefore, 
are comparable to the situations under the other excise taxes where 
the conditions to the allowance of the refunds or credits are applicable. 

Your committee in providing the conditions contained in this 
bill is in no way attempting to express any view as to the point in 
litigation. However, it sees no reason, if claims should be allowed, 
for granting refunds or credits to taxpayers who have shifted the 
burden of the tax to someone else, unless the benefits of the credits 
or refunds also can be shifted forward to such persons. Title VII of 
the Revenue Act of 1936, the “unjust enrichment tax’’ after which 
the provisions of this bill were patterned, in fact represents a precedent 
for the action taken by your committee in this bill. The purpose of 
that act was to preclude payments to persons seeking refunds on the 
basis of the unconstitutionality of the taxing provisions of the Agri- 
cultural Adjustment Act of 1933, unless they established that they 
bore the ultimate economic burden of the tax. The commodities 
subject to the processing taxes, like the present alcohol and tobacco 
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taxes, were in general sold at prices which included the amount of such 
taxes. The validity of limitations on claims for refund of these 
unjust enrichment taxes was upheld in Anniston Mfg. Co. v. Davis 
(301 U. S. 337). Your committee believes that the same reasons 
which impelled the Congress to act in 1935 and 1936 to prevent 
windfalls to the milling industry warrant action now to preclude any 
possibility of windfalls to the distilling industry and other alcohol and 
tobacco taxpayers. 

Your committee has amended the bill as it passed the House to 
advance the effective date of the bill and the time for filing claims for 
refund. The effective date of the bill has been advanced from 
October 1, 1957, to May 1, 1958, in order to provide the Internal 
Revenue Service with adequate time to prepare regulations under the 
new provisions. Similar changes have been made in the time for 
filing claims for refunds in order to accord taxpayers with sufficient 
time to comply with the provisions of the bill. 


Ill, EXPLANATION OF THE BILL 


Section 1 of the bill adds a new section 6423 to subchapter B of 
chapter 65 of the Internal Revenue Code of 1954 (relating to rules of 
special application for abatements, credits, and refunds). 

Subsection (a) of this section 6423 specifies conditions to the making 
or allowance of credit or refund of alcohol or tobacco taxes. It denies 
a credit or refund unless the claimant establishes that he bore the 
ultimate burden of the amount claimed, or establishes that he has un- 
conditionally repaid the amount claimed to the person who bore the 
ultimate burden of the amount claimed. 

This subsection also makes provision for cases where the taxpayer 
is not the owner of the taxed commodity. For example, in the case 
of distilled spirits withdrawn from internal revenue bond, the tax is 
paid by the warehouseman holding the spirits, and the warehouseman 
is therefore the only person entitled to file claim for refund of such tax. 
However, in many instances he is not the owner of the spirits. In 
such cases the owner is likely to supply the warehouseman with the 
amount of the tax to secure the release of the spirits from bond. This 
subsection recognizes the equities of the owner under these circum- 
stances even though he was not the taxpayer. It permits the ware- 
housemen in these cases to claim the refund or credit where the owner 
has given his written consent to allowance of the refund to the claimant 
warehouseman if the owner bore the ultimate burden of the tax or has 
unconditionally repaid the amount claimed by the person who bore 
the ultimate burden of the tax. 

Interest will be allowed or paid with respect to any amount to 
which subsection (a) is applicable only with respect to the actual 
amount of a refund or credit which is made or allowed. 

Subsection (b) as a general rule precludes the credit or refund of 
any amount to which subsection (a) applies unless the claimant files 
a claim after April 30, 1958, and within the time prescribed by law 
(in the bill as passed by the House this date was September 30, 1957 
All evidence relied on in support of such claim is to be clearly set 
forth and submitted with the claim. The conditions to allowance 
would apply in suits for recovery of any amount to which subsection 
(a) applies, whether brought against the United States or against 
the collection officer. 
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Where a claim has been filed on or before April 30, 1958, subsection 
(b) provides for the filing of a claim, in conformity with the provisions 
of this section, after April 30, 1958, and before May 1, 1959, which 
will supersede any prior claim which was not barred from allowance 
on April 30, 1958. (In the bill as passed by the House, such claims 
were to be filed after September 30, 1957, and before October 1, 1958, 
and superseded prior claims which were not barred from allowance 
on September 30, 1957.) The effect of this provision is to preserve 
the existing rights of claimants, but to preclude any credit or refund 
of any amount to which subsection (a) applies unless one of the 
prescribed conditions to allowance is met. 

An exception, however, is provided to this requirement for the 
filing of a new claim. Any claimant who instituted suit before June 
15, 1957, for the recovery of any amount to which subsection (a) 
applies, is not to be barred by the new section 6423 (b) from the 
maintenance of such action as to any amount claimed in such action 
on such date if in such action he establishes one of the conditions to 
allowance required under subsection (a) with respect to such amount. 

Subsection (c) makes it clear that the period of limitations is not 
extended or opened as to any suit or proceeding which is barred, or 
as to any claim which is barred from any allowance. 

Subsection (d) provides that the new section is not to apply to any 
claim for drawback, any claim made in accordance with any law 
expressly providing for credit or refund where a commodity is with- 
drawn from the market, returned to bond, or lost or destroyed, or to 
any amount claimed with respect to a commodity which has been lost 
and where a suit or proceeding was instituted before June 15, 1957. 


It is not believed necessary to make the conditions to allowance ap- 
plicable in these circumstances. In the case of the drawback the 
normal competition in business transactions operates to give the pur- 
chaser the benefit of the drawback; where products have been lost, 
destroyed, or withdrawn from the market, the taxpayer is not in a 
position to obtain an unjust enrichment. 

Subsection (e) states the meaning of the terms ‘alcohol or tobacco 
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tax,” “tax,’’ and “ultimate burden” for the purposes of this section. 

The terms ‘alcohol or tobacco tax’ and ‘‘tax’”’ are broadly defined 
to include all amounts paid or collected as tax (other than occupa- 
tional taxes) with respect to distilled spirits, wines, beer, and tobacco 
products. They include any amount previously collected as alcohol 
or tobacco tax, as well as such amounts which may be collected after 
the date of enactment of the bill. 

This subsection states the conditions under which the claimant is 
to be treated as having borne the “ultimate burden’”’ of an amount of 
an alcohol or tobacco tax for the purposes of subsection (a) (1), and 
the conditions under which the owner referred to in subsection (a) (3) 
is to be treated as having borne such burden for the purposes of such 
subsection. It provides that the claimant (or owner where subsec- 
tion (a) (3) is applicable) is to be treated as having borne the burden 
of the tax only if he has not, directly or indirectly, been relieved of 
the tax or shifted it to someone else and only if there is no under- 
standing or agreement as to such relief or shifting. In fact, this 
subsection is intended to prevent any refund or credit to which sub- 
section (a) applies if the claimant in any manner whatsoever has 
shifted the burden of the amount claimed or is in a position where 
such burden can be shifted. 
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.2 The subsection also provides that, where the taxed commodities 
have not yet been marketed, the claimant must agree not to shift the 
burden, or to seek relief from it, and must post bond to assure com- 
pliance with this agreement. 

Section 2 of the bill is a technical amendment to the table of sec- 
tions in subchapter B of chapter 65 of the code. 

Section 3, as amended by your committee, provides that the amend- 
ments made by this bill are not to apply to any credit or refund 
allowed or made before May 1, 1958. (This date was October 1, 1957, 
under the bill as it passed the House.) The bill thus applies to any 
credit or refund of any amount to which subsection (a) of the new 
section 6423 applies, which is made or allowed on or after May 1, 1958, 
whether in pursuance of a court decision or otherwise, and whether 
the claim arose on, or before, or after the enactment of this bill. 


IV. CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as re- 
ported, are shown as follows (new matter is printed in italic, existing 
law in which no change is proposed is shown in roman); 


SUBCHAPTER B OF CHAPTER 65 OF THE INTERNAL 
REVENUE CODE OF 1954 


Chapter 65.—Abatements, Credits, and Refunds 
* * * * * 
SUBCHAPTER B.—RULES OF SPECIAL APPLICATION 
Sec. 6411. Tentative carryback adjustments. 
Sec. 6412. Floor stocks refunds. 
Sec. 6413. Special rules applicable to certain employment taxes. 
Sec. 6414. Income tax withheld. 
Sec. 6415. Credits or refunds to persons who collected certain taxes. 
Sec. 6416. Certain taxes on sales and services. 
Sec. 6417. Coconut and palm oil. 
Sec. 6418. Sugar. 
Sec. 6419. Excise tax on wagering. 
Sec. 6420. Gasoline used on farms. 
Sec. 6421. Gasoline used for certain nonhighway purposes or by local transit 
systems. 
Sec. 6422. Cross references. 
Sec. 6423. Conditions to allowance in the case of alcohol and tobacco tazes. 
* * * * * * * 


SEC. 6423. CONDITIONS TO ALLOWANCE IN THE CASE OF ALCOHOL 
AND TOBACCO TAXES. 

(a) Conpirions.—No credit or refund shall be allowed or made, in pur- 
suance of a court decision or otherwise, of any amount paid or collected 
as an aleohol or tobacco tar unless the claimant establishes (under reqgula- 
tions prescribed by the Secretary or his delegate)- 

(1) that he bore the ultimate burden of the amount claimed; or 

(2) that he has unconditionally repaid the amount claimed to the 
person who bore the ultimate burden of such amount: or 

(3) that (A) the owner of the commodity furnished him the amount 
claimed for payment of the tax, (B) he has filed with the Secretary or 
his delegate the written consent of such owner to the allowance to the 
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claimant of the credit or refund, and (C) such owner satisfies the 
requirements of paragraph (1) or (2). 

(6) Fitine or Craims.—No credit or refund of any amount to which 
subsection (a) applies shall be allowed or made unless a claim therefor 
has been filed by the person who paid the amount claimed, and, except as 
hereinafter provided in this subsection, unless such claim is filed after 
April 30, 1958, and within the time prescribed by law, and in accordance 
unth regulations prescribed by the Secretary or his delegate. All evidence 
relied upon in support of such claim shall be clearly set forth and sub- 
mitted with the claam. Any claimant who has on or before April 30, 1958, 
filed a claim for any amount to which subsection (a) applies may, if such 
claim was not barred from allowance on April 30, 1958, file a swperseding 
claim after April 30, 1958, and on or before April 30, 1959, conforming 
to the requirements of this section and covering the amount (or any part 
thereof) claimed in such prior claim. No claim filed before May 1, 1958, 
for the credit or refund of any amount to which subsection (a) applies 
shall be held to constitute a claim jor refund or credit within the meaning 
of, or for purposes of, section 7422 (a); except that any claimant who 
instituted a suit before June 16, 1957, for recovery of any amount to 
which subsection (a) applies shall not be barred by this subsection from 
the maintenance of such suit as to any amount claimed in such suit on 
such date if in such suit he establishes the conditions to allowance required 
under subsection (a) with respect to such amount. 

(c) Pertop Nor Exrenpev.—Any suit or proceeding, with respect 
to any amount to which subsection (a) applies, which is barred on April 
30, 1958, shall remain barred. No claim jor credit rt 7. of any 
such amount which is barred from allowance on April 3 , 1958 shall be 
allowed after such date in any amount. 

(d) Appxication or Secrion.—This section shall apply only if the 
credit or refund is claimed on the grounds that an amount of alcohol or 
tobacco tax was assessed or collected erroneously, illegally, without au- 
thority, or in any manner wrongfully, or on the grounds that such amount 
was excessive. This section shall not apply to- 

(1) any claim for drawback, 

(2) any claim made in accordance with any law expressly pro- 
viding for credit or refund where a commodity is withdrawn from the 
market, returned to bond, or lost or destroyed, and 

(3) any amount claimed with respect to a commodity which has 
been lost, where a suit or proceeding was instituted before June 15, 


1957. 
(e) Meaninea or Trerus.—For pur poses of this section 
(1) Anconot or Topacco TaAx.—The term “alcohol or tobacco 


taxr’’ means— 

(A) any tax imposed by chapter 51 (other than part Il of 
subchapter A, relating to occupational taxes) or by chapter 52 
or by any corresponding provision of prior internal revenue 
laws, and 

(B) in the case of any commodity of a kind subject to a tax 
described in subparagraph (A), any tax equal to any such tax, 
any additional tax, or any floor stocks tax. 

(2) Tax.—The term “tax” includes a tax and an exaction de- 
nominated a “‘tax’’, and any penalty, addition to tax, additional 
amount, or interest applicable to any such tax. 
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(3) Unrimare surpen.—The claimant shall be treated as having 
borne the ultimate burden of an amount of an alcohol or tobacco tax 
for purposes of subsection (a) (1), and the owner referred to in 
subsection (a) (3) shall be treated as having borne such burden for 
purposes of such subsection, only if— 

(A) he has not, directly or indirectly, been relieved of such 
burden or shifted such burden to any other person, 

(B) no understanding or agreement exists for any such relief 
or shifting, and 

(C) if he has neither sold nor contracted to sell the com- 
modities involved in such claim, he agrees that there will be no 
such relief or shifting, and furnishes such bond as the Secretary 


or his delegate may require to insure faithful compliance with 
his agreement. 
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SMALL BUSINESS DISASTER LOANS 


JANUARY 23, 1958.—Ordered to be printed 


Mr. Fuvsriaeat, from the Committee on Banking and Currency, 
submitted the following 


REPORT 


[To accompany S. 2920] 


The Committee on Banking Currency, to whom was referred the 
bill (S. 2920) to provide for small business disaster loans in areas 
affected by excessive rainfall, having considered the same, report 
favorably thereon without amendment and recommend that the bill 
do pass, 

PURPOSE 


The purpose of S. 2920 is to enable the Small Business Administra- 
tion to make disaster loans to small businesses in areas which are 
affected by excessive rainfall. Existing law authorizes disaster loans 
in areas where homes and businesses have been damaged or destroyed 
by floods or other natural disasters. The law also authorizes loans to 
small businesses suffering economic injury in areas where a drought is 
occurring. 

SBA DISASTER LOAN PROGRAM 


Section 207 (b) of the Small Business Act of 1953, as amended, 
gives the Small Business Administration authority to make loans to 
assist owners of homes and businesses in areas which have been 
damaged or destroyed by floods or other natural disasters. There is 
no statutory limit on the amount which can be loaned to a single 
borrower but such loans are made only to the extent of the actual loss 
not covered by insurance. Disaster loans bear a maximum interest 
rate of 3 percent and can have terms up to 20 years. 

Since a disaster loan is intended as a rehabilitation measure, more 
liberal credit standards are applied to their consideration than would 
be prudent for the agency’s business loans. Arrangements have been 
made through the American Bankers Association and its various 
State organizations to enlist the aid of local banks in disaster areas 
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in accepting applications for disaster loans and to provide bank per- 
sonnel to work with SBA employees in emergency disaster offices. 

Banks also have been very receptive to a participation plan de- 
veloped to reduce the load on the emergency disaster offices. Under 
this plan, a bank agrees to make a loan to the disaster victim in par- 
ticipation with the Small Business Administration and has been given 
authority to approve such loans within certain limits without referring 
them to the Small Business Administration except for clearance as to 
eligibility of purpose. The bank accepts the application, makes a 
credit investigation, and makes and services the loan. 

Section 207 (b) of the 1955 amendment to the Small Business Act 
of 1953 included authority to make drought disaster loans for the 
relief of small business concerns economically injured as a result of 
drought conditions in areas declared drought areas by the President 
or the Secretary of Agriculture. Such injury may have resulted from 
a loss of business as a result of the drought, inability of farmer- 
customers to retire their financial obligations to small business con- 
cerns, or through a loss of raw material by those firms processing agri- 
cultural products, or the failure to obtain enough water for continued 
operations. For the most part, loans granted are confined to working 
capital purposes; however, refinancing of indebtedness on which de- 
linquencies are directly attributable to the drought is permissible. 
Loans may be used to replenish normal inventories but cannot be 
made for expansion of facilities. In this program, too, arrangements 
have been made for local banks to accept and process applications 
received, thereby reducing the cost to the Government of the opera- 
tion of the program. 

Disasters which have been made eligible for SBA disaster loans 
since the creation of the agency, and the States affected by these 
disasters, are shown below: 
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Cause of disaster Date States affected 

Gale, snow, tides -------- November 1953_...........| New York, New Jersey, Connecticut, Massa- 

chusetts, California, New Hampshire, Maine. 

Tornadoes... “iecess asl Nesamber, December, | Mississippi, Louisiana, Texas, Arkansas. 

9 . 

Forest fire_ December 1953 -. -- California. 

Landslide | January 1954__ Oregon. 

Tornadoes... | April 1954. Georgia, Alabama, Texas, Arkansas, Iowa, 
Oklahoma, Louisiana, 

Rains, floods, hurricanes. | May, June, July, 1954- Massachusetts, New Mexico, Iowa, Texas, 

West Virginia, Arizona. 

Earthquake. -- | July 1954_. Nevada. 

Hurricane, floods | August 1954- Massachusetts, New Hamsphire, Maine, Con- 
necticut, Rhode Island, New York. 

Do | October 1954 _ _- South Carolina, North Carolina, New Jersey, 
Maryland, Delaware, Pennsylvania, Indiana. 

Voleano eruptions March 1955__- Hawaii. 

Tornadoes, floods... February, March, April, | Mississippi, Alabama, Colorado, Oklahoma, 
| May, June, 1955. Kansas, Arkansas, Nevada, Nebraska, 
| Wyoming. 

Unseasonable freeze | March, April, 1955 Arkansas, Georgia, South Carolina, North 
Carolina. 

Tornadoes, hurricanes, | July, August, September, | Minnesota, New Mexico, North Carolina, 

floods. | October, 1955. South Carolina, Connecticut, Rhode Island, 
New Jersey, Massachusetts, New York, 
Pennsylvania, Delaware, Maryland, Texas, 

| _ Virginia. 

Unseasonable freeze _ _. S November 1955_... Oregon, Washington. 

Floods.__.. | November, December, | Washington, California, Nevada, Oregon. 
| 1955, | 

Tornadoes... November 1955, January, | Alabama, Ohio, Mississippi, Arkansas, Dlinois, 

February, March, April, Indiana, Michigan, Oklahoma, Kansas, 
May, 1956. Tennessee, Wisconsin. 

Unseasonable freeze... ..-- January 1956_.-... | Florida. 

Floods. _| February 1956_- Oregon, Washington. 

Do. .| May, June, July, August | Pennsylvania, Indiana, Washington, Oregon, 
| 1956. Nevada, Colorado, Utah. 

Hurricanes. | August, September 1956. Puerto Rico, Louisiana. 

Windstorm, hail.. ...| August 1956 .| Arkansas. 

Forest fire ; ; .| December 1956 California. 

Tornadoes... January, April, May, | Oklahoma, Texas, South Carolina, North Caro- 
June, July 1957. | lina, Nebraska, Missouri, Illinois, Kansas, 

North Dakota, Iowa, Michigan. 

Floods. Ja nuary, February, | Kentucky, Virginia, West Virginia, Oregon, 
| March, April, May, Washington, Texas, Colorado, Oklahoma, 
| June, July 1957. Idaho, Arkansas, Minnesota, Illinois, Mis- 
| | souri, Nebraska, South Dakota, Iowa, In- 

| diana. 

Tidal waves. -. March 1957- Hawaii. 

Snow slide. ..| February 1957. Idaho. 

Hurricane. _.| June 1957- ‘ Texas. 

Heavy rain at June, August 1957-__- Iowa, Arkansas, Indiana. 

Hurricanes, floods, tornadoes.| September, November, | Wisconsin, Louisiana, Texas, Alabama, Ken- 
} December 1957. tucky, Tennessee, Illinois, Missouri, Hawaii. 

Typhoon y November 1957... Guam. 

Freeze... ‘ ---| December 1957- .-| Florida. 





Since November 1953, every State in the Union except Vermont 
and Montana has experienced a disaster which warranted eligibility 
for disaster loans from the Small Business Administration. 

The following table shows the status of the SBA disaster loan 


authorization as of December 31, 1957: 
Millions of 


dollars 
Statutory limitation - - - - $125. 0 
Less: 
Outstanding loans - - $44. 7 
Outstanding loan commitments. 4.1 
Total charges against limitation - 48.8 
Balance available Dec. 31, 1957- —_- 76. 2 


On the basis of the disaster lending experienics of the Small Business 
Administration, as reported below, and considering the repayments 
being received on outstanding loans, it appears that, in the absence of 
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some overwhelming disaster not now envisioned, the present authori- 
zation will be adequate through fiscal year 1959 even though the act 
is broadened as contemplated by S. 2920: 


Disaster loans approved, SBA share only 
Millions of 
dollars 
Fiscal year: 
1954 
1955 
1956. 
1957 _ 
1958 (6 months)_ 


— PF 
VNNNS 


| 
| 


I) Ora SOO! 


=> 
go 


Total disaster loans approved 
1 Of this total, $3.5 million represents loans approved as a result of drought disasters. 


Repayment experience on disaster loans to date has been good. Of 
the total disaster loans disbursed ($59.6 million, including both SBA 
and bank shares), payments amounting to $729,000 (representing 
loans having an unpaid principal value of $2.6 million) were delinquent 
60 days or more on December 31, 1957. Only $95,000 in disaster 
loans had actually been charged off by that date. 

The drought disaster loan program has been a modest one. Only 
333 applications for a total of $8.5 million had been received through 
December 31, 1957; 25 of these, totaling $828,000, were withdrawn 
and 132 applications, totaling almost $3 million, were declined largely, 
the committee was advised by SBA, because there was no showing 
that the need for the loan had any relation to the drought disaster. 
One hundred and seventy-one loans were approved by December 
31, 1957. The total amount of these loans was $3,652,589, of which 
the share of SBA was $3,523,741. 

Of these loans only 5, totaling $46,200, were delinquent on Decem- 
ber 31, 1957, and no drought disaster loans had been written off as a 
loss to SBA at that time. 


PRESENT DISASTER 


The committee is advised that 1957 was one of the most disastrous 
years that certain areas of the country have experienced since 1930. 
Excessive rainfall began to affect the lower Mississippi Valley at the 
beginning of harvest and has continued to the present time. Farmers 
could not get into the fields to gather what promised to be one of the 
biggest and most valuable harvests they had ever had. Estimates of 
the damage in the lower Mississippi Valley, the area hardest hit, are 
as high as $500 million. Other parts of the country also suffered from 
excessive rainfall, from Michigan and Minnesota to Florida and Texas. 

The loss of these harvests hit both farmers and businesses in the areas 
involved. The farmers, realizing little or nothing from the 1957 crop, 
could not pay off the debts they had incurred to make the 1957 crop 
and their ability to borrow in preparation for the 1958 crop was af- 
fected. By reason of the designation of the areas involved as disaster 
areas, farmers will be able to borrow in order to get ready for the 1958 
crop and other legislation is under consideration to provide further 
assistance for the farmers directly. 

When a disaster of this magnitude affects an area dependent largely 
on agriculture, farmers do not suffer alone. © Businesses, and particu- 
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larly small businesses, with whom the farmers do business suffer with 
them. Farmers who have been prevented by a disaster from meeting 
their outstanding obligations make poor customers and, where the 
economy of the area is principally based on agriculture, the entire 
business of the area is depressed. 

Small business firms, in order to sell seed, fertilizer, supplies and 
equipment to farmers on credit to make the 1957 crop, had to obtain 
credit from banks, finance companies, their own suppliers, or other 
sources. These debts must be paid if the small-business man intends 
to continue in business and to continue to supply his farmer cus- 
tomers. When pressure is applied on him to pay his debts, he must 
press the farmer to pay earlier obligations and, if the pressure is great 
enough, institute foreclosure action. 

This situation, if not checked promptly at the start, can snowball 
rapidly. A few loans to small businesses now, keeping them from 
being forced to press harder on their farmer customers, combined 
with adequate credit through other sources for the farmers themselves, 
can prevent this snowball from starting. 


EXPLANATION OF THE BILL 


S. 2920 would change existing law in two ways. The first change 
recognizes that existing law is too restrictive in its treatment of 
disasters resulting from drought. Present language limits eligibility 
to an area “‘where a drought is oceurring.”” When this language was 
inserted in the act in 1955, it was not the intent of the Banking ard 
Currency Committee to restrict eligibility merely to the time interval 
during which the “‘drought is occurring.” It is obvious that disaster- 
loan eligibility should not cease at the moment the drought is broken. 
Consequently, S. 2920 amends this language to permit disaster loans 
in areas “affected by a drought” regardless of whether the drought 
has been broken. 

The second change adds the situation of “excessive rainfall” to the 
disastrous conditions which may create a need for disaster loans to 
small businesses. The committee believes that the indirect economic 
injury to small businesses from excessive rainfall is just as severe as 
the indirect economic injury from drought. 


CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as 
reported, are’shown as follows (existing law proposed to be omitted 
is enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 


SMALL Business Act or 1953 
* * * * * 


Sac. 307.° ° * 

(b) The Administration also is empowered 

(1) to make such loans (either directly or in cooperation with 
banks or other lending institutions through agreements to participate 
on an immediate or deferred basis) as the Administration may deter- 
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mine to be necessary or appropriate because of floods or other catas- 
trophes, including necessary or appropriate loans to any small-busi- 
ness concern located in an area [where a drought is occurring, ] affected 
by a drought or excessive rainfall, if the Administration determines that 
the small-business concern has suffered a substantial economic injury 
as a result of such drought or excessive rainfall, and the President has 
determined under the Act entitled ‘‘An Act to authorize Federal as- 
sistance to States and local governments in major disasters, and for 
other purposes’’, approved September 30, 1950, as amended (42 U.S 
C., sees. 1855- 1855g), that such drought or excessive rainfall is a major 
disaster, or the Secretary of Agric ‘ulture has found under the Act 
entitled ‘“‘An Act to abolish the Regional Agricultural Credit Cor pora- 
tion of Washington, District of Columbia, and transfer its functions 
to the Secretary of Agriculture, to authorize the Secretary of Agri- 
culture to make disaster loans, oe for other meray ” approved 
April 6, 1949, as amended (12 U.S. C., sees. 1148a—-1—1148a-3), that 
such drought or excessive rainfall ¢ lee a produc =a or economic 
disaster in such area: Provided, That no such loan including renewals 
and extensions ther eof may be made for a period or pe riods excee ding 
twenty years: And provided further, That the interest rate on the 
Administration’s share of loans made under this paragraph shall not 


exceed 3 per centum per annum; 
* * * * * * * 


O 
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ANNUAL REPORT 
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Mr. McC.ie.ian, from the Committee on Government Operations, 
submitted the following 


REPORT 


INTRODUCTION 


The Senate Permanent Subcommittee on Investigations of the 
Committee on Government Operations, pursuant to the Legislative 
Reorganization Act of 1946 and rule XXV of the Standing Rules of 
the Senate, (g) (2) (B), is given the duty of “studying the operations 
of Government activities at all levels with a view to determining its 
economy and efficiency,’’ and, under subsection (C), ‘evaluating the 
effects of laws enacted to reorganize the legislative and executive 
branches of the Government.’’' Its jurisdiction and responsibilities 
make it in effect a watchdog subcommittee over the several hundred 
separate departments, agencies, and independent offices of the execu- 
tive branch of the Government which is composed of 2,328,000 civil- 
ians and 2,698,300 military personnel. The cost of operating these 
various departments of the Government is approximately $67 Lillion. 

At the beginning of the year the subcommittee adopted the following 
rules of procedure: 

(1) No major investigation shall be initiated without approval of 
either a majority of the subcommittee or a majority of the full Com- 
mittee on Government Operations. However, preliminary inquiries 





1 Legislative Reorganization Act, 1946, Public Law 601, 79th Cong., 2d sess., subsec. (g) of rule XXV of 
the Standing Rules of the Senate: 

“‘(g) (1) Committee on Government Operations* to consist of 13 Senators, to which committee shall be 
cufaned all proposed legislation, messages, petitions, memorials, and other matters relating to the following 
subjects: 

“(A) Budget and accounting measures, other than appropriations. 

“(B) Reorganizations in the executive branch of the Government. 

**(2) Such committee shall have the duty of— 

“(A) Receiving and examining reports of the Comptroller General of the United States and of sub- 
mitting such recommendations to the Senate as it deems necessary or desirable in connection with the 
subject matter of such reports; 

“(B) Studying the operation of Government activities at all levels with a view to determining its 
economy and efficiency; 

“(C) Evaluating the effects of laws enacted to reorganize the legislative and executive branches of 
the Government; 

“(D) Studying the intergovernmental relationships between the United States and municipalities, 
and between the United States and international organizations of which the United States is a member.” 

*S. Res. 280, 82d Cong., 2d sess., agreed to March 3, 1952, changed name from Committee on Expenditures 
in the Executive Departments, 
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may be initiated by the subcommittee staff with the approval of the 
chairman of the icomemiiien. 

(2) Subpenas for attendance of witnesses and the production of 
memorandums, documents, and records shall be issued by the sub- 
committee chairman or by any other member of the subcommittee 
designated by him. 

(3) The chairman shall have the authority to call meetings of the 
subcommittee. This authority may be delegated by the chairman 
to any other member of the subcommittee when necessary. The 
chairman shall not schedule any hearings or series of hearings outside 
the District of Columbia without giving at least 48 hours’ notice 
thereof to the members of the subcommittee. No public hearing 
shall be held if the minority members unanimously object, unless the 
full Committee on Government Operations by a majority vote approve 
of such public hearing. 

(4) Should a majority of the membership of the subcommittee 
request the chairman in writing to call a meeting of the subcommittee, 
then in the event the chairman should fail, neglect, or refuse to call 
such meeting within 10 days thereafter, such majority of the sub- 
committee may call such meeting by filing a written notice thereof 
with the clerk of the subcommittee, who shall promptly notify in 
writing each member of the subcommittee. 

(5) Any two members of the subcommittee shall constitute a 
quorum forthe purpose of taking testimony under oath in any given 
case or subject matter before this subcommittee, as authorized by 
Senate Resolution 180, 8ist Congress, 2d session. 

(6) All witnesses at public or executive hearings who testify to 
matters of fact shall be sworn. 

(7) Counsel retained by any witness and accompanying such 
witness shall be permitted to be present during the testimony of such 
witness at any public or executive hearing and to advise such witness, 
while he is testifying, of his legal rights. Provided, however, that any 
Government officer or employee being interrogated by the staff or 
testifying before the committee and electing to have his personal 
counsel present shall not be permitted to select such counsel from the 
employees or officers of any governmental agency. This rule shall 
not be construed to excuse a witness from testifying in the event his 
counsel is ejected for contumacy or disorderly conduct; nor shall this 
rule be construed as authorizing counsel to coach the witness, answer 
for the witness, or put words in the witness’ mouth. The failure of 
any witness to secure counsel shall not excuse such witness from 
attendance in response to subpena. 

(8) Any witness desiring to read a prepared or written statement 
in executive or public hearings shall file a copy of such statement 
with the counsel or chairman of the subcommittee 24 hours in ad- 
vance of the hearings at which the statement is to be presented. The 
subcommittee shall determine whether such statement may be read 
or placed in the record of the hearing. 

(9) A witness may request, on grounds of distraction, harassment, 
or physical discomfort, that during his testimony television, motion 
picture, and other cameras and lights shall not be directed at him, 
such request to be ruled on by the subcommittee members present at 
the hearing. 
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(10) An accurate stenographic record shall be kept of the testimony 
of all witnesses in executive and public hearings. The record of his 
own testimony whether in public or executive session shall be made 
available for inspection by witness or his counsel under committee 
supervision; a copy of any testimony given in public session or that 
part of the testimony given by the witness in executive session and 
subsequently quoted or made part of the record in a public session 
shall be made available to any witness at his expense if he so requests. 

(11) Interrogation of witnesses at subcommittee hearings shall be 
conducted on behalf of the subcommittee by members and authorized 
subcommittee staff personnel only. 

(12) Any person who is the subject of an investigation in public 
hearings may submit to the chairman of the subcommittee questions 
in writing for the cross-examination of other witnesses called by the 
subcommittee. With the consent of a majority of the members of the 
subcommittee present and voting, these questions shall be put to the 
witness by the chairman, by a member of the subcommittee, or by the 
counsel of the subcommittee. 

(13) Any person whose name is mentioned or who is specifically 
identified, and who believes that testimony or other evidence pre 
sented at a public hearing, or comment made by a subcommittee 
member or counsel, tends to defame him or otherwise adversely affect 
his reputation, may (a) request to appear personally before the sub- 
committee to testify in his own behalf, or, in the alternative, (6) 
file a sworn statement of facts relevant to the testimony or other 
evidence or comment complained of. Such request and such state- 
ment shall be submitted to the subcommittee for its consideration and 
action. 

(14) All testimony taken in executive session shall be kept secret 
and will not be released for public information without the approval 
of a majority of the subcommittee. 

(15) No subcommittee report shall be released to the public with- 
out the approval of a majority of the subcommittee. 

(16) All staff members shall be confirmed by a majority of the 
subcommittee. After confirmation, the chairman shall certify staff 
appointments to the financial clerk of the Senate, in writing. 

(17) The minority shall select for appointment to the subcommittee 
staff a chief counsel for the minority who shall, upon being confirmed, 
work under their supervision and direction, who shall be kept fully 
informed as to investigations and hearings, have access to all material 
in the files of the subcommittee, and, when not otherwise engaged, 
shall do other subcommittee work. 

One clerk on the subcommittee staff, acceptable to it, shall be 
assigned to the minority. When not otherwise engaged such clerk 
shall be assigned other duties for the subcommittee. 

During the past year the subcommittee conducted 49 actual investi- 
gations and 47 preliminary inquiries. Fourteen days of public hear- 
ings were held, during which time 70 witnesses were heard. In addi- 
tion, there were 15 days of executive sessions at which time 45 witnesses 
were heard. 

The subcommittee’s investigation and hearings extended through 
the operations of many governmental agencies, including the Depart- 
ment of Defense, Department of the Army, Department of the Air 
Force, Civil Aeronautics Board, Department of State, Export-Import 
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Bank, Department of Labor, National Labor Relations Board, the 
Department of Treasury, and the General Services Administration 
(GSA). 

Prolonged hearings were held in connection with textile procurement 
in the military services. Evidence introduced clearly showed bribery, 
inefficiency, and other improprieties existed on a large scale in the 
Government procurement of millions of dollars worth of military 
clothing. As a result of hearings held in 1955, six individuals were 
found guilty in the United States District C ourt for conspiracy to 
defraud the United States Government. 

Hearings also were held concerning leaks of the secret Civil Aero- 
nautics Board decision of August 2, 1956. The investigation disclosed 
two leaks which had caused a substantial increase in the trading of 
Northeast Airlines stock on August 3, 1956. Legislation has been 
introduced in the Senate to impose a criminal penalty on anyone in 
any of six regulatory agencies who willfully discloses information in 
any matter pending ‘adjudication if such disclosure is contrary to any 
rule of the agency. At the present time this proposed bill is before 
the Judiciary Committee. 

Investigation revealed that 350 M--8 armored cars purchased by the 
United Auto Parts Co., Inc., from the United States Army at an 
average price of $375 were subsequently rebuilt and sold to the French 
Government at an average price of $3,675. At the time of the pur- 
chase from the United States Army, certain demilitarization provisions 
as well as scrap warranties were stipulated in the contract of sale. 
The Department of State, despite the fact that it was aware of the 
apparent violation of the contract by the United Auto Parts Co., Inc., 
granted an export license to the French Government for these vehicles. 

The investigation of the conflict of interest situation mvolving 
Robert Tripp Ross, the Assistant Secretary of Defense for Legislative 
and Public Affairs, resulted in his resignation. 

Supplv waste and excesses in the Northeast Air Command, which 
consisted of nine Air Force bases in the Northern Hemisphere, was 
the subject of investigation by the subcommittee. Testimony revealed 
that one Army unit had spare parts for technical equipment amounting 
to $1 million, whereas it should have had $75,000 worth. In one 
instance an Army warrant officer, contrary to all regulations, caused 
to be buried excess parts valued at approximately $33,000. 

Executive hearings were held concerning the Export-Import Bank 
of Washington, General Services Administration, and Minera Fer- 
nandez, a corporation which owned a manganese mine in Parral, 
Mexico. Testimony showed that the bank lost $650,000 and GSA 
lost $90,618.78 in their attempts to obtain manganese from this mine. 

Public hearings were held in January of this year on labor racketeer- 
ing in connection with the violation or nonenforcement of government 
laws and regulations in the labor union field. The subcommittee was 
interested in determining the adequacy of existing statutes affecting 
the Department of Labor, the National Labor Relations Board, and 
the Treasury Department, and whether present rules and regulations 
enable them to administer the law efficiently. The subcommittee was 
also interested in whether any changes should be made to enable these 
agencies to determine the adequacy, accuracy, and truthfulness of 
financial reports supplied by labor unions and labor union officials. 
Testimony revealed that certain reports and financial statements must 
be filed by labor unions with the Department of Labor, but this 
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Department is powerless to make any investigation concerning the 
truth or falsity of the material filed. This is also true of the National 
Labor Relations Board. 

The subcommittee also wanted to know if additional legislation is 
needed to aid the Bureau of Internal Revenue to investigate labor 
organizations which under the law are tax exempt. Testimony re- 
vealed that this Bureau is very much impeded in securing the records 
of any labor organization because of a decision by the Court of Appeals 
for the Ninth Circuit. 

The subcommittee was well aware that many of the matters involved 
in labor racketeering, which it had been investigating for several 
months, did not fall within its jurisdiction. However, its limited 
inquiry in this field was believed to come within its jurisdiction. 
Several witnesses testified in connection with this subject matter, four 
of whom objected to the jurisdiction of the subcommittee in this field. 
As a result of their testimony, Frank Brewster, Nugent LaPoma, 
Einar Mohn, and Harry Reiss were cited for contempt of the Senate 
on February 19, 1957, in that they had refused to answer certain ques- 
tions. On June 26, 1957, Frank Brewster was found guilty by the 
United States District Court in Washington, D. C., and received a 
sentence of 1 year and a fine of $1,000. Similarly, Nugent LaPoma 
was found guilty on July 31, 1957, receiving a suspended sentence of 1 
month and a fine of $1,000. The cases have been appealed and by 
agreement Einar Mohn and Harry Reiss will not be tried pending the 
outcome of this appeal. 

In many cases deficiencies, resulting from waste and inefficiency, 
were administrative in nature and were brought to the attention of the 
executive branch involved for corrective action. This was particu- 
larly true in cases involving intra-agency matters requiring organiza- 
tional or procedural changes within a given agency. 

The work of the subcommittee was conducted with an appropriation 
of $210,000, and approximately $12,000 of this amount will be un- 
expended and returned to the Treasury of the United States. 

On January 30, 1957, the Select Committee on Improper Activities 
in the Labor or Management Field was created by the Senate under the 
chairmanship of John L. McClellan. Pursuant to Senate Resolution 
74, creating this select committee, six professional members of the 
staff of the Senate Permanent Subcommittee on Investigations were 
loaned to the select committee. These staff members had been 
investigating labor racketeering for several months prior to the crea- 
tion of the select committee and it was felt that their experience in this 
field was invaluable to the work that this committee was to undertake. 
In addition, 1 clerk from this subcommittee was loaned to the select 
committee, and 2 clerks worked jointly for both committees. Thus, 
approximately $97,000 of the money appropriated to the Senate 
Permanent Subcommittee on Investigations has been used by the 
Select Committee on Improper Activities in the Labor or Management 
Field. 

The subcommittee wishes to express its sincere appreciation to the 
General Accounting Office for the assistance rendered during the past 
year. 

TextTiLeE ProcuREMENT IN THE MILITARY SERVICES 
In 1955 the subcommittee held hearings which dealt primarily with 


the procurement practices of the Armed Services Textile and Apparel 
S. Rept. 1186, 85-2——2 
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Procurement Agency (ASTAPA). In 1956 and 1957, the subeommit- 
tee continued its investigation concentrating in the direction of cloth- 
ing procurement by the Quartermaster Corps, Department of the 
Army. Prolonged public hearings were held. 

Testimony elicited from the witnesses clearly showed bribery, in- 
efficiency, and other improprieties were rampant in the Government 
procurement of millions of dollars of military clothing. 

Evidence was presented showing that a group of disreputable con- 
tractors, operating as a combine, had obtained millions of dollars 
worth of contracts for military clothing for themselves and their asso- 
ciates. This combine, headed by father and son, Samuel and Herman 
Kravitz, of Atlantic City, N. J., and Joseph Abrams of New York 
City, all of whom invoked the fifth amendment to pertinent questions 
asked by this subcommittee, was successful in systematically obtain- 
ing unwarranted deviations from Government specifications for them- 
selves and their associates. The deviations principally consisted of 
operational changes from a costlier method to a cheaper method, 
thereby enabling the contractors to save huge amounts of money 
which properly should have reverted to the Government, but did not. 
These deviations obtained by the combine through influence with key 
personnel - the New York Quartermaster Procurement Agency 

(NYQMPA), Department of the Army, resulted in the armed services 
a substandard garments and the contractors making uncon- 
scionable profits at the expense of the taxpayers. 

During the years 1950 to 1953, Abrams and the Kravitzes and their 
associates were involved in purchases and sales of approximately $9 
million of unregistered, easily negotiable United States Treasury and 
municipal bonds. Bond coupons in the amount of $40,945 were 
deposited by the Kravitzes in a fictitious bank account. These coupons 
were from bonds which had been originally purchased by Abrams 
and Herman Kravitz, in their own name or fictitious names. Joseph 
Abrams, Samuel Kravitz, and Herman Kravitz took the tifth amend- 
ment with regard to subcommittee queries concerning the bond trans- 
actions, as did their associates, Murray Berman, “Harold Hyman, 
and A. B. Sharpe. The hearings developed that Murray Berman 
purchased two $1,000 United States Treasury bonds for David Spatt 
while the latter was a NYQMPA purchasing agent. These bonds 
were subsequently purchased from Spatt by Kravitz. This subcom- 
mittee concluded that these bond transactions were for nefarious and 
illegal purposes directly relating to the Government contracts of the 
Kravitzes, Abrams, and their associates. 

It is interesting to note that Joseph Abrams, Murray Berman, and 
Harold Hyman were indicted on June 1, 1954 for theft of Government 
property, making false statements to the Quartermaster Corps, and 
conspiracy. They were found guilty on April 12, 1957, and received 
the ve sentences 

) Joseph Abrams (false statements, conspiracy, and theft of 
Gov a eens property), 30 months in the Federal penitentiary; 
(2) Murray Berman (conspiracy and theft of Government 
property), 6 months in the Federal penitentiary; 
(3) Harold Hyman (conspiracy), suspended sentence. 

Sol Schlesinger, a military headwear contractor, doing business as 
Ideal Uniform Cap Co., at Freeport, Long Island, N. Y., obtained 
two contracts from the NYQMPA for 720,000 Air Force caps under 
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highly questionable circumstances. Schlesinger, an evasive and 
arrogant witness, refused on the basis of the fifth amendment to turn 
over to the subcommittee any of his books and records. During the 
hearings it was developed that the NYQMPA contracting officer, Col. 
Louis Shirley, who awarded the two contracts to Ideal Uniform Cap 
Co., and his purchasing agent on the first contract, Harry Kornblue, 
had adverse information as to Ideal Uniform Cap Co.’s poor past 
prea on Navy and Army contracts and as to the company’s 
imited finances and facilities. Despite this information, the contracts 
were awarded to Ideal Uniform Cap Co. The second award of 220,000 
Air Force caps was particularly criticized by members of the sub- 
committee. This award was made despite an official preaward sur- 
vey report recommending no award because no deliveries had been 
made on the first contract and because the contractor lacked per- 
sonnel, space, and facilities to perform on the second contract. 

Ideal Uniform Cap Co. received premium payments of $18,000 for 
purportedly accelerating the delivery of 120,000 caps under its first 
contract. These caps were produced by Mid City Uniform Cap Co. 
of Chicago under a subcontract arrangement with Ideal Uniform 
Cap Co. at the latter’s contract price. The extra payment of 15 cents 
per cap was made to Ideal Uniform Cap Co. for loss of profit. The 
subcommittee was highly critical of this payment, due to the fact 
that the acceleration was never accomplished. 

Testimony of several witnesses led the subcommittee to conclude 
that Ideal Uniform Cap Co. had received approximately $28,000 
in kickbacks from J. Mackey & Son, Inc., Ideal Uniform Cap Co.’s 
supplier of cap visors and chin straps, upon Schlesinger’s demands 
and his assertions that the kickbacks were necessary and were to be 
used to pay off Government procurement personnel. 

The hearings developed that Colonel Shirley did not exercise good 
judgment in his responsibility as a top official at the NYQMPA, 
particularly in his awarding and administration of the two contracts 
to Ideal Uniform Cap Co. and his relations with disreputable con- 
tractors. Colonel Shirley was found to be untruthful when he denied 
that he stayed at the Hotel Ritz in Paris, France, as a guest of Herman 
Kravitz in April of 1952. 

Colonel Shirley was relieved of his command by the Department 
of the Army pending final disposition of his case. Other Quarter- 
master personnel involved in these hearings id Spatt, previously 
identified, and August Coppola, chairman of the C othing Quality 
Evaluation Board, NYQMPA—died in the year 1956; Harry Kornblue 
was separated from the Quartermaster Corps on July 16, 1954. The 
following contractors and their companies were suspended by the 
Department of the Army on the following dates and their names were 
placed on the consolidated list of debarred, ineligible, and suspended 
contractors: 





Samuel Kravitz_ -_-__- is cab bin lek eid oA LTRs ob dlio< at bo sete Nov. 14, 1952 
ee re oe oT. eee Ta hon ie Do. 
Kravin Park Clothes, WAG. ii ha le ete 0 ee Do. 
SOMME GUO. 6.6. 6 hain cid tc dls Sakis while SUibsbiis « kleneiaiees July 7, 1954 
Pere CASINO GOs oe 3S oa oidti ay he a ate oe bh ahceoen i dtwh Swe, wee: | 1, TGR 
Gr BORING as od Be AR eS aS aeee a eee June 28, 1956 
Ideal Uniform: Cap Q0usie oud oss wd Gabi nssdauansS aie Do. 


The Kravitzes and Abrams, after belie barred from doing govern- 
ment business, directly or indirectly, because of their illegal use of 
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government furnished property, brazenly and contemptuously cir- 
cumvented this action by using front companies to obtain Government 
contracts. 

The Department of the Army also abolished the Quality Clothing 
Evaluation Board and released the Board’s personnel. The focusing 
of attention by the subcommittee on the maladministration of Gov- 
ernment clothing contracts caused the establishment of a Contract 
Review Agency in the Philadelphia Quartermaster Depot. This 
agency reviewed many contracts and found possible claims of 
$1,223,142.92 in 150 contracts, and initiated action to collect on 
them. The Department of the Army also took action against 
military and civilian personnel who were involved in the hearings. 

An independent investigation was made of Mr. Thomas DiGiacomo, 
who resides at 116 Rock Road, Glen Rock, N. J., and who was for a 
number of years president or an officer of several clothing manu- 
facturing companies which received Government contracts “through 
the United States Army Quartermaster Corps. These companies are 
Madison Park Clothes, Inc.; Parkside Clothes; Wonder Fashions; 
and American Fashions, Inc., all of Paterson, N. J. 

From 1949 to 1954 Madison Park Clothes, Inc., had Government 
contracts amounting to $6,160,000; Parkside Clothes had Government 
contracts in the amount of $2,400,000 from 1952 to 1954; and Wonder 
Fashions, Inc., had Government contracts amounting to $517,500 
from 1952 to 1954. Investigation disclosed that during the period 
from January 1951 to May 1954 Madison Park Clothes, Inc., paid 
approximately $26,000 to 61 fictitious companies purportedly for 
the purpose of bags and other materials used in connection with the 
United States Government contracts. 

On January 29, 1957, Mr. DiGiacomo appeared as a witness in 
public session. Questions were presented to Mr. DiGiacomo concern- 
ing the 61 fictitious companies. He was also questioned concerning 
alleged payments of money to individuals who had served as Govern- 
ment inspectors in his plants for the United States Army Quarter- 
master Corps. He declined to answer all pertinent questions, basing 
his refusal on the fifth amendment. Mr. DiGiacomo has since been 
placed on the Department of Defense’s debarred list which makes 
him ineligible to receive any contracts from the United States Govern- 
ment. 

Attilio Yadevia was one of the inspectors assigned to the DiGiacomo 
plants by the United States Army Quartermaster Corps approximately 
3 or 4 years ago. Mr. Yadevia testified before the subcommittee on 
January 30, 1957, at which time he was retired from Government 
service and was receiving a pension of $234 a month. An investigator 
for the subcommittee staff had made a check of several bank accounts 
of Mr. Yadevia, covering the years 1950 through 1955, and ascertained 
there was no accounting for $12,753.90. When questioned about this 
sum of money, Mr. Yadevia invoked his privilege under the fifth 
amendment to all questions including whether any of it had been 
received as a gift or gratuity from Thomas DiGiacomo or whether 
any of it had been taken by him as a bribe from any Government 
contractor while he was an inspector for the United States Army 


2 Hearings, pt. 4, Textile Procurement in the Military Services, January 29, 30, and 31, 1957. 
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Quartermaster Corps. As a result of his testimony before the sub- 
committee, the Civil Service Commission subsequently ruled that his 
pension should be discontinued. 

During these hearings the chairman and other members of the 
subcommittee in public session informed the Department of Defense 
that individuals who have contracts with the United States Govern- 
ment and who invoke the fifth amendment on matters pertinent to 
the contracts, should not receive any contracts from the United 
States Government. 

During the course of the hearings in this matter, Secretary of the 
Army Wilber M. Brucker advised the chairman that the Army was 
taking prompt action against companies falling within the expressed 
sentiments of the subcommittee. The chairman was advised that 
the firms involved in the hearings would be barred from receiving 
future contracts with the United States Government, and the con- 
tracts which they held at that time would be frozen until the officials 
of the companies fully cooperated with the subcommittee. 

The subcommittee sincerely believes that valuable lessons can be 
learned by the investigating and reporting of the facts where bribery, 
inefficiency, misconduct, and other improprieties exist in Government 
procurement. Public spotlighting of these cases will alert procure- 
ment personnel, as well as the contractors, to their ethical conduct 
and responsibility in the handling of Government contracts. This 
subcommittee realizes that while an investigation of this type has an 
immediate salutary effect, with the passing of time there is a tendency 
to revert to the old abuses and i improper practices unless the procure- 
ment agencies remain constantly vigilant to the situation. There 
must be no stopping on the part of the responsible procurement 
officials from extirpating dishonest personnel, as well as unscrupulous 
contractors, from their midst. 

Senators Carl T. Curtis and Chapman Revercomb were not mem- 
bers of the Senate Permanent Subcommittee on Investigations when 
these hearings were held, and, therefore, they neither approve nor 
disapprove this portion of the report. 


Ropert Tripp Ross 


Robert Tripp Ross, the Assistant Secretary of Defense for Legisla- 
tive and Public Affairs, was the subject of newspaper stories on Janu- 
ary 4, 1957, which revealed that the United States Army had granted 
a contract in the amount of $834,150 to Wynn Enterprises, Inc., the 
president of which was his wife, Claire Wynn Ross. It was also 
revealed that the brother-in-law of Mr. Ross, namely, Herman D. 
Wynn, operated several clothing manufacturing companies which had 
rece ‘ived numerous Gover nment. contracts. 

As a result of the publicity, a preliminary investigation was ordered 
by the chairman to determine Mr. Wynn’s operations as a Government 
contractor and to ascertain if there was any conflict of interest on the 
part of Robert Tripp Ross. 

From 1949 until February 21, 1952, Mr. Ross was affiliated with the 
Southern Athletic Co., Knoxville, Tenn., as sales representative and 
public relations director, which firm was owned by Herman D. Wynn. 
From 1951 until February 21, 1952, he also served as vice president 
of Wynn Enterprises, Inc., New York City. 
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On March 17, 1954, he was appointed Deputy Assistant Secretary 
of Defense, thereafter becoming Assistant Secretary of Defense in 
March 1955. In his position with the Department of Defense, Mr. 
Ross controlled the flow of the Department of Defense information to 
the Congress and the public. In order to prevent being placed in the 
position of hampering the subcommittee’s investigation, he took a 
leave of absence on January 11, 1957. In deference to Mr. Ross, 
the subcommittee attempted to conduct its preliminary inquiry with 
speed and dispatch. However, the work of the subcommittee was 
somewhat impeded by the Army when it failed to furnish various 
materials relating to the contracts at issue. It was not until February 
8, 1957, that all material requested of the Army had been made avail- 
able to the subcommittee staff. 

On February 13, 1957, despite the fact that the preliminary inquiry 
had not been complet ted, Robert Tripp Ross was called as a witness in 
executive session, at which time his relationship with Wynn Enter- 
prises, Inc., Southern Athletic Co., and Herman D. Wynn was 
explored. 

On February 14, 1957, Mr. Ross submitted his resignation to the 
President of the United States wherein he stated he felt his future 
effectiveness as Assistant Secretary of Defense had been impaired by 
the very serious implications contained in numerous press stories and 
it would be unfair for him to continue in his position. 

At the same time our subcommittee was conducting its preliminary 
inquiry, the Military Operations Subcommittee of the House Com- 
mittee on Government Operations, under the chairmanship of Con- 
gressman Chet Holifield, had under inquiry certain aspects of military 
procurement involving Wynn Enterprises, Inc., Southern Athletic Co., 
and associated companies. By letter of February 19, 1957, Con- 
gressman Holifield requested access to the rec ords and proceedings 
of this matter in the possession of our subcommittee. The chairman 
of this subcommittee, by letter of February 20, 1957, advised Con- 
gressman Holifield that the investigation of Robert Tripp Ross and 
related matters had been suspended and that pertinent records were 
available. The House Military Operations Subcommittee thereafter 
continued its inquiry which resulted in hearings and a report under 
date of August 14, 1957 (No. 1168, 85th Cong., 1st sess.), entitled, 
“Military Clothing Procurement.” 

Senators Carl T. Curtis and Chapman Revercomb were not members 
of the Senate Permanent Subcommittee on Investigations when this 
hearing was held, and, therefore, they neither approve nor disapprove 
this portion of the report. 


VIOLATION OR NONENFORCEMENT OF GOVERNMENT LAWS AND 
REGULATIONS IN THE LABoR UNION FIELD 


During 1955 and 1956, the Senate Permanent Subcommittee on 
Investigations made a detailed investigation into the procedures and 
practices in the procurement of textiles by the military services, and 
prolonged public hearings were conducted. During the investi ation, 
facts were developed showing collusion between certain dakesinaet 
management and union officials which had the effect of increasing the 
cost to the Government of goods and commodities purchased and the 
supplying of inferior quality of goods to the Government. As a result 
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of this information, a preliminary inquiry into labor racketeering in 
unions was conducted by the staff. Much of the information which 
was subsequently developed fell within the purview of the jurisdiction 
of this subcommittee. However, it was recognized that some of the 
information was obviously not within the subcommittee’s jurisdiction. 

The subcommittee, under Senate Resolution 188, 34th Congress, 
2d session, and rule 35 of the Standing Rules of the Senate, (g) (2) (B), 
was given the duty of ‘“‘studying the operations of Government activi- 
ties at all levels with a view to determining its economy and efficiency,”’ 
and, under subsection (C), “evaluating the effect of laws enacted to 
reorganize the legislative and executive branches of the Government.”’ 
Pursuant to these powers, the subcommittee inquired into the opera- 
tions of the Department of Labor, the National Labor Relations Board 
(NLRB), and the Bureau of Internal Revenue to determine the ade- 
quacy of existing statutes, whether present rules and regulations en- 
able them to administer the law efficiently, and the necessity for 
changes in departmental procedures in enforcing existing laws. It 
was interested in determining whether agencies of the Government 
have the authority to ascertain whether such information contained 
in labor-union registered financial reports and the reports of labor 
union Officials are accurate or not. It was interested in ascertaining 
whether any modifications or changes in existing laws should be made 
to assist these agencies of the Government in determining the ade- 
quacy, accuracy, and truthfulness of financial reports and other 
information required to be supplied by labor unions and labor union 
officials. 

On January 16, 1957, which was the inception of the hearings, the 
chairman pointed out that the Taft-Hartley law, enacted in 1947, 
had provided for the registration of labor organizations with the 
Department of Labor, together with a full and accurate report of 
their revenues and expenditures and of all compensation and allow- 
ances over and above $5,000 paid to and received by labor union 
officials and union employees from dues collected from members or 
from other union funds. 

On the same day, the subcommittee heard the testimony of James 
Hall Mitchell, Secretary of Labor; Boyd D. Leedom, Chairman of the 
National Labor Relations Board; Justin F. W inkle, the Assistant 
Commissioner of Internal Revenue; and others. 

The Secretary of Labor testified ‘that under the existing statutes a 
labor union or organization must file certain reports with the Depart- 
ment of Labor. When these reports are filed, the Department of 
Labor notifies the NLRB by postcard in order that the labor union 
may be afforded certain rights and privileges. Secretary Mitchell 
testified that the financial statement that is filed by the labor union 
may be false or fraudulent and in accordance with the existing statutes 
the Government has no means of determining whether it is false or 
fraudulent. The Secretary of Labor is merely the custodian of the 
reports and is powerless to make any investigation in connection with 
them. Thus, if a false financial report is filed and there is no way to 
compel a labor organization to submit an accurate or truthful one, 
then the false report serves a harmful purpose if it is also disseminated 
to the members of the labor organization. Similarly, the Secretary 
of Labor has no method of ascertaining if the report actually represents 
a paper organization, being false as to officers, dues, and membership. 








12 REPORT OF COMMITTEE ON GOVERNMENT OPERATIONS 


The Secretary said that he is planning on making recommendations 
covering this given situation together with others to the President of 
the United States for subsequent amendments to the Labor-Manage- 
ment Relations Act. 

Boyd Leedom, Chairman of the National Labor Relations Board, 
testified that a labor union is denied the use of his Board’s facilities 
if they fail to meet certain requirements under the National Labor 
Management Relations Act. However, once a labor organization has 
been certified to the Board by postcard from the Department of 
Labor revealing that it has properly filed reports, the services of his 
Board are made available to that particular union. Leedom stated 
that, in the Board’s opinion, “We have no authority to go back of 
the postcard.” His organization is powerless to make any check on 
the information submitted to the Labor Department as to its truth- 
fulness, its accuracy, or its sufficiency. Thus, Leedom said, any 
fraud can be committed upon the Government in this area by a 
labor union and it is still entitled to all of the prerogatives and privi- 
leges under prevailing statutes. 

The Labor Board Chairman said that recent Supreme Court deci- 
sions made it clear that the National Labor Relations Board has no 
right to go beyond the record of the filing of the financial report. 
He testified that the Western Conference of Teamsters had not filed 
any reports with the Department of Labor. At the same time, 
however, he said that the Western Conference had not requested 
any services from the National Labor Relations Board. As pointed 
out above, a labor organization must file the reports to be in com- 
pliance with the Labor “Board and to avail itself of the Board’s services. 
Leedom stated that the Highland Park decision of the Supreme Court 
in 1951 clearly covered such an intermediate labor organization as 
the Western Conference of Teamsters, and, in his opinion, compelled 
that organization to meet the filing requirements. He reiterated, 
however, that this could not become an issue until such time as that 
labor organization needed the services of the National Labor Relations 
Board. 

Leedom stated that it was his opinion that there were loopholes 
and areas that needed clarification in the Taft-Hartley law in order 
for that law to be more efficiently administered. 

John F. Winkle, Assistant Commissioner of Internal Revenue, said 
that under the statutes labor unions are tax exempt. He added that 
the Internal Revenue Service has the right under the law to audit the 
books of these tax-exempt organizations. Winkle pointed out, how- 
ever, that because of the pressure of income tax business the Service 
does relatively little auditing of these statements. Winkle said that 
in some instances the Internal Revenue Service was having trouble in 
getting union books for the purpose of determining whether or not 
certain labor union officials were defrauding the Government on their 
income taxes. In a court case cited recently by the Ninth Circuit 
Court of Appeals in San Francisco, it was decided that under the 
statute where the labor union resisted a proceeding in the district 
court to enforce the subpena issued under the Revenue Act, the dist- 
rict court had to determine whether the records of the union which had 
been requested were both relevant and material to the determination 
of the liability. Winkle said as this decision stands the subcommittee 
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would be definitely handicapped in getting the necessary information 
to check on the files of the income tax returns of labor officials. 

A number of labor officials were called as witnesses before the sub- 
committee and four of these individuals refused to answer questions, 
objecting to the jurisdiction of the subcommittee, claiming that it 
exceeded its authority. These four witnesses were Frank W. Brew- 
ster, chairman of the Western Conference of Teamsters; Nugent 
LaPoma, also known as George Cavano, secretary-treasurer of Local 
174, International Brotherhood of Teamsters; Einar O. Mohn, execu- 
tive vice president of the International Brotherhood of Teamsters; 
and Harry Reiss, administrator of the welfare trust fund of Local 227 
of the United Auto Workers AFL (now Allied Industrial Workers of 
America). 

Various exhibits from the Department of Labor and other sources 
concerning each of these four witnesses were introduced. A labor 
organization registration form, pursuant to Public Law 101, 80th 
Congress, section 9 (f) and (g), containing financial statements, was 
introduced in the record showing the signature of F. W. Brewster as 
the secretary filing for joint council 28 of the teamsters. Several 
other documents of a similar nature were presented in evidence regard- 
ing Joint Council No. 28, including the financial statement, and all 
documents showed the name Frank W. Brewster as an official of that 
council. A Department of Labor registration form filed by local 174 
of the teamsters, showing F. W. Brewster as secretary-treasurer, was 
introduced, together with registration forms of other years. 

The subcommittee had information in relation to the reports filed 
with the signature of Frank W. Brewster that certain expenditures on 
behalf of both Brewster and Dave Beck, the international president 
of the teamsters, had not been reported. Among these items was the 
payment of union funds in the amount of $8, 826.98 for the personal 
bills of Dave Beck and payment by union checks to a Seattle con- 
tractor, John Lindsey, for substantial repair work on the home of 
Dave Beck. 

In connection with the testimony of Nugent LaPoma, three financial 
statements were obtained from the Department of Labor showing 
that Nugent LaPoma, secretary-treasurer, had signed these docu- 
ments before filing. Various documents were obtained from the De- 
partment of Labor reflecting that Einar Mohn was one of the officers, 
trustees, and agents of the International Brotherhood of Teamsters, 
and that he was receiving a salary in excess of the minimum amount 
required to be reported ‘under the law. Records of financial state- 
ments from the Department of Labor were introduced showing that 
Harry Reiss was president of local 227 of New York City. 

As a result of the failure of these individuals to answer questions, 
they were cited for contempt of the Senate and their cases were 
forwarded to the United States attorney for the District of Columbia 
for prosecution. The court has convicted Frank W. Brewster and 
Nugent LaPoma, holding that the subcommittee did have jurisdiction. 
On August 22, 1957, Frank W. Brewster was sentenced to 1 year and 
was fined $1,000. On July 31, 1957, Nugent LaPoma was given a 
l-month suspended sentence and fined $1,000. They have both 
appealed these convictions and the cases of Einar Mohn and Harry 
Reiss have been deferred pending the results of the appeals. 
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Examination of the books of New York Local 227 of the VAW-AFL 
showed a number of checks charged off to organizational expenses. 
A report by the Federal Bureau of Investigation showed that in a 
substantial number of cases the endorsements on these checks had 
been forged. The subcommittee inquired and received information 
that in the case of this union the report filed with the Department of 
Labor was false in regard to the expenditures charged off to organiza- 
tional expenses. Testimony was received from the subcommittee’s 
accounting consultant showing that from December 1, 1953, until 
August 1956 a total of approximately $41,000 had been disbursed to 
30 individuals who were allegedly doing organizational work for Local 
227 of the UAW-AFL. Of this figure, the staff accountant said at 
least $20,000 was not used for this purpose. This money, according 
to the testimony, had been traced to either Arthur Santa Maria, 
secretary-treasurer of local 227, or Harry Reiss, president of local 227. 
In 1954, the report showed organizational expenses of $8,203.57, 
whereas the testimony of the staff accountant showed that these 
expenses were not more than $5,196.98. Local 227 in its 1955 report 
listed $5,196.25 as the per capita tax when actually the amount paid 
was $1,433.75. 

Test:mony was received from two witnesses affiliated with local 
227 that checks made out to alleged organizers of local 227, Alfred 
Petrozza and Fred Virgilio, as well as Vincent Trani, a trustee of 
Local 284, International Brotherhood of Teamsters, had been cashed 
and the money turned over to Arthur Santa Maria. Testimony 
indicated that none of these individuals endorsed the checks although 
their endorsements appeared thereon. 

Geraldine Taylor, of Bayonne, N. J., a former secretary in the office 
of local 227, said that she had never seen Alfred Petrozza or Fred 
Virgilio in the office of the union. She explained, however, that checks 
were made out in their names by Arthur Santa Maria, whose office 
was next to hers, and when the checks were endorsed, she would take 
them to the bank, cash them, and turn the money over to Arthur 
Santa Maria. It is interesting to note that although Santa Maria 
made out the checks in his office, she never in fact saw Virgilio or 
Petrozza come in to endorse the checks. Although the regular organ- 
izers for the union would call in periodically, giving a report on their 
activities, Mrs. Taylor never heard from either Virgilio or Petrozza. 
She said that there was an investigation by the New York district 
attorney into some extortion activities relating to the union in 1954 
and that she was told by Dominick Santa Maria, a brother of Arthur 
Santa Maria, to go home to New Jersey out of the jurisdiction of 
New York and not cooperate with the investigation. 

Marilyn Kabat, an office girl in the local 227 welfare trust fund 
office, testified that checks would be made out by Arthur Santa Maria 
to Petrozza, Virgilio, and Vincent Trani. She said that none of the 
money for these checks was ever turned over to these three people 
and explained that she would take the checks, after they were endorsed, 
and have them cashed and give the money to Arthur Santa Maria. 
There was introduced into the record check No. 2246, dated July 20, 
1956, made out for $385.20 to Vincent Trania, signed by Arthur Santa 
Maria and carrying the endorsement of V. Trania and Marilyn Stein- 
man. Marilyn Kabat testified that her maiden name was Marilyn 
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Steinman. According to an FBI laboratory report, the Trania en 
dorsement was made by Marilyn Steinman. When confronted with 
this documentation, she conceded that she had endorsed the name 
of this individual and turned the cash received for the check over to 
Arthur Santa Maria. She admitted telling the subcommittee investi- 
gators that none of the three individuals had ever performed any 
organizational or other work for local 227. 

Arthur Santa Maria, Dominick Santa Maria, Fred Virgilio, Alfred 
Petrozza, and Vincent Trani invoked the constitutional privilege of 
the fifth amendment when they appeared as witnesses before the 
subcommittee. 

At the conclusion of the hearings, the chairman stated: 


* * * T think this series of hearings has clearly demon- 
strated that there is either a deficiency in existing law or 
laws that needs to be corrected, or there is inefficiency in 
administration of existing laws due to an inaccurate or in- 
correct interpretation of the present laws. 

Apparently remedial improvement in administration and 
remedial legislation is needed to insure greater efficiency in 
the administration of the laws of our country in this area of 
inquiry, and also to relieve the impact on the economy of our 
Government that is imposed by fraudulent reports and state- 
ments that do not reflect the true financial operations of 
labor unions with respect to either what they report to the 
Government or that which they under the law are required to 
disseminate to their membership. * * * 


Senators Carl T. Curtis and Chapman Revercomb were not mem- 
bers of the Senate Permanent Subcommittee on Investigations when 
these hearings were held, and, therefore, they neither approve nor 
disapprove this portion of the report. 


SuppLy WastE AND ExcrssEs IN THE NortrHeast Arr COMMAND 


The subcommittee held hearings concerning supply waste and ex- 
cesses in the Northeast Air Command (NEAC).? This command was 
composed of the following airbases: McAndrew, Pepperrell, Saglek 
Bay, Goose Bay, Frobisher, Sondrestrom, Narsarssuak, Thule, and 
Ernest Harmon, all of which were located in Newfoundland, Labrador, 
Baffin Island, and Greenland, respectively. 

Testimony disclosed that there were large excesses of material at 
all of these airbases. The exact figures of the excesses and surpluses 
are unknown at the present time as this investigation is a continuing 
one. The Department of Defense has estimated that there was in 
existence in August 1957 the following dollar value of excesses in the 
Northeast Air Command: 

Sirevemt  TAORMNON ss 5.4 lids as b> hod dane he ceud ede e dad eee $14, 000, 000 
Goose Bay... -_- Ane , ae ee ea INS 6, 550, 000 
Saglek Bay oe Sade oko oe ee Baile Shah sid ate eotirle diced daddies bs 430, 000 


Pronmiuer.). Oo LuV JOn seabed Vee he al ee eG ask Seer 520, 000 
Sondrestrom Dt hed neds obs, wh! urea goede meets ee 1, 000, 000 


Thule bere res Bald ae wd dic bith bonunhy otto ee 
TN io. taste ornin bo ote ; ee oe ee ees 2, 535, 000 
Total as 6. seuiatarsce. a 34, 680, 000 


Hearings, pt. 1, Supply Waste and Excesses in the Northeast Air Command, August 28 and 29, 1957. 
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Excesses have been a constant problem throughout the whole 
NEAC area. Items may become excess due to any number of reasons, 
such as reprograming, change of missions, or completion of contracts 
by construction companies. Examples of some of the problems con- 
fronting NEAC were: World War II vehicles became obsolete and 
were replaced; the air defense fleet was reprogramed when the F-94 
aircraft was changed to F—89’s; the Newfoundland general depot was 
eliminated; and several contractors completed their work and their 
equipment became excess. 

It is recognized that excesses do not necessarily mean waste. How- 
ever, the problems which existed throughout the entire Northeast 
Air Command indicated that a large percentage of the excess material 
was being declared surplus and sold even though much of the material 
was in new or usable condition, and a need for some of the items was 
outstanding both in the NEAC area itself and in the United States. 
As an example, a new air compressor in its original crate was located 
in base disposal at the Harmon Air Base while a requisition for it 
was outstanding. 

Illustrative of the excesses that developed at Ernest Harmon Air 
Force Base was that of the 823d Army Battalion. This Army unit 
had spare parts for technical equipment representing over a million 
dollars. According to organizational charts, this battalion should 
have had approximately $75,000 worth of spare parts. 

Testimony revealed that in one instance an Army warrant officer, 
contrary to all regulations, caused to be buried approximately $33,000 
worth of excess spare parts, of which approximately $25,000 worth 
were good and usable at the time of the burial. 

The Department of Defense has reported that the accumulation of 
excesses at Harmon Air Force Base was apparently the result of 

(1) Improper computation of requirements. 

(2) Improper requisitioning. 

(3) Lack of inventory control. 

(4) Inadequate storage. 

(5) Abandonment of equipment at the end of World War II. 

(6) Changes of missions. 

(7) Lack of effective action by local commands to resolve sup- 
ply problems. 

(8) Abandonment of excess left from civilian contracts. 

Air Force witnesses before the subcommittee explained that the 
major cause of the development of excesses was the lack of adequate 
supply training of both military and civilian personnel. The testi- 
mony also developed that the officer who was director of materiel for 
the entire area was unaware of many of the existing delinquencies. 
For example, he did not know that at the Harmon Air Force Base the 
stock record cards, which are the basic documents of inventory con- 
trol, were 50 percent inaccurate. 

The subcommittee wishes to acknowledge the assistance and full 
cooperation of the Air Force, the Army, and the Secretary of Defense. 
The Department of Defense has already taken action to correct the 
deficiencies and improprieties that prevailed. 

The subcommittee has criticized the Air Force for its failure to fur- 
nish properly trained supply personnel to the Northeast Air Command, 
and for the existence of the many continuing errors in the supply 
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system at Ernest Harmon Air Force Base. It feels that better liaison 
between the 823d Army Battalion, which was an Air Force tenant unit, 
and the Air Force would have helped to prevent the accumulation of 
excesses at the Army unit. 

The subcommittee is of the opinion that in addition to the current 
inquiry there should be an investigation on a worldwide scale at all 
the major Air Force installations with the purpose of ascertaining if 
any of the delinquencies that existed in the Northeast Air Command 
exist elsewhere. The subcommittee recommended that the Air Force 
should maintain a central control of supplies and excesses at the 
Pentagon in Washington, D. C. This is not being done at present. 
It was also recommended that the Air Materiel Command, which 
is the Air Force unit for supply and logistics, should conduct periodic 
supply inspections at all major Air Force installations and submit the 
results to the Air Force at the Pentagon. Further recommendations 
made by the subcommittee are: The diplomatic agreement between 
Canada and the United States concerning the disposal of surpluses 
should be studied by the Defense and State Departments to determine 
if it is feasible to amend the contract so as to encourage better disposal 
sales. Appropriate disciplinary action should be taken against those 
individuals responsible for the waste situation which developed in the 
Northeast Air Command. 

Since Senator Karl E. Mundt did not participate in this matter, 
due to his having been preoccupied with his work as a member of the 
Select oy an bige on Improper Activities in the Labor or Management 
Field, he ae ee oves nor disapproves this portion of the report. 
Senator Carl T. Curtis did not participate in this matter, and, there- 
fore, he ate approves nor disapproves this portion of the report. 


Leaks or CAB Deciston or AuGust 2, 1956, Arrectina NORTHEAST 
AIRLINES STOCK 


in 1954 the Civil Aeronautics Board (CAB) was contemplating the 
granting of additional air service between New York, N. Y., and 
Miami, Fla. Applications for this route were filed with the Board by 
the following airlines: Capital, Colonial, Delta, Eastern, National, 
North American, Northeast, Pan American, Resort, and Riddle. 

On August 2, 1956, the members of the Civil Aeronautics Board met 
in secret session and voted 3 to 2 to award the New York-Florida 
route to Northeast Airlines. The vote was at approximately 9 p. m. 
[In addition to the 5 CAB members, there were 20 staff members 
present. On August 3, 1956, some 24,000 shares of Northeast Air- 
lines stock were traded on the American Stock Exchange, whereas on 
the average date prior to August 3 approximately 500 shares .were 
traded. It became apparent that the secret vote of the Board had 
been leaked. All present at the meeting of August 2, 1956, held very 
responsible positions in this regulatory agency of the Government. 
These 25 CAB employees were interviewed by the subcommittee staff 
but no one admitted the leak or any knowledge of it. 

On April 9, 1957, Senator John L. McClellan, chairman of the 
Senate Permanent Subcommittee on Investigations, designated Sena- 
tor Henry M. Jackson as acting chairman of the subcommittee to hold 
hearings covering leaks from the Civil Aeronautics Board.‘ 


* Hearings, Leaks of CAB Decision of August 2, 1956, Affecting Northeast Airlines Stock, May 1, 2, 20, 
and 21, 1957. 
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Leak No. 1 

Delta Airlines have as their Washington attorneys the law firm of 
Pogue & Neal. On the night of August 2, 1956, Robert Oliver, an 
attorney in this law firm, was working late in his office as was his 
custom. At approximately 11 p. m., he claims he received an anony- 
mous telephone call informing him that the CAB had that evening 
awarded the New York-Florida route to Northeast Airlines. Oliver 
did not recognize the voice of the caller. Shortly thereafter, Oliver 
telephoned Robert L. Griffith, the Washington representative of 
Delta Airlines, and advised him of the anonymous telephone call. 
On August 3, 1956, at approximately 8:30 a. m., Griffith telephoned 
Robert Snodgrass, president of the Atlas Finance Co., Atlanta, Ga., 
and informed him he had received some information on the New 
York-Florida route case and he thought the award was going to 
Northeast. Snodgrass was a business acquaintance who had asked 
Griffith to let him know if he heard anything regarding the New York- 
Florida case. At the time of his telephone call on August 3, 1956, 
Griffith had no indication that Snodgrass intended to use the informa- 
tion to purchase stock. Snodgrass, upon receiving this information 
from Griffith, called his stockbroker and ordered 1,000 shares of 
Northeast Airlines stock. He also purchased 500 shares of stock for 
his wife. On the same date, the treasurer of Atlas Finance Co. and 
Snodgrass’ attorney purchased some of this stock after they were 
informed by Snodgrass that he had bought some. Snodgrass sold 
his Northeast stock at a net profit of $1,875, and his wife sold her 
stock at a net profit of $784.87. 


Leak No. 2 

Laurence Henderson, an employee of the Fairchild Engine & Air- 
plane Corp., Hagerstown, Md., was employed by ‘Trans-American 
Airlines from January 1954 until the fall of 1956. On June 29, 1956, 
he formed an agreement with Raimond Bowles, of Manchester, N. H., 
and Gillis Long, of Washington, D. C., to find purchasers for North- 
east Airlines stock owned by the Atlas Corp. Atlas Corp. has a 
controlling interest of 55 percent in Northeast Airlines. The group 
contacted Forrester Clark, of Boston, Mass., who was a partner in 
an investment firm, and solicited his assistance in their attempts to 
locate purchasers. At 10:06 a. m. on August 3, 1956, Henderson 
telephoned Clark in Boston and informed him that the CAB award 
had gone to Northeast Airlines on a 3 to 2 vote. At 10:23 a. m. 
Clark purchased 500 shares of stock. 

Initially, Henderson testified that when he made this telephone 
call to Clark in Boston he had been advised by an investment firm 
in Washington, D. C., the stock was active and had gained approxi- 
mately 1% or 2 points. -He maintained that the 3 to 2 vote was spec- 
ulation on his part. He was confronted with a letter from the Securi- 
ties and Exchange Commission which revealed that the first purchase 
of Northeast Airlines stock on August 3, 1956, was at 10:04 a. m. 
The second purchase was at 10:14 a. m. Since his telephone call to 
Clark was at 10:06 a. m., he obviously could not have received this 
information from an investment firm. He then changed his testi- 
mony and stated it was his best judgment that the information he 
passed on to Mr. Clark came from Raymond Sawyer, Executive Staff 
Director of CAB. He steadfastly refused to state that Raymond 
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Sawyer actually did give him this information, although he repeatedly 
concluded that it must have come from Sawyer. 

Raymond Sawyer testified that he was a very close friend of Rai- 
mond Bowles, of Manchester, N. H., but only knew Henderson 
casually. He maintained that he had a telephone conversation with 
Henderson on August 10, 1956, and produced a memorandum to sup- 
port his position. At least seven times during his testimony he 
positively said that he talked to Henderson on the telephone on 
August 10, 1956. He denied discussing the award with Henderson 
at any time. Documentation was introduced which showed that 
Henderson was in Chicago from August 7 to 17, 1956, and no tele- 
phone call was made to Sawy er. Asa matter of fact, Sawyer testified 
that the telephone call he made to Henderson was a local call. In 
view of the conflicting testimony, Sawyer was recalled to the stand 
several days later, at which time he was less positive in his own mind 
about the August 10, 1956, telephone conversation with Henderson. 
He claimed that the memorandum to which he had been referring 
was one that had been reconstructed by his stenographer. He still 
denied advising Henderson of the CAB decision of August 2, 1956. 

Prior to the hearings, Henderson submitted to the staff an affidavit 
which his testimony revealed was inaccurate. Forrester Clark also 
executed an affidavit to the staff during the preliminary inquiry in 
which he denied receiving any information, directly or indirectly, 
regarding or relating to the decision of CAB. 

Robert Oliver’s stock purchase of August 8, 1956 

Robert Oliver, the attorney for Pogue & Neal, who received the 
anonymous telephone call regarding the CAB dec ision on August 2, 
1956, purchased 400 shares of Northeast stock early in the morning y 
of August 3, 1956. In the afternoon of that date, he returned to the 
investment firm and claimed that this purchase ‘of stock was made 
in error as he wanted Northwest stock. His testimony concerning 
this error was not convincing as evidenced by the following: He had 


no inside information pertaining to Northwe a ’s stock; substantial 
parts of his story were contradicted by oe stock selesman; 1 e was not 
a wealthy man; he did not tell his law partner abaut the purchase; 


he attempted to have the transaction completely crased from the 
record; and he had refused to accept the profit made on the North- 
east stock. 

Oliver’s refusal to permit Griffith to furnish the subcommittee staff 
with his name indicated a complete lack of eee mn. After his 
name was ascertained, he refused to discuss the stock purchase of 
August 3, 1956, claiming it was a privileged communication between 
lawyer and client, which was not the case. 

Legislation 

James R. Durfee testified he became Chairman of the Civil Aero- 
nautics Administration on April 13, 1956. Shortly after taking office, 
he became aware of the problem of leaks, and about a month later 
he discussed this matter with the other members of the Board. After 
the leak of August 2, 1956, the Civil Aeronautics Board adopted the 
policy of promptly publishing how the Board voted in an adjudica- 
tive matter. This is merely an announcement of the vote and is not 
binding on a Board member as the vote does not become final until 
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a decision is formulated and signed. A Board member may change 
his vote any time until he signs the written opinion. This was the 
first time in the history of the Civil Aeronautics Board that this 
practice was put into effect. It was adopted by the Board in an at- 
tempt to eliminate leaks concerning any vote in an adjudicative case. 
There is no present existing criminal statute covering these leaks, 
and Mr. Durfee felt legislation in this regard would be beneficial. 
The integrity and dignity of the Civil Aeronautics Board is most 
important, and Mr. Durfee believes it should be clothed with the 
same immunity from interference as is a court of law. He felt that 
legislation in this direction would be helpful. 


Conclusions and recommendations 


The subcommittee concluded that Laurence Henderson was neither 
cooperative nor convincing in his testimony and that Raymond 
Sawyer’s testimony was evasive and hindered the subcommittee’s 
work. 

Testimony from CAB officials indicated that leaks of information 
of a secret nature had been promiscuous at the CAB for many years. 
The subcommittee feels that legislation making it a criminal penalty 
to willfully disclose information in any matter pending adjudication 
to any person will have a salutary effect and be a strong deterrent 
against such disclosures in the future. It also feels that since regula- 
tory agencies are quasi-judicial the Board members, when acting in an 
adjudicative matter, should be afforded the same protection as a judge 
in a court of law. Legislation to these ends has been introduced in 
the Senate and referred to the Senate Committee on Judiciary. It 
applies to the six regulatory agencies in the United States Government, 
namely the Civil Aeronautics Board, the Securities and Exchange 
Commission, the Interstate Commerce Commission, the Federal Com- 
munications Commission, the Federal Trade Commission, and the 
Federal Power Commission. 

Since Senator Karl E. Mundt did not participate in this matter, 
due to his having been preoccupied with his work as a member of the 
Select Committee on Improper Activities in the Labor or Manage- 
ment Field, he neither approves nor disapproves this portion of the 
report. 

Senator Carl T. Curtis submitted the following as his individual 
view: 

My reaction to the evidence presented in the committee 
hearings is that there was not conclusive proof of any overt 
actions pinpointed as to any individual, which could affix 
responsibility for the leaking of information. It is evident 
that the general practice and procedures in handling such 
matters could be improved. The testimony of the Chairman 
indicates that a number of important steps have been taken 
to correct the situation. 

As a general rule, | believe that, when a decision is arrived 
at, it ought to be given to the public, even though formalizing 
the opinion comes at a later time. 
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Senator Chapman Revercomb submitted the following as his 
individual view: 

It is my view that the evidence, while revealing that infor- 
mation must have been wrongfully leaked or disclosed, does 
not make certain who made such a disclosure or disclosures. 

I do not concur in that part of the ‘‘Recommendation”’ of 
the report recommending passage of S. 2462 because I do not 
favor legislation that may be construed to prevent any Mem- 
ber of the Congress from discussing with any department or 
agency of government any public subject under considera- 
tion by, or which should be brought to the attention of, 
such department or agency. 


SALE oF ComBpat VEHICLES BY SuRPLUS DEALER TO FRANCE 


The subcommittee conducted a preliminary inquiry concerning the 
sale of 379 M-8 armored cars by the United States Army at Red 
River Arsenal, Texarkana, Tex., to the United Auto Parts Co., Inc., 
and its affiliate, Texarkana Truck Parts Co., surplus property dealers 
located in Kansas City, Kans., and Texarkana, Tex., respectively. 
These armored cars were sold in the spring of 1954 after they had 
been declared obsolete and surplus to the military’s needs. At the 
time of the purchase of these vehicles, certain demilitarization provi- 
sions, as well as certain scrap warranties, were stipulated in the sales 
contract. Under the demilitarization provisions, portions of the 
turret and the frontal armor plate were removed from each of the 
armored cars. The cars were sold to United Auto Parts Co., Inc., 
and its affiliate, Texarkana Truck Parts Co., at an average price of 
$375 per vehicle. 

In the latter part of 1955, the French Government, through their 
United States Embassy, purchased 350 M-—8 armored cars from United 
Auto Parts Co., Inc. This contract called for the complete remili- 
tarization of these vehicles, even though this action would apparently 
violate the agreement which United Auto Parts Co., Inc., had with 
the Department of the Army. In order to fulfill this contract, 
United Auto Parts Co., Inc., rewelded those portions of armor plate 
which had previously .been removed from the turret and chassis of 
each vehicle. They then sold the 350 rebuilt combat vehicles to the 
French Government at an average price of $3,675 per vehicle, or a 
total selling price of $1,286,250. The same vehicles had been pur- 
chased from the Army for approximately $140,000. 

In the fall of 1954, United Auto Parts Co., Inc., and Texarkana 
Truck Parts Co. had been placed on the suspended bidders list by the 
Department of the Army for a totally unrelated action. 

In the spring of 1956, the French Government made application to 
the Department of State for an export license to ship the 350 remili- 
tarized vehicles to Algiers, Algeria. The Department of Defense 
objected to the granting of this license since the United Auto Parts 
Co., Inc., had acquired these cars in a demilitarized state and recondi- 
tioning them to military specifications would not only be contrary to 
Department of Defense and Department of Army directives, but 
would also violate the contract between the Army and United Auto 
Parts Co. The State Department at this time was well aware that 
United Auto Parts Co. was on the suspended bidders list; however, it 
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specifically requested the Department of Defense to remove its objec- 
tion to the granting of an export license. The Department of Defense 
complied, and the haenee was granted. 

In 1955, despite the fact that they were on the Army’s suspended 
bidders list, United Auto Parts Co., Inc., was awarded two contracts 
for miscellaneous truck parts by the Army at Red River Arsenal, 
Texarkana, Tex. 

In July 1956, the manager of Texarkana Truck Parts Co., realizin 
his firm was on the suspended bidders list, sent his secretary to Red 
River Arsenal to submit a bid in her own name. The secretary was 
successful in purchasing two trucks which were paid for by the Texar- 
kana Truck Parts Co. 

During the course of this preliminary inquiry, a civil complaint was 
filed by the Department of Justice in the United States District Court 
for the Western District of Missouri against United Auto Parts Co., 
Inc., Texarkana Truck Parts Co., and certain of their officers to re- 
cover double damages of $1,172,741.50 in connection with the sale of 
the remilitarized armored cars to France. The subcommittee, not 
wishing to interfere with this action brought by the executive branch 
of the Government, has deferred its investigation until such time as 
the civil suit filed by the Department of Justice has been resolved. 


Export-Import Banx Loans To Minera FERNANDEZ FoR GSA 
PuRCHASE OF MANGANESE 


Under the chairmanship of Senator Henry M. Jackson, the sub- 
committee held executive sessions concerning the Export-Import 
Bank of Washington and the General Services Administration (GSA), 
both agencies of the United States Government, and Minera Fernan- 
dez, a corporation which owned a manganese mine located at Parral, 
Mexico. 

In October 1951, the Export-Import Bank granted a loan of $350,000 
to Minera Fernandez. At the same time, this loan carried the 
condition that Minera Fernandez enter into a contract with GSA to 
furnish them 100,000 tons of manganese, delivery to commence April 
1, 1952, and to be completed by June 30, 1956. The GSA contract 
entailed the provision that any change in the ratio of the United 
States dollar to the Mexican peso would be for the account of the 
Government. 

The initial loan of $350,000 from the Export-Import Bank was 
enlarged in November 1952 by $100,000; in April 1953 by $105,000; 
on October 29, 1953, by $135,000; and on March 8, 1955, by $60,000. 
The loan agreement prov ided for’ repayment by Minera Fernandez to 
the Export-Import Bank at the rate of $6.90 per ton from the proceeds 
of its sale of manganese to GSA. It was not until October 1953, 2 
years after the original contract, that the first delivery of manganese 
ore was made to GSA. 

In May 1955, GSA discovered that it had failed to consider the 
devaluation of the peso which had occurred on April 19, 1954. This 
oversight by GSA resulted in a loss to the Government of $164,263.78. 
GSA, therefore, credited its account by taking all of the ore in transit, 
refusing payment to Minera Fernandez, and offset this loss by $73,645. 
From the period of October 1951 until May 1955, there was an ap- 
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roximate total of only 18,500 tons of manganese delivered by Minera 
Dosthaaen: 

In August 1955, GSA canceled its contract with Minera Fernandez 
and has been due a balance of $90,618.78. 

Investigation by the subcommittee revealed that there was no origi- 
nal geological examination attempted at the mine and no sampling 
was done; business management at Minera Fernandez mine was poor 
and lacking in the understanding of mining problems; and the Export- 
Import Bank was not receiving monthly reports as called for in the 
loan agreement, which reports were important not only in describing 
the progress that was being made in the mine, but in disclosing 
financial data as well. The loss to the Export-Import Bank has been 
approximately $650,000. 

No specific request was ever received by the bank from any Govern- 
ment agency to make this particular loan. However, various docu- 
ments were received by the subcommittee which reflected the para- 
mount interest of many Government agencies in the production and 
supply of manganese, both at home and abroad. 

The subcommittee has taken cognizance of the fact that manganese 
in 1951 was a stockpiling item and it recognizes the state of interna- 
tional friction which existed at that time. However, it appears in this 
case that both the original loan by the Export-Import Bank and sub- 
sequent extensions, together with the carelessness of GSA officials, 
have resulted in a loss to this Government of approximately $740,000. 

It is believed by the subcommittee that this inquiry will assist the 
Export-Import Bank in future adherence to basic procedures in order 
to preserve its record of achievement as outlined in its semiannual 
report to the Congress. 

Since Senator Karl E. Mundt did not participate in this matter, due 
to his having been preoccupied with his werk as a member of the 
Select Committee on Improper Activities in the Labor or Management 
Field, he neither approves nor disapproves this portion of the report. 


Matrers REFERRED TO THE DEPARTMENT OF JUSTICE 


In 1955 the subcommittee held hearings concerning procurement 
practices of the Armed Services Textile and Apparel Procurement 
Agency (ASTAPA), an agency which was established by the Depart- 
ment of Defense to procure textiles and apparel for the Army, Navy, 
and Air Force. All of the hearings in connection with this subject 
matter were furnished to the Department of Justice for various 
violations of law. 

Indictments were returned by a Federal grand jury in the United 
States District Court for the Southern District of New York, charging 
nine former ASTAPA employees and contractors with conspiracy to 
defraud the United States Government. Six were found guilty of 
the charges and on May 15, 1957, the judge imposed the following 
sentences: 

Harry Lev, 9 months and a fine of $5,000. 

Raymond Wool, former Air Force captain in the purchasing section 
of ASTAPA, 18 months and a fine of $1,500. 

Marvin Rubin, 15 months and a fine of $1,000. 

Mrs. Mella Hort, former procurement clerk in ASTAPA, 2 years 
probation and a fine of $1,500. 
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Maurice Ades, 2 years probation. 

Joseph Porreca, former chief inspector of the Textile Fabrication 
Branch, New York Quartermaster Procurement Agency (NYQMPA) 
and ASTAPA, 2 years probation and a fine of $3,500. 

The cases of Maj. Eric C. Farnell, former ASTAPA contracting 
officer, and George Earnshaw, former civilian purchasing agent for 
ASTAPA, are in a pending status. David Pollack, former group 
chief, cost and price analysis section of ASTAPA, was acquitted. 

In January of 1957, public hearings were held on labor racketeering 
in connection with the violations or nonenforcement of Government 
laws and regulations in the labor union field. Four witnesses, Frank 
Brewster, Nugent LaPoma, Einar Mohn, and Harry Reiss objected 
to the subcommittee’s jurisdiction and refused to answer questions. 
As a result, the United States Senate cited these individuals for con- 
tempt of the Senate on February 19, 1957, and their cases were re- 
ferred to the United States attorney for prosecution. Thereafter, 
Frank Brewster was tried and found guilty of contempt of the Senate 
by the United States District Court in W: ashington, D. C., on June 
26, 1957, and he received a sentence of 1 year and a fine of $1,000. 
Similarly, Nugent LaPoma was tried and found siléy on July 31, 
1957, receiving a suspended sentence of 1 month and a fine of $1,000. 
These two cases have been appealed and by agreement Einar Mohn 
and Harry Reiss will not be tried pending the outcome of the appeals. 


The members of the Committee on Government Operations, except 
those who are members of the Senate Permanent Subcommittee on 


Investigations, did not sit in on the hearings and executive sessions 
on which the above report was prepared. Under these circumstances, 
they have taken no part in the preparation and submission of the 
report, except to authorize its filing as a report made by the sub- 
committee. 
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851TH CONGRESS } SENATE REPortT 
2d Session No. 1187 


STUDY OF FEDERAL HOUSING PROGRAMS 


JANUARY 23, 1958.—Ordered to be printed 


Mr. Sparkman, from the Committee on Banking and Currency, sub- 
mitted the following 


REPORT 


[To accompany S. Res. 207] 


The Committee on Banking and Currency, to whom was referred 
the resolution (S. Res. 207) authorizing further expenditures and tem- 
porary employment of additional assistants by the Committee on 
Banking and Currency to study public and private housing, having 
considered the same, report favorably thereon without amendment 
and recommend that the resolution do pass. 


GENERAL STATEMENT 


It is anticipated that the funds and personnel requested will be used 
by the Subcommittee on Housing of the Committee on Banking and 
Currency to continue its study, investigation, and preparation of 
legislation on matters relating to public and private housing as author- 
ized by section 134 of the Legislative Reorganization Act of 1946, and 
pursuant to the committee’s jurisdiction under rule XXV 1 (d) 4 of 
the Standing Rules of the Senate. 

During the 1st session of the 85th Congress, pursuant to Senate 
Resolution 44, the subcommittee’s activities included studies and 
investigations, both in Washington and in the field, of all phases of 
housing. The subcommittee held extensive hearings during adjourn- 
ment in various parts of the country on a number of current housin 
problems. Among them were slum clearance and{urban renewal, 
public housing, middle-income housing, military housing, and the 
state of the mortgage market. The subcommittee also held hearings 
during the last session and prepared for the Committee on Banking 
and Suiateer the 1957 omnibus housing bill and many other bills 
falling within the purview of the subcommittee. 

The Federal housing programs over which the subcommittee main- 
tains a continuing surveillance include: the Federal Housing Adminis- 
tration system of mortgage insurance, which encompasses more than 
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$20 billion worth of mortgage financing; a $1,350 million program of 
slum clearance and urban renewal, which now covers 480 projects in 
300 cities; a low-rent public-housing program approximating 500,000 
dwelling units in place; the secondary market and special-assistance 
operations of the Feder al National Mortgage Association, now operat- 
ing with authorizations totaling more than $3 billion; a college housing 
loan program of nearly $1 billion; a direct-loan program for veterans 
in small towns and rural areas which has a portfolio of $700 million; 
a $2.3 billion mortgage insurance fund for military family housing; 
and several other specialized programs such as community facilities, 
farm housing, home-improvement loans, and the voluntary home 
mortgage credit program. 

The subcommittee has increasingly come to serve as a channel of 
communication between Members of the Senate, Government agencies 
and the housing industry. It has accumulated experience and knowl- 
edge which are utilized every day by Members having an interest in 
legislation, both existing and proposed, and in administrative problems 
affecting housing. 

Of immediate future interest is the whole urban renewal program, 
including Federal capital grants and the redevelopment of slum areas 
by private groups using FHA mortgage insurance. Recent subcom- 
mittee hearings in six cities have demonstrated that most communities 
have a lively interest in urban renewal. 

In the interest of assuring communities that they will receive the 
full urban renewal benefits intended by the Congress and that they 
are able to participate on an equal basis, the Housing Subcommittee 
has maintained close liaison with administrative agencies and city offi- 
cials and will be prepared to offer suggestions to strengthen the basic 
statute as needed. 

The housing industry is one of the largest in the Nation. It has a 
great influence upon the credit and fiscal policies of the Federal 
Government; its stability or lack of stability has a considerable impact 
on the national economy. At no time is this more evident than at 
present, when many observers look to the housing industry as a prin- 
cipal means of reversing or arresting the current economic recession. 
Thus, the scope of the Federal involvement in housing, the size of the 
industry, its growing importance to the national economy, and the 
increasing complexity of the procedures necessary to cope with housing 
problems require the employment of adequate numbers of persons 
with qualifications in law, economics, statistics, and real-estate matters. 

The committee, therefore, recommends that the resolution do pass. 


DEPOSITED BY THE 


UNITED STATES OF AMERICA 
STUDY OF FEDERAL HOUSING PROGRAMS 


Budget 





Gross Monthly | Total for 

Number sals salary salary period of 

(per (gross) budget 
) (gross) 


STAFF 


Legal and investigative: | 
Staff director. -_- at peent § $13,617.69 | $1,134.80 | $13, 617.69 
Chief counsel_ hi ca wadiaiebal 13, 617. 69 1, 134. 80 13, 617. 69 
Assistant counsel bitte heeiemen k 674. 84 8, 098. 17 
Investigator _-------- “ | ‘ . 554, 95 13, 319. 00 

Editorial and research: | 
Research Director - ghana wholdadesal g k 872. 24 10, 466. 88 
Staff assistant - ---- NS sokve ‘ 887. 10 10, 645. 24 

Administrative and clerical: 
Assistant clerk (secretary to Director) -- 5 f - 443. 63 5, 323. 61 
Assistant clerk (file)..........- pewennsl bi a 10, 030. 62 





Subtotal, staff expense...........-- ns 
ADMINISTRATIVE 


Contribution to civil service retirement fund (614 percent of total salaries poems 

‘Travel Goaclsisive of Bene Wi VORCINING) oon wckdiic chun <thws Cinbuaotwadeabbbddndcdsnive de 
Hearings (inclusive of reporters’ fees) ...............-.-------.-.-.-.. asa tieiebiaasts Siainaiiiias dentin’ 
Witness fees, expenses 

Stationery, office supplies - 

Communications (telephone, telegraph) 

Newspapers, magazines, documents 

Contingent fund... og 





Subtotal, administrative expense. 


Total 








Fund requested, S. Res. 207,°$104,000. 
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UNITED SIAICS UF AMERICA 


85TH Coneress SENATE 
2d Session 





AUTHORIZING,THE COMMITTEE ON BANKING AND CUR- 
RENCY TO INVESTIGATE CERTAIN MATTERS UNDER 
ITS JURISDICTION 


JANUARY 23, 1958.—Ordered to be printed 


Mr. Fuusricut, from the Committee on Banking and Currency, 
submitted the following 


REPORT 


[To accompany 8S. Res, 214] 


The Committee on Banking and Currency, to whom was referred 
the resolution (S. Res. 214) concerning the investigation of certain 
matters and authorizing expenditures therefor, having considered 
the same, report favorably thereon without amendment and recom- 
mend that the resolution do pass. 

That resolution authorizes this committee, or any duly authorized 
subcommittee thereof, to employ on a temporary basis such technical, 
clerical, and other assistance as may be necessary to carry out studies 
and investigations within the jurisdiction of the committee. For 
many years, resolutions similar to this have been approved for this 
committee on an annual basis. 

It is expected that the funds and personnel requested will be used 
to study and investigate the following categories of problems within 
the jurisdiction of the committee: 

(1) banking and currency generally; 

(2) financial aid to commerce and industry; 

(3) deposit insurance; 

(4) the Federal Reserve System, including monetary and credit 
policies; 

(5) economic stabilization, production, and mobilization; 

(6) valuation and revaluation of the dollar; 

(7) prices of commodities, rents, and services; 

(8) securities and exchange regulation; 

(9) credit problems of small business; and 

(10) international finance through agencies within the legis- 
lative jurisdiction of the committee. 
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Additional personnel and other expenditures under the resolution 
would supplement the regular permanent staff and cover other 
expenses incident to the committee’s responsibility. Due to the 
extremely complex nature of the matters within the committee’s 
jurisdiction, it has been found necessary from time to time to bring 
in experts in the various fields. The workload of the committee is 
extremely heavy. This workload has made it necessary to operate 
primarily through subcommittees, and this, in turn, has required 
additional staff. 

Authorization for the expenditure of the amount provided in this 
resolution will enable the committee to operate, from the standpoint 
of staff and other expenses, at approximately the same level as it has 
in previous sessions, making full use of existing personnel on its 
permanent staff. 

O 





Calendar No. 1228 


857TH CoNGRESS SENATE REpPorT 
2d Ses Ssion No. 1197 


JOINT COMMITTEE ON WASHINGTON METROPOLITAN 
PROBLEMS 





JANUARY 27, 1958.—Ordered to be printed 





Mr. Henninas, from the Committee on Rules and Administration, 
submitted the following 


REPORT 


[To accompany 8. Con. Res. 57] 


The Committee on Rules and Administration to whom was referred 
the concurrent resolution (S. Con. Res. 57) providing additional funds 
for the Joint Committee on Washington Metropolitan Problems, 
having considered the same, report favorably thereon without amend- 
ment and recommend that the concurrent resolution be agreed to by 
the Senate. 

This concurrent resolution would authorize the expenditure of 
$80,000 through January 31, 1959, by the Joint Committee on Wash- 
ington Metropolitan ¢ roble ‘ms to carry on its studies of the growth and 
expansion of the District of Columbia, and to determine “with what 
degree of success the District’s problems are resolved by the various 
agencies of the Government which are concerned in them. 

The following is a letter to the chairman of the Committee on Rules 
and Administration, Senator Thomas C. Hennings, Jr., from the 
chairman of the joint committee, Senator Alan Bible, with an accom- 
panying budget: 

CONGRESS OF THE UNITED STATES, 
Joint COMMITTEE ON WASHINGTON METROPOLITAN PROBLEMS, 
Washington, D. C., January 14, 1958. 
Hon. THomas C. HENNiNGs, Jr., 
Chairman, Committee on Rules and Administration, 
Washington, D.C. 

Drar Senator: I am submitting herewith a proposed budget for 
the Joint Committee on Washington Metropolitan Problems, for the 
period from February 1, 1958, up to and including January 31, 1959. 
This committee was formed pursuant to House Concurrent Resolution 
172, 85th Congress; and our request for $80,000 for 1958 is contained 
in the accompanying draft of a resolution. It will be noted that in 
writing this resolution, no mention is made of assuring a minority 
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appointment on the staff. We have done this because we feel that 
this is a matter which can be resolved by the full joint committee at 
any of its next regular meetings. 

This committee is authorized to examine, investigate, and make a 
complete study of any and all matters pertaining to (a) problems 
created by the growth and expansion of the District of Columbia and 
its metropolitan area, (b) how and with what degree of success such 
problems are handled and resolved by the various agencies and 
instrumentalities of the Government which are charged with the 
duty of resolving such problems, and (c) how the resolution of such 
problems is affecting the affairs of the District of Columbia. 

The budget estimate of $80,000 is based upon operating expenses 
of the past 5 weeks, plus the additional expenses coming up in 1958 
for hearings, special consultants’ fees, per diem professional em- 
ployees’ salaries and other necessities in conjunction thereto. 

In this connection, I wish to point out that of our original authoriza- 
tion of $50,000, the committee has expended to date approximately 
$6,000 and our committee has only just begun to operate. I can 
assure you that this committee will continue to operate as economically 
as the circumstances justify. I shall be glad to appear before your 
committee in support of this requested authorization approval if your 
committee should desire further information in connection with this 
proposed budget. 

Thanking you for your committee’s early attention to this matter 
and with kind regards, I am 

Cordially, 
ALAN BIBLE, 

Chairman, Joint Committee on Washington Metropolitan Problems. 


Joint Committee on Washington Metropolitan Problems budget, Feb. 1, 1958-—Jan. 31, 
1959 


Base Gross Monthly Total for 

Position Number | salary (per | salary (per salary period of 
annum annum) (gross budget 
(gross) 


SALARIES 


Staff director ; $8, 820 | $14, 800. 00 $1, 233. 33 $14, 800 
Secretary 3, 780 7, 070. 56 589. 21 7, 070. 
Stenographer 1, 800 3, 679. 42 306. 61 3, 679 
Consultants at $41.11 per day for 75 days 30, 832. 5 
Assistant director (w. a. e.) at $35 per day for 

200 days_-_- 7, 200 


Subtotal, staff expense 63, 582 


ADMINISTRATIVE 


Contribution to civil-service retirement fund and insurance 
Travel (inclusive of field investigations) 

Reimbursable payments to agencies. - 

Hearings (inclusive of reporters’ fees) 

Witness fees, expenses 

Office supplies 

Communications (telephone, telegraph) 

Newspapers, magazines, documents 

Research contracts 

Contingent fund 


Subtotal administrative expenses 


Total 


Fund requested, S. Con. Res. 57, $80,000. 











Calendar No. 1211 


85TH CoNGRESS t SENATE | REporT 
9d Session No. 1198 


INVESTIGATIONS BY THE COMMITTEE ON POST OFFICE 
AND CIVIL SERVICE 


JANUARY 27, 1958.—Ordered to be printed 


HENNINGS, from the Committee on Rules and Administration, 
submitted the following 


REPORT 


[To accompany 8. Res. 208] 


The Committee on Rules and Administration, to whom was referred 
the resolution (S. Res. 208) authorizing the Committee on Post 
Office and Civil Service to investigate certain specific matters under 
its jurisdiction, having considered the same, report favorably thereon 
without amendment, and recommend that the resolution be agreed 
to by the Senate. 

This resolution would authorize the expenditure of $50,000 by the 
Committee on Post Office and Civil Service through January 31, 1959, 
for the continuation of the committee’s studies in respect to the 
administration of the Federal employee group life insurance program 
by the Civil Service Commission, the administration of the civil- 
service system by the Commission, and the administration by the 
Post Offic e Department of the postal service, as well as the initiation 
of any inquiries into subjects within the committee’s jurisdiction 
demanding attention during the current year. 

Further justification for the requested amount is set out in a letter 
and statement addressed to the cbiteudis of the Committee on Rules 
and Administration, Senator Thomas C. Hennings, Jr., from the 
chairman of the Committee on Post Office and Civil Service, Senator 
Olin D. Johnston, which, with an accompanying budget, follows 

JANUARY 20, 1958 
Hon. Tuomas C. Hennings, Jr., 
Chairman, Committee on Rules and Administration, 
United States Senate, Washington, D. C. 

Dear Senator: I am submitting herewith a statement of justifica- 

tion and proposed budget for the program to continue the study and 
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investigation of: (1) the administration of the Federal employee group 
life insurance program as carried out by the Civil Service Commission ; 
(2) the administration of the civil-service system as carried out. by the 

Civil Service Commission and other agencies of the Government; and 
(3) the administration and policies of the postal service as carried out 
by the Post Office Department, particularly with respect to (a) 
postal policy, (6) research and development, and (c) postal rates. 

The committee conducted these studies under authority of Senate 
Resolution 25, and will have an unexpended balance of approximately 
$13,000 under this resolution on January 31, 1958. 

Sincerely yours, 
Ourn D. JoHNsTon. 


STATEMENT OF JUSTIFICATION 


Senate Resolution 208 provides $50,000 to the Committee on Post 
Office and Civil Service for the 12-month period beginning February 1, 
1958, to continue the investigation of the administration and policies 
of the postal-service system as carried out by the Post Office Depart- 
ment, the administration of the civil-service merit system and the 
administration of the Federal employees group life insurance program 
as carried out by the Civil Service Commission. 

The investigations of the postal service and the civil-service merit 
system were initiated under authority of Senate Resolution 33, 84th 
Congress, agreed to May 11, 1955. The studies were continued under 
authority of Senate Resolution 153, agreed to February 20, 1956, and 
Senate Resolution 25, agreed to January 30, 1957. The committee 
needs approximately $15,000 to complete these 2 investigations before 
submitting its final reports to the Senate. 

A preliminary report on the administration of the Civil Service 
System was made on March 4, 1957. ‘That report has been used as the 
basis for legislation both enacted and still pending or now in prepara- 
tion. The final report will serve a similarly useful purpose. 

Also, as the result of studies by a seven-member Citizens Advisory 
Committee, a report entitled “The Post Office as a Public Service” 
was submitted and printed on February 26, 1957. That report was 
widely circulated and received general acclaim by the press of the 
Nation. It, too, has served as the basis for legislation enacted and 
pending or now in preparation. It is anticipated that the final report 
will serve as a useful tool for many years to come. 

The administration submitted its request to Congress last January 
to increase postal rates by substantial amounts. In his budget mes- 
sage of January 13, 1958, the President amended his request and 
proposed that the fee for out-of-town first-class letter mail be 5 cents 
instead of 4 cents. This proposal represents a substantial new con- 
cept, and must be explored thoroughly before committee action can 
be accomplished. 

In addition to the study of the Federal employees group life insur- 
ance program outlined in my letter of January 17, 1957, to you and 
not previously started because of other more pressing matters, the 
committee plans to conduct a financial survey of retired Federal 
employees, and of third-class mail permit holders. 
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Authorization and organization 


The staff for the various studies and investigations will be organized 
under the supervision of the executive director of the standing com- 
mittee with 1 accountant, 2 investigators, and 3 stenographers and 
clerical. assistants. 


Commitee staff workload 


As one result of committee studies, Congress established a definite 
6-year term of office for the 3 Civil Service Commissioners. It was 
believed that this would be a major step forward in strengthening and 
improving the administration of the civil service merit system by the 
Civil Service Commission. This, however, has proven not to be the 
case. By a series of appointments made in recent months, the Civil 
Service Commission has been made weaker than at any time in its 
75-year history. Instead of accepting the recommendation of Congress 
to strengthen the Commission, the recent appointments seem to us to 
be a deliberate effort to insert unqualified people so as to take a direct 
slap at the congressional intent. Immediate steps must be taken to 
straighten out this situation or the civil service as established 75 years 
ago is in grave danger of being abolished. 

A staff study was started last August to determine the impact of 
certain postal-rate increases on small businesses. The committee 
will need the information obtained from this study now and in the 
future in connection with the fixing of postal rates. 

A drastic new concept of postal establishment rehabilitation has 
been presented that would permit the use of Federal retirement funds 
to finance research of new equipment and a modernization and new 
building program. It has been estimated that such a modernization 
program could reduce the cost of operating the postal establishment by 
many millions of dollars annually. 

It is hoped that sufficient research will enable the committee to act 
on this proposal and that a method can be presented to allow the 
program to proceed without the necessity of immediate large appro- 
priations or increasing the already burdensome postal deficit. 

The committee plans to complete its investigation of the group life 
insurance program for Federal employees, and to complete its survey 
of the financial positions of those former Federal employees now 
retired. 

The committee will turn back to the Congress approximately 
$13,000 of its $50,000 appropriation for 1957; $18,000 remained 
unspent at the end of the 84th Congress. The committee plans to 
supervise the disbursement of the present request just as judiciously 
and hopes it can accomplish its extra duties with less. However, 
current estimates make it absolutely impossible to reduce the request 
in this resolution below $50,000. 





COMMITTEE ON POST OFFICE AND CIVIL SERVICE 
Budget, Feb. 1, 1958-—Jan. 31, 1959 


iN cael " 
Base Gross | Monthly | Total for 
Position Number salary | salary salary | period of 

| 

| 


(per (per (gross) | budget 
annum) | annum) (gross) 


| 
| pmeeensitiia a — —_ See 
| 


STAFF 


Legal and investigative: 
Chief investigator ...........-- ee ee 5, 4 $9, 7 753. 50 2.79 | $9, 753. 50 
Investigator - __-- piuttobhcn de ; 7, 584. 37 32. 0 7, 584. 37 


Administré ativ e and clerical: 
6, 248. 46 520. 70 6, 248. 46 


Stanegrarther TE Sais = eae 2.580 | 5,015.31} 417.94 | 10,030.62 
Accountant_...........-- I at ae 5, 6 |10, 110. 19 342.51 | 10,110, 19 





Subtotal, staff expense - - . -| analy ' i | 43, 727.1 








ADMINISTRATIVE 


Contribution to civil service retirement fund (634 percent of total salaries paid) -_--_- aeen -| 2,842.16 
Travel (inclusive of field investigs ations) _._- 5 aaa | 1,000.00 
Hearings (inclusive of reporters’ eee Anes wd bideead : ids ee 1, 000. 00 
Witness fees, expenses_- s aaa 300. 00 
Stationery, office supplies -- soe ; how 400. 00 
Communications (telephone, telegraph) ......-......--.--.--- : 400. 00 
Newspapers, magazines, documents. --- nahiaeeingaiahaaagaetes oot sen : 330. 70 


Subtotal, administrative expense...............---- . ; ‘ . | 6, 272 86 


50, 000. 00 





Fund requested, 8. Res. 208, $50,000. 








Calendar No. 1214 


85TH CONGRESS } SENATE REpPoRT 
No. 1199 


2d Session 





SELECT COMMITTEE ON IMPROPER ACTIVITIES IN 
LABOR OR MANAGEMENT FIELD 


JANUARY 27, 1958.—Ordered to be printed 


Henninos, from the Committee on Rules and Administration, 
submitted the following 


REPORT 
[To accompany 8S. Res. 222] 


The Committee on Rules and Administration to whom was referred 
the resolution (S. Res. 222) increasing the limit of expenditures by the 
Select Committee on Improper Activities in the Labor or Management 
Field, having considered the same, report favorably thereon without 
amendment and recommend that the resolution be agreed to by the 
Senate. 

This resolution would authorize an additional $20,000 for expendi- 
ture by the Select Committee on Improper Activities in the Labor 
or Management Field through the month of January 1958, to cover 
an excess of financial obligations incurred as the result of the com- 
mittee’s activities over the period of last year. It is estimated that 
the committee will have exceeded its total authorization of $500,000 
received during 1957 by $19,999.75 by the end of this month, or just 
under the re quested amount of $20,000. An estimated expense ‘account 
for the committee for January, together with an accompanying letter 
from the chairman of the select committee, Senator John L. McClellan, 
to the chairman of the Committee on Rules and Administration, 
Senator Thomas C. Hennings, Jr., explaining the necessity of the 
resolution, follow: 

UNITED STATES SENATE, 
SELECT COMMITTEE ON IMPROPER ACTIVITIES IN THE 
LaBor OR MANAGEMENT FIELD, 
January 16, 1958. 
Hon. THomas C. HENNINGs, Jr., 
Chairman, Committee on Rules and Administration, 
United States Senate, Washington, D. C. 

My Dear Senator: Reference is made to Senate Resolution No. 
222 of the 85th Congress, 2d session, introduced in the Senate on the 
16th day of January 1958, requesting supplemental funds in the 
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amount of $20,000 to meet the financial obligations of the Select 
Committee on Improper Activities in. the Labor or Management 
Field, up to January 31, 1958. 

Attached is the financial report for the period February 1, 1957, to 
January 31,1958. It is estimated the select committee will exceed its 
authorization by $19,999.75 

I am simultaneously addvessing a letter to you referring to a resolu- 


tion for an extension of the life of the committee and requesting addi- 
tional funds. In this letter I have covered the work of the committee 
for the past year and have explained the operations of the committee 
in detail. 

If there is any further information you desire concerning our ex- 
penditures, I would be glad to confer with you or members of your 
committee. 

Sincerely yours, 
JoHN L. McCLe.tuan, 
Chairman. 


Senate Select Committee on Improper Activities in the Labor or Management Field, 
estimated expenses for Jan. 1-31, 1958 


EXPENDITURES 


Accounting firm ; .= $1,300 
Salaries _ — — - . 29, 320 
Per diem (invoice) 4, 800 
Travel (invoice) (this includes unpaid airline bill for October, November, 
and December) . . 12, 000 
Recording proceedings - - - - ; : ; 1, 312 
Witness fees _ __ 700 
Witness travel ____ 2, 000 
Office supplies : 185 
Telephone and telegraph - - - - -- , 1, 600 
Miscellaneous 1, 232 
Salaries of reimbursable Government employees (bills not received since 
Oct: 1, 1957) __- : 13, 300 
Total _ _- 67, 749 
Unexpended balance, S. Res. 74_- 47, 749 


ok needed in excess of amount appropriated under 8. Res. 74 
(85th Cong.) _ 20, 000 


O 















Calendar No. 1217 


85TH CoNGRESS ; SENATE REPORT 
2d Session No. 1200 


INVESTIGATION OF THE ADMINISTRATION OF 
ANTITRUST AND MONOPOLY LAWS 


JANUARY 27, 1958.—Ordered to be printed 


Mr. HEnnNINGs, from the Committee on Rules and Administration, 
submitted the following 


REPORT 


[To accompany S. Res. 231] 


The Committee on Rules and Administration, to whom was referred 
the resolution (S. Res. 231) to investigate the administration of the 
antitrust and monopoly laws of the United States, having considered 


the same, report favorably thereon without amendment and recom- 
mend that the resolution be agreed to by the Senate. 

This resolution would authorize the expenditure of $365,000 by 
the Subcommittee on Antitrust and Monopoly of the Committee 
on the Judiciary from February 1, 1958, through January 31, 1959, 
for the purposes of a continuing study of the administration of the 
antitrust laws of the United States, and a determination of whether or 
not there should be clarification and improved enforcement of same. 

Further justification for the amount to be expended may be found 
in a letter from the chairman of the subcommittee, Senator Estes 
Kefauver, to the chairman of the Committee on the Judiciary, 
Senator James QO. Eastland, which, with a letter of transmittal to the 
chairman of the Committee on Rules and Administration, Senator 
Thomas C. Hennings, Jr., and an accompanying budget, are as follows: 

Unirep Srates SENATE, 
COMMITTEE ON THE JUDICIARY, 
January 16, 1958. 

Re Senate Resolution 231, relating to the Subcommittee on Antitrust 

and Monopoly of the Committee on the Judiciary. 
Hon. Tuomas C. HENNINGs, Jr., 

Chairman, Committee on Rules and Administration, 

United States Senate, Washington, D. C. 

Dear Mr. CuHatrMan: Submitted herewith is the budget approved 

by the Committee on the Judiciary on January 14, 1958, to cover the 
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activities of the Subcommittee on Antitrust and Monopoly for the 
period from February 1, 1958, through January 31, 1959. 

An original resolution (S. Res. 231) was reported favorably to the 
Senate today providing the sum of $365,000 for the work of this 
subcommittee during the coming year. 

The subcommittee has been engaged in a continuing study and 
investigation of the antitrust laws of the United States. In further- 
ance of this objective, the subcommittee plans for the coming year 
are wide in scope and go to the fundamental problems in the antitrust 
field. Its study envisages a determination of whether clarification 
and improved enforcement in supplementation of existing antitrust 
laws are necessary in order to meet the changed developments of our 
times. 

The Subcommittee on Antitrust and Monopoly has been most 
diligent in carrying out its responsibilities in the field of antitrust 
activities. In order that this work be continued, I deem it most 
important that the resolution (S. Res. 231) to provide funds for the 
Subcommittee on Antitrust and Monopoly should be approved by the 
Senate at the earliest possible date. 

I am enclosing for the information of your committee a letter 
addressed to me from Senator Estes Kefauver, chairman of the sub- 
committee, which outlines in complete detail the proposed studies and 
activities to be undertaken during the coming year. 

With kindest regards, I am 

Sincerely yours, 
Jamps QO. EastLanp, Chairman. 


UNITED STatTHs SENATE, 
COMMITTEE ON THE JUDICIARY, 
SUBCOMMITTEE ON ANTITRUST AND MOoNopoLy, 
Washington, D. C., January 14, 1958. 
Hon. James QO. EastLanp, 
Chairman, Committee on the Judiciary, 
United States Senate, Washington, D. C. 

My Dear Mr. Cuatrman: The Antitrust and Monopoly Subcom- 
mittee of the Committee on the Judiciary today unanimously approved 
the attached program, budget, and proposed resolution approving the 
sum of $365,000 for a continuing study and investigation of the 
antitrust laws of the United States. 

The maintenance of a competitive, free enterprise system in Amer- 
ican business is basic to the public welfare. The antitrust laws have 
been, and should continue to be, a major instrument in carrying out 
this unique American doctrine. As our country has developed, the 
continuation and improvement of the ideal of free and open competi- 
tion has been a sought-after objective of the Congress. Congress has 
continuously sought to keep the avenues of competition open “and free 
in order to provide, for all levels of American business, independence 
and the right of self-determination in accordance with individual 
judgment. 

The subcommittee’s plans for the next year are wide in scope and 
go to the fundamental problems in the antitrust field. Its study en- 
visages a determination of whether clarification, improved enforce- 
ment, or supplementation of existing antitrust laws are necessary in 
order to meet the changed developments of our time. As the Congress 
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enters the year 1958, the country is faced with not only the problem 
of defense inadequacies, but the problem of recession and rising un- 
employment. Cost of living and prices are at an alltime high. 
Under our system of government, short of emergency price regulations, 
we have historically depended upon competition for the control of 
prices. Price competition must not be allowed to pass from the 
American scene. Without price competition, price gouging, inflation, 
concentration and monopoly might very well be the natural conse- 
quences. 

The subcommittee is presently engaged in a study of administered 
prices. For some years a pattern of pricing has existed in our highly 
concentrated industry which appears to be inconsistent with competi- 
tion. Prices have tended to be identical, whether viewed over a 
short or a long period of time. In addition to identity of prices, it 
has been observed that in these concentrated industries, during 
recessionary periods, very often prices have risen at the same time 
production has fallen. Historically, when this condition was ob- 
served, correction was sought by avenues afforded by the Sherman 
and Federal Trade Commission Acts. However, in order to prove 
violations of these acts, the enforcement brane shes have been required 
to sustain the burden of proving that such pricing conduct was the 
result of unlawful agreements or conspiracy. The day appears to be 
long past when this type of evidence can be adduced. Nevertheless, 
a marked degree of price identity exists throughout our highly con- 
centrated industries. There has developed a Big Four, a Big Eight, 
or a Big One, in most of our basic industries. In these industries there 
has developed a system of pricing wherein the leadership of the dom- 
inant party is accepted and followed with some degree of rigidity by 
the rest of the members. 

In order to more clearly understand the use and effects of admin- 
istered prices, the subcommittee recently began an industry-by- 
industry study. Since the steel industry has such a high degree of 
concentration, and since it has been tei ‘med the “bellwether” of our 
economy, and since as recently as last July the steel industry had 
increased prices on the average of $6 per ton, and since this price in- 
crease was announced by the United States Steel Corp., the dominant 
company in the industry, and identically followed by other members, 
the subcommittee chose steel as its first industry to be studied. 

With the completion of the steel hearings, the subcommittee an- 
nounced its intention of studying the pricing practices in the auto- 
motive industry. The importance of this industry, likewise, cannot 
be overlooked. For instance, when the Labor Department’s s Bureau of 
Labor Statistics, on last December 20, released the latest cost-of-living 
index, it stated that three-quarters of the most recent increase was 
attributable to the increased costs of 1958 model automobiles and that 
this rise in our living costs for November was the biggest 1-month 
jump since July. The automotive hearings are scheduled to begin on 
January 28, 1958. 

The subcommittee intends to pursue its administered price study. 
Other highly concentrated industries are presently under study with 
the view of possibly scheduling hearings in these industries. Some of 
these industries are the baking industry, the dairy industry, the tin- 
can industry, the aluminum industry, the roofing industry, and the 
farm-machinery industry. 
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Involved in this investigation are legislative questions directly 
related to the free enterprise philosophy, existing antitrust-law en- 
forcement and consideration of new antitrust legislation. Illustrative 
questions are: whether the extent of existing and increasing concen- 
tration in some industries, such as steel, is monopolistic and, if so, 
whether the result is due to the insufficiency of antitrust laws or 
enforcement; whether prices are administered in highly concentrated 
industries in such a manner that price competition is negligible and 
whether existing antitrust laws are broad enough to reach such prac- 
tices; whether present antitrust laws are sufficient to protect the 
economy from undue price increases in these highly concentrated 
industries where prices are not the result of open market forces, espe- 
cially when excess capacity exists and production is declining; whether 
the public interest is protected by this type of pricing practice with- 
out the need of legislation; whether price leadership patterns exist in 
such industries due to the existence of a few large members or domi- 
nant control by a few companies or by one company, and whether 
this pattern can be reached under present antitrust laws or whether 
these laws should be broadened. 

At this stage in the subcommittee’s study of administered prices it 
has not as yet been determined whether or not our antitrust laws are 
capable of coping with this type of pricing. To answer this question 
a great deal more must be learned about the nature and behavior of 
administered price industries. For this reason, further hearings are 
planned in order to determine what new laws, if any, are required. 
It is the hope and belief of the subcommittee that if it is found that 
new laws are required, avenues of strengthening our antitrust laws 
will be found in order to make of them a more effective instrument 
in dealing with present-day realities. 

During the forthcoming year, the subcommittee plans to make a 
careful study of the manner in which monopoly and restrictive trade 
practices which deny the benefit of competition are contributing to 
the upward spiraling of living costs. The subcommittee intends to 
make use of the factual and statistical report that it recently made 
on Concentration in American Industry. 

This report revealed that in the period 1947-54 for the 50 largest 
companies, their share of manufacture has increased from 17 to 23 
percent of the total; and for the 100 largest companies, their share 
has increased from 23 to 30 percent of the total; and for the 200 
largest companies, their share has increased from 30 to 37 percent 
of the total. For the year 1954, it was revealed that the 4 largest 
companies of many product classes represented 75 to 100 percent of 
total shipments. In approximately 3 times as many other product 
classes, it was revealed that the 4 largest companies were responsible 
for 50 to 74 percent of the total shipments. The total shipments 
made by others than the top 4 companies are divided among so many 
companies as to render questionable the significance of the competi- 
tion that these companies can afford. According to a Report on 
Corporate Mergers and Acquisitions in manufacturing and mining, 
released by the Federal Trade Commission in May 1955, the number 
of mergers in 1954 was three times that in 1949. That this trend of 
increase in mergers results in growing concentration is evidenced by 
the fact that nearly two-thirds of the 1,773 acquisitions accounted 
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for during that period were made by companies with assets of $10 
million or more. In contrast to this phenomenon, acquiring com- 
panies with assets of less than $1 million made less than 8 percent of 
the total acquisitions during the same period. Companies in the $50 
million and over class accounted for 522 of the 1,773 mergers and 
companies from $10 million to $50 million accounted for 643. It is 
also significant that although the number of acquisitions in manufac- 
turing and mining were slightly less than in 1940-1947, nevertheless, 
the large companies made more acquisitions in the later period, where- 
as small companies made far fewer acquisitions in the later period 
than in the earlier period. 

This increasingly high degree of concentration in many industries 
arouses interest in its effect on the free-enterprise system which is the 

very backbone of this country’s economic supremacy. The subcom- 
mittee intends to continue its study in this field. Many important 
questions must be determined with respect to this high degree of 
concentration, among which are the causes and effects of the move- 
ment; a detailed staff analysis and study of the subcommittee’s report 
on Concentration in American Industry; a study in order to determine 
the part that mergers have played in this increased concentration 
picture; a study of the enforcement programs of the Federal Trade 
Commission and the Department of Justice. In this connection the 
subcommittee also intends to conduct a staff study of investment 
banking practices to determine the relationship of these practices to 
the increasingly large number of mergers that are taking place in 
American industry. 

With the denial yesterday of the Government’s motion for summary 
judgment in the Bethlehem-Youngstown merger case, the need for 
some form of stay proceedings, pending litigation, has become in- 
creasingly clear. The subcommittee intends to schedule hearings on 
the various premerger notification bills now pending before it during 
the coming year. 

The subcommittee also intends to inquire into the practice, by the 
enforcement agencies of settling antitrust cases by the entry of 
consent decrees or orders. In recent years it has become evident 
that the larger antitrust cases involve not only antitrust questions 
but questions of general governmental policy. For such cases to be 
settled in camera denies both to the public and the legislative body 
the privilege and benefit that was envisaged under our judiciary 
system by a full and complete public exposition during trial. 

As the Constitution provides that the legislative branch shall regu- 
late both foreign and interstate commerce, the subcommittee is of the 
opinion that a study should be conducted in order to determine whether 
this responsibility is being fulfilled. The chartering of corporations 
has, in practicality, been largely delegated to the various States. Not 
only i is this true for corporations engaged in interstate commerce, but 
it is likewise true for those corporations engaging in foreign commerce. 
In fact, in many instances, many American business undertakings are 
carried on through subsidiary corporations which are chartered by 
foreign governments. During the coming year the subcommittee 
intends to study this problem and in this connection, consider the 
feasibility of requiring Federal charters for those corporations engaging 
in interstate and foreign commerce. 
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The subcommittee plans to engage in considerable study of the 
problem of joint ventures by corporations during the coming year. 
It has been observed that, especially in recent years, joint ventures by 
corporations have materially added to the problem of monopoly and 
concentration. Sometimes called corporate partnerships, joint ven- 
tures take the form of a corporation, the stock of which is owned by 
two or more other corporations. While known for sometime, it has 
recently become apparent that joint ventures can very well have 
become a substitute for mergers between corporations which, because 
of our present antitrust laws against mergers, might have been reluc- 
tant to have assumed the risk of merger. This new business concept 
of joint ventures by giant corporations presents several problems, 
among which are: will it be possible to prevent such organizations 
from becoming literal monopolies; even if so, how much damage will 
be done to competition; will small businesses continue to multiply as 
they do now. 

Since the Supreme Court declared that insurance was subject to the 
antitrust laws and the moratorium period, as provided in Public Law 
15, expired in 1948, it has become increasingly evident to the sub- 
committee that there is a need for a general study of the business of 
insurance. Many reports have come to the subcommittee concerning 
the arbitrary uniform rates that exist throughout the industry, as well 
as restrictive measures which prevent the entry of new companies 
professing indications of charging lower rates. The subcommittee 
intends to conduct a staff study of this subject with the view of 
possibly scheduling hearings during the coming year. 

It has occurred to the members of the subcommittee that one of the 
principal evils flowing from the high degree of concentration in 
American industry is the increasing difficulty of energizing new 
enterprises to enter various fields of business. During the coming 
year the subcommittee intends to add to its agenda this problem, 
with the view of developing some program or concrete recommenda- 
tions in order to assure the continuing entry of new enterprises into 
our various industries. One of the principal problems of America is 
full employment. It is the belief of the subcommittee that full 
employment can be more nearly guaranteed by the continuous entry 
into various business endeavors of new forces. 

The subcommittee has become increasingly aware of the many 
problems involved in the operation of American companies in the 
foreign field. It is the belief of the subcommittee that historically 
much of the Nation’s foreign policy has been entwined with the 
operations of American companies abroad. With the ever-increasing 
threat of seizure of American companies’ property abroad, the sub- 
committee is cognizant of the desirability of the development of con- 
sistent policy by Government agencies in order to assure a continua- 
tion of strong American foreign commerce. During the coming year 
the subcommittee intends to undertake a study of American companies 
in the foreign field, particularly where monopoly is involved. 

Enclosed herewith for the information of the Committee on the 
Judiciary are copies of the proposed budget, together with copies of 
the December payroll of the subcommittee staff. By examining these 
lists it can readily be ascertained that competent personnel are pro- 
vided for the members of the minority. It is the belief of the sub- 
committee that, because of the complex and important problems facing 
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the subcommittee, such personnel are absolutely necessary. It can 
also be ascertained that the only new personnel provided for in the 
1958 budget different from the 1957 budget is an additional member 
for the benefit of the minority. 
With kindest regards, I am 
Most sincerely, 
Estes Kerauver, Chairman. 


Senate Antitrust and Monopoly Subcommittee budget, Feb. 1, 1958, to Jan. 31, 1959 























. 
| Base Gross Monthly | Total for 
Position | Number | salary salary salary period of 
| (per (per (gross) budget 
|} annum) annum) (gross) 
sai Silas —_— | 
STAFF | 
| 
Legal and investigative: | 
Chief counsel and staff director 1 | $8,000 | $13, 617. 69 $1, 134. 80 $13, 617. 69 
Counsel oak 1 | 8,000 | 13, 617, 69 1, 134. 80 13, 617. 69 
Minority counsel | 2 | 8,000 | 13,617.69 1, 134. 80 27, 235. 38 
Do. ; “nel 1 5, 820 10, 377. 71 864. 80 10, 377. 71 
Assistant counsels. oe 1 | 8, 000 13, 617. 69 1, 134. 80 13, 617. 69 
Do... | 1 7,380 | 12, 696. 22 1, 058. 01 12, 696. 22 
Do. =a 1 6,600 | 11, 536. 97 961. 41 11, 536. 97 
Do. en 1 | 5,820 | 10,377.71 864. 80 | 10, 377. 71 
Attorneys. - 1 | 4, 930 9, 096. 20 758. 01 9, 096. 20 
Do inl 1 | 3,600 | 6,762.27 563. 52 6, 762. 27 
Do | 1 | 3,300 | 6,248. 46 520. 70 6, 248. 46 
Investigators 1 | 5,100 | 9, 292.39 774. 36 9, 292. 39 
Chief economist . - 1 8,000 | 13,617.69 | 1,134.80 13, 617. 69 
Economist _... 1 | 6, 600 11, 536. 97 961. 41 11, 536. 97 
Do_. o 1 | 4,980 | 9,096.20 758. 01 9, 096. 20 
Editorial and research: | | | 
Hearing editor onugl 1 5, 460 9, 842. 67 | 820. 22 9, 842. 67 
Research assistant ._. ; | 1 | 2, 880 | 5, 529.13 | 460. 76 | 5, 529. 13 
Do situa ows aude 1 3, 120 5, 940. 18 | 495. 01 5, 940. 18 
Administrative and clerical: | | | 
Clerk Me é 1} 3,600 | 6,762. 27 563. 52 | 6, 762. 27 
Records clerk... ‘ aul l 3, 600 6, 762. 27 563. 52 6, 762. 27 
Stenographer sen 1 | 2, 940 5, 631. 89 469. 32 5, 631. 89 
Do eal 1} 2, 760 5, 323. 61 | 443. 63 5, 323. 61 
Stenographer (minority) a 1 | 2,700 | 5, 220. 85 | 435. 07 5, 220. 85 
Stenographer wabne 1 | 2,700 | 5,220.85 435. 07 5, 220. 85 
Stenographer (minority) baal 1 | 2, 580 | 5, 015. 31 417. 94 5, 015. 31 
Stenographer : ee l 2, 580 | 5, 015. 31 417. 94 | 5, 015. 31 
TN ne lee c dille nate | 1} 2, 160 i 4, 295. 97 357. 99 | 4, 295. 97 
File clerk pal . 2,460 | 4,809.79 | 400. 81 4, 809. 79 
Messenger sal 1 | 2,040 | 4,090. 46 | 340. 87 4, 090. 46 
Temporary consultants (w. a. e.) gross | | 
salary a pineal 4) : | inane cdaml are 
eal cf ieninsinmentngs aiid isinacsagiiaaG tl tpanascianiaieiMl ita cahiicathdatinatas 
Subtotal, staff expense... ............- OE ies : sets ..-----| 268, 187.80 
ADMINISTRATIVE 
Contribution to civil-service retirement fund (6% percent of total salaries paid)_.........._... $17, 432. 20 
Travel (inclusive of field investigations) -........~--- . ‘ . ns s NG 30, 000. 00 
Hearings (inclusive of reporters’ fees) _...........-- sind hes mts cnimly Simsenes oma hag 


Witness fees, expenses nib - ant ind cebkecietiecdiaal 15, 600. 00 
Stationery, office supplies. -- aces inn dasescadin eisai oi eshieeasdannsd Diep ipediiekd 3, 000. 00 
Communications (telephone, telegraph) -- hse eicnantana en aaieazi icin ccwalcndel 6, 000. 00 
Newspapers, magazines, documents gio mcaaiipied on ‘ hicea sci ckisepincstesibcacle cage aeniaedtieatilh 1, 000. 00 
Contingent fund ane beds sindiin ae sti den ti aemlitigten adsl aeta ; wid qirteeibil tases 3, 780. 00 


Subtotal, administrative expense 





seni aeigaai i dwadsweundamanl, . way ae 





Os ncseae 








Fund requested, 8. Res, 231, $365,000. 





Calendar No. 1218 


851rH CONGRESS SENATE | Repo 
2d Session No. 1:01 


REVIEW OF THE ADMINISTRATION OF THE TRADING 
WITH THE ENEMY ACT 


JaNuARY 27, 1958.—Ordered to be printed 


Mr. Henntnos, from the Committee on Rules and Administration, 
submitted the following 


REPORT 
[To accompany 8. Res. 232] 


The Committee on Rules and Administration, to whom was referred 
the resolution (S. Res. 232) to make a further study of the adminis- 
tration of the Trading With the Enemy Act and War Claims Act, 
having considered the same, report favorably thereon without amend- 
ment and recommend that the resolution be agreed to. 

This resolution proposes the expenditure of the sum of $50,000 for 
the purposes of carrying forward the work of the Subcommittee on 
Trading With the Enemy Act of the Committee on the Judiciary 
through January 31, 1959, to conduct hearings, conferences, and dis- 
cussion, and to reach areas of agreement in various matters with the 
executive department. 

The proposals to be undertaken under this resolution are set forth 
in a letter from the chairman of the subcommittee, Senator Olin D. 
Johnston, to the chairman of the Committee on the Judiciary, Senator 
James QO. Eastland, and by letter of transmittal to Senator Thomas C. 
Hennings, Jr., chairman of the Committee on Rules and Administra- 
tion, which, with an accompanying budget, follow: 


Unirep States SENATE, 
COMMITTEE ON THE JUDICIARY, 
Washington, D. C., January 14, 1958. 
Hon. Tuomas C. HENNINGs, Jr., 
Chairman, Committee on Rules and Administration, 
United States Senate, Washington 25, D. C. 

Dear Senator Henninos: The Committee on the Judiciary today 
ordered reported an original resolution providing additional funds for 
a continuation of the study, examination, and review of the adminis- 
tration of the Trading With the Enemy Act. The study has been 
conducted to date by the Subcommittee on the Trading With the 
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Enemy Act, which was first authorized by Senate Resolution 245 of 
the 82d Congress, 2d session. Its functions have been successively 
authorized by Senate resolution. Under the terms of Senate Resolu- 
tion 50 of the first session of this Congress, the authority for the 
conduct of this study is to expire January 31,1958. At the last session 
of the Congress $50,000 was authorized for the period covered by 
Senate Resolution 50. The new resolution —— the same sum for 
the continuance of this work until January 31, 1959. 

The matter under study by this part dat Tove involves one of the 
most complex problems facing the Senate. The time and effort which 
the subcommittee has expended in its study thus far have contributed 
immeasurably to a greater appreciation and wider knowledge of the 
legislative problem facing the committee. However, the work has 
not as yet been completed, and if the necessary authority to continue 
this study and investigation is not forthcoming, the mission assigned to 
the committee by the Senate will remain unfulfilled and the value of 
the contribution of the subcommittee dininished acc ordingly. 

I am enclosing a copy of a statement by the chairman of the sub- 
committee further outlining the past efforts and future plans of the 
subcommittee. 

With kindest regards, I am 

Sincerely yours, 
James QO. EAstTLanp, 
Chairman, Committee on the Judiciary. 


Unitep States SENATE, 
COMMITTEE ON THE JUDICIARY, 
SUBCOMMITTEE ON TRADING WitH THE ENemMy Act, 
Washington, D. C., January 10, 1958, 
Re: Subcommittee on Trading With the Enemy Act 
Hon. James O. EastiLanp, 
Chairman, Committee on the Judiciary, 

United States Senate, Washington, D. C. 

Dear Senator Eastianpn: The work of this subcommittee was first 
authorized by Senate Resolution 245 of the 82d Congress, 2d session. 
It has been successively continued to January 31, 1958. Fifty thou- 
sand dollars was authorized for the period covered by Senate Resolu- 
tion 50, which expires January 31, 1958. The new resolution proposes 
the same sum of $50,000 for the essential expenses of continuing this 
work until January 31, 1959. 

Of the $50,000 allocated under Senate Resolution 50 of the first 
session of this Congress, an estimated $21,000 will be returned as 
unexpended balance. This resolution carried a provision for a minor- 
ity counsel, as does the proposed resolution. However, the minority 
did not avail itself of the opportunity to place an employee on the 
subcommittee staff and thus the unexpended funds are larger than 
normally would be the case. With the renewed efforts on the part of 
the Administration to have these proble = resolved, as indicated by 
the White House announcement of July 31, 1957, it is reasonable to 
assume that the minority will wish to fil this position during the 
present session, hence the full amount requested should be authorized. 
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There are nine bills at this time under consideration by the sub- 
committee. There were 3 full days of hearings (April 4, 5, and 6, 
1957) with 700 pages of recorded and printed testimony. No bill was 
reported in deference to the announcement from the White House of 
July 31 that the Executive had ordered a change in its previous policy 
which would permit an equitable monetary return to the former 
owners, rather than the limited returns theretofore sponsored by the 
Administration. Conferences and discussions have been and are 
presently being carried on with the executive departments concerned 
in an effort to work out mutually acceptable revisions or amendments 
to pending measures in order to arrive at a program which will conform 
more nearly to the policies as adopted ie the Committee on the 
Judiciary in its favorable reports on return bills in the 83d and 84th 
Congresses and the new policy of the executive departments as set 
forth in the recent declaration by the White House. The changed 
return proposals of the administration prompted the subcommittee 
to suspend a report and a bill on the pending bills as we feel that sub- 
stantial agreement may be reached between the subcommittee and 
the Department of State. Negotiations in this regard will continue 
for a reasonable time and should they fail, the subcommittee will then 
act upon its own accord on the pending bills. 

I believe that all will agree that the question of the payment of 
American war-damage claims and the matter of the disposition of 
vested assets should be resolved without undue further delay. The 
subcommittee has been working diligently to bring about a just solu- 
tion, and it is our sincere desire to settle these problems, complex as 
they are, as expeditiously and satisfactorily as possible. 

At this time it is felt that only a limited number of hearings will be 
required at this session, mainly executive sessions with the appropriate 
executive departments. However, if new measures are submitted 
which would require extensive hearings, the subcommittee should be 
prepared to conduct them. 

I am most hopeful, and so are the minority members of the subcom- 
mittee, of terminating the program contemplated by these resolutions 
during the current session of the Congress. 

In continuing the work, the subcommittee seeks the assistance of 
a counsel, an associate counsel (minority), 1 attorney-investigator, 1 
clerk, and 1 stenographer. 

Sincerely yours, 
Our D. Jounston, Chairman. 





REVIEW OF THE TRADING WITH THE ENEMY ACT 


Budget, Feb. 1, 1958 through Jan. 31, 1959 


| 


Base | Total for 

Position N salary Gross salary Monthly | period of 

(per an- (per annum) | salary (gross)! budget 
num) (gross) 


STAFF 

Legal and investigative: 
Counsel. ---- $8, 000 | $13, 617. 66 $1, 134. 80 $13, 617. 69 
Associate counsel (minority) - et 7, é | 12, 696. 1, 058. 01 12, 696. 22° 
Attorney-investigator......______. | | 3, 300 | 6, 248. 46 520. 70 6, 248. 46 

Administrative and clerical: 
Clerk aobidehebaiiotes “ 3, 180. | 6, 042. 503. 57 | 6, 042. 94 
Stenographer.-._.......--- a 2, 280 | 4, 501. 375.12 | 4, 501. 50 


incising -piepelinaneeetainiaip Repent 





Subtotal; staff-expense____- -| - ’ nian 32, 106. 81 


ADMINISTRATIVE 


Contribution to civil-service retirement fund____._- 2, 802. 36 
Travel (inclusive of field a sthimadd ; iJ 1, 000. 00 
Hearings (inclusive of reporters’ fees) ............._- _ . : E 1, 000. 00 
Witness fees, expenses Sapaatelecntutasens : ; he : 200. 00 
Communications (telephone, telegraph) abbibiide a dtleibide ch bbadash oun afaik sebecaspdsnt 800. 00 
Stationery, office supplies____ ra a eae : 400. 00 
Contingent fund- SLI 600. 83 


Subtotal, administrative expense._._........__.______ ah. e aes, 6, 893. 19 


50, 000. 00 





Funds requested, 8. Res. 232, $50,000. 
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85TH CoNGRESS SENATE { Report 
2d Session No. 1202 


INTERNAL SECURITY 
JaNuARY 27, 1958.—Ordered to be printed 


Mr. HenninGs, from the Committee on Rules and Administration, 
submitted the following 


REPORT 


[To accompany S. Res. 233] 


The Committee on Rules and Administration, to whom was referred 
the resolution (S. Res. 233) authorizing an investigation of the admin- 
istration of the national security law and matters relating to espionage, 


having considered the same, report favorably thereon without amend- 
ment and recommend that the resolution be agreed to by the Senate. 

This resolution would authorize and preserve the jurisdiction of 
the Committee on the Judiciary and its standing Subcommittee on 
Internal Security to continue and complete its investigations of the 
administration of the Internal Security Act of 1950, the administration 
of other laws relating to espionage, sabotage, and the protection of the 
internal security of the United States, and the extent and effect of 
subversive activities in the United States, its Territories and posses- 
sions, together with the infiltration of persons who may seek to over- 
throw the United States by force and violence, and to enable the 
subcommittee to prepare legislation necessary to the strengthening of 
the internal security of the United States as may be found to be 
imperative and necessary. 

Further purposes of the resolution are explained in a letter from the 
chairman of the Committee on the Judiciary, Senator James O. East- 
land, to the chairman of the Committee on Rules and Admimistration, 
Senator Thomas C. Henning, Jr., which, with an accompanying 
budget, follows: 
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Unitep States SENATE, 
COMMITTEE ON THE JUDICIARY, 
January 16, 1958. 
Hon. Tuomas C. Henninas, Jr., 
Chairman, Committee on Rules and Administration, 
United States Senate, Washington, D. C. 


Dear Mr. CuarrMan: In conformity with your letter of December 
16, 1957, I enclose a copy of the budget for the Internal Security 
Subcommittee of the Committee on the Judiciary, for the period 
terminating January 31, 1959. 

You will note this budget represents a cut of more than $80,000 
from the total of $289,291 45 appropriated for the year ending January 
31, 1958. To make this reduction involves a contemplated reduction 
in the committee staff from 25 to 16, as well as reductions in amounts 
for administrative expenses. You will agree, I am sure, that the 
contemplated contingent fund of approximately 10 percent of the 
administrative expense total is not excessive. You may be sure the 
subcommittee will not dip into this contingent fund unless it is neces- 
sary; and the unlikelihood that this will be found necessary is illus- 
trated by the fact that the subcommittee, by economical management, 
has saved and expects to turn back more than 10 percent of the amount 
appropriated for the hear ending January 31, 1958. 

For the coming year, a major objective of the subcommittee will 
be to whip into shape for action by the Senate legislation necessary for 
strengthening the internal security of the United States. The need 
for such legislation in a number of fields has been demonstrated by the 
committee’s investigations and hearings already completed, and con- 
tinuing; but there remains the problem of determining the exact form 
each legislative provision should take, as well as the broader and more 
basic problem of determining in each instance how far the Congress 
may properly go along the indicated lines. 

The Internal Security Subcommittee proposes to continue during 
the year ahead its broad investigation into Communist strategy and 
tactics and its specialized inquiries with respect to subversive activi- 
ties affecting this country, as well as its legislative oversight of the 
administration of the Internal Security Act and other antiespionage 
and antisabotage laws. 

As a former member of the Internal Security Subcommittee—and a 
very active and very useful member, I may say—you are familiar with 
a great deal of detail of the subcommittee’s work. Your letter indi- 
cates your wish to clear all pending resolutions for committee and 
subcommittee funds for timely Senate consideration, and I hope this 
letter in compliance with your request of December 16, 1957, will help 
you in accomplishing this purpose with respect to the Internal Secu- 
rity Subcommittee’s resolution. 

Kindest personal regards and all good wishes. 

Sincerely, 
James QO. Eastianp, Chairman. 
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Internal Security Subcommittee, budget, Feb. 1, 1958—Jan. 31, 1959 


Position 


Number | 


Base 
salary 


(per 


| annum) 


Gross 
salary 


(per 


annum) 


salary 
(gross) 





Legal and investigative: 
Chief counsel_. 

Chief investigator 
Investigator 

Do._. 

Do. 

Editorial and research: 
Editorial director 
Research director 
Research assistant 

Do 
Investigations analyst 

Administrative and clerical: 
Records manager 
Confidential secretary 
Stenographer 
Secretary -. -- 
Clerk... 

Secretary -- 





Total 


$8, 000 | 
, 080 | 
5, 720 | 
5, 760 | 
, 020 | 
5, 640 | 


320 | 
, 080 | 


3, 300 


, 080 | 


5, 100 | 
3, 720 | 
3, 120 
2, 880 
2, 700 | 
2, 580 | 


$13, 617. 


12,2 


ay a 


10, 110. 
12, 607. 
7, 584. 
6, 248. 
12, 250. 


9, 292. 
6, 967. 
5, 940. 
5, 529. 
5, 220. 
5, 015. 


69 | 
. 35 | 
11, 715. 
10, 288. 
7, 481. 


31 


54 | 
0 | 


19 | 
05 | 


37 


46 | 
35 


39 
79 
18 
13 
85 


31 | 


$1, 134 
1, 020 
976 
857 
623 


842 


1, 050 | 
632 | 
520 | 

1, 020 | 


774 
580 
495 


470 | 
435 | 
417 | 


| Monthly| Total for 


period of 
budget 
( gross) 


$13, 617. 69 
12, 250. 35 
11, 715. 31 
10, 288. 54 

7, 481. 60 


10, 110. 19 
12, 607.05 
7, 584. 37 
6, 248. 46 
12, 250. 35 


9, 292. 39 
6, 967. 79 
5, 940. 18 
5, 529. 13 
5, 220. 85 
10, 030. 62 








ADMINISTRATIVE 


Contribution to civil service retirement fund (644 percent of total salaries paid) - 


Travel (inclusive of field investigations) ____ 
Hearings (inclusive of reporters’ fees) 
Witness fees, expenses 7 
Stationery, office supplies 

Communications (telephone, telegraph) 
Newspapers, magazines, documents, postage 
Contingent fund 


Total 
Staff total__ 


Total, 8. Res. 233 





147, 134. 87 


9, 563. 77 
15, 000. 00 
10, 000. 00 
10, 000. 00 

2, 500. 00 

7, 500. 00 

1, 000. 00 

6, 301. 36 
61, 865. 13 

147, 134. 87 


209, 000. 00 
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85TH CoNGRESS SENATE REPoRT 
2d Session No. 1203 


STUDY OF CONSTITUTIONAL RIGHTS 
JANUARY 27, 1958.—Ordered to be printed 


Mr. Hennings, from the Committee on Rules and Administration, 
submitted the following 


REPORT 


[To accompany 8. Res. 234] 


The Committee on Rules and Administration to whom was referred 
the resolution (S. Res. 234) to investigate matters pertaining to con- 


stitutional rights, having considered the same, report favorably thereon 
without amendment and recommend that the resolution be agreed to 
by the Senate. 

This resolution would expend the sum of $115,000 under the direc- 
tion of the Subcommittee on Constitutional Rights of the Committee 
on the Judiciary through January 31, 1959, in order to continue the 
subcommittee’s work in the fields of the rights of persons under mili- 
tary jurisdiction, passports and the right to travel, police detention, 
freedom of information in the Government, and in other areas apper- 
taining to constitutional rights that would strengthen the civil rights 
of persons under the laws of the United States. 

The purposes of the resolution also are further detailed in an ex- 
change of letters between Senator Thomas C. Hennings, Jr., chairman 
of the Subcommittee on Constitutional Rights and of the Committee 
on Rules and Administration, and Senator James O. Eastland, chair- 
man of the Committee on the Judiciary, which, with an accompanying 
budget, follow: 

Unirep States SENATE, 
CoMMITTEE ON THE JUDICIARY, 
SUBCOMMITTEE ON CoNSTILUTIONAL RiGuts, 
January 18, 1958. 
Hon. JaAmMres QO. EAstTLanp, 
Chairman, Committee on the Judiciary, 
United States Senate, Washington 25, D. C. 


Dear Mr. CHARMAN: Submitted herewith is the budget approved 
by the Senate Judiciary Subcommittee on Constitutional Rights for 
the period from February 1, 1958 through January 31, 1959. 
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STUDY OF CONSTITUTIONAL RIGHTS 


The present requested authorization for funds for operations of the 
subcommittee is for $115,000, the same amount which has been 
approved by the Committee on the Judiciary in each of the 2 pre- 
ceding years. 

Pursuant to Senate Resolution 49 of the Ist session of the 85th 
Congress, the Senate Judiciary Subcommittee on Constitutional 
Rights investigated subjects in 1957 outlined in Senate Report No. 
23, which accompanied Senate Resolution 49, and conducted public 
hearings on legislation referred to it. 

Commencing on February 14, 1957, the subcommittee held public 
hearings on 13 days, concluding on March 5, 1957, on 15 bills and a 
subcommittee print covering proposals “to secure, protect, and 
strengthen civil rights of persons under the Constitution and laws of 
the United States.”” Forty-five individuals testified in person and 
23 others filed statements for the printed record of the hearings which 
ran to 930 pages. On March 19, 1957, the subcommittee, by a divided 
vote, reported one bill, S. 83, with an amendment, to the full com- 
mittee, recommending that the committee consider the bill favorably, 
subject to further amendments or substitution. A minority sub- 
committee report, urging rejection of the bill, was also submitted to 
the full committee. 

On March 29 and April 4, 1957, the subcommittee held public 
hearings concerning State Department restrictions on the travel 
abroad by accredited American representatives of United States news- 
gathering agencies. Hearings are proposed in 1958 on fundamental 
passport policies concerning the travel of any United States citizens. 

Due to several unforeseen circumstances which developed during 
the course of the past year, it was not possible to conduct all the public 
hearings contemplated in connection with the studies and investiga- 
tions undertaken by the subcommittee. 

Consequently, about $25,000 of the sum authorized is being re- 
turned to the Senate. Considerable research and preparation have 
been made, with the aim of completing these projects this year, after 
the necessary hearings are held. Some of the material developed is 
available for publication independent of actual hearings. These 
studies cover: 

I. The rights of persons subject to United States military jurisdiction 

Confusion continues to exist about the basic constitutional rights 
of United States service personnel, within the continental United 
States and on duty abroad, and also about the criminal-law jurisdic- 
tion over civilians (employees and dependents) who accompany 
United States military forces overseas. A field study and research 
have been made by the subcommittee. Brief hearings this year will 
complete the project. 

IT. Passports and the right to travel 

Passport laws, regulations, judicial decisions, and administrative 
determinations have been compiled by the subcommittee, but an 
authorized policy spokesman for the State Department has not 
testified yet. Drafts of legislation have been prepared. Opinions of 
law-school deans and professors have been obtained by correspondence 
and are ready for publication. The fundamental question concerns 
the authority of the Government to restrict travel of American 
citizens in other than time of war; brief hearings, dealing with this 
question, this year should bring this study to a close. 
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III. Police detention prior to commitment and arraignment 


A serious issue is involved here because the normal procedural safe- 
guards to insure due process of law may not be granted untii the 
accused is formally charged with the commission of a specific crime. 
The study includes a definition of the law of arrest, permissible pre- 
liminary investigation, and the status of confessions. This study can 
be complet ted with a minimum of public hearings but the various points 
of view need to be sufficiently examined. 

IV. Freedom of information and secrecy in Government 

While there is much discussion of these subjects, there is no wide- 
spread understanding of just what the Government should keep 
secret—and why, and from whom. A detailed memorandum, support- 
ing the asserted right of the executive branch to withhold information 
(from the Congress, the courts, and the public), is ready for publi- 
cation. The subcommittee had to postpone scheduled hearings in 
December dealing with (a) assigned legislation, S. 921 and S. 2148, 
about which written comment has been received from several hundred 
publishers, editors, writers, and journalism-school teachers; and (6) the 
effect of Government secrecy on scientific progress. Several individ- 
uals, not available for the originally scheduled hearings, have indicated 
their willingness to be witnesses early this year. Although the 
subjects are part and parcel of how our Government operates and thus 
one of never-ending importance to our people, the subcommittee does 
not intend to prolong its consideration past this vear unless unusual 
situations warrant. A report is contemplated soon after completion 
of the postponed hearings. 

In addition to completing the foregoing studies, the subcommittee 
proposes to investigate the following subjects in 1958: 


I. The fourth amendment and modern methods of crime detection 


An objective, up-to-date study is needed covering the constitu- 
tionality of the use of electrical and electronic listening devices, 
including the whole subject of wiretapping. This investigation should 
give due regard to the needs of law-enforcement officers in preserving 
law and order in our soc iety. Whether we can, and should, recognize 
a “right of privacy”’ will be considered. 

II. Hearing procedures for Federal employment applicants 

Although relatively few complaints have been heard in recent 
months that present Federal employees are not receiving fair treat- 
ment generally with regard to employment retention, reassignment or 
dismissal, there are continued criticisms expressed about the absence 
of provisions for applicants to give them opportunities ‘to meet 
charges entered against them in their personnel files. Often, the 
applicant is unaware of these charges and thus has no chance to refute 
them. (The Commission on Government Security recommended that 
hearing procedures be made available to applicants.) 

The Constitutional Rights Subcommittee asks the Committee on 
the Judiciary to approve authorization for the funds requested. 

With kindest regards, I am 

Sincerely yours, 
Tuomas C. HENNINGs, Jr., 
Chairman. 
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UniTED States SENATE, 
CoMMITTEE ON THE JUDICIARY, 
January 16, 1958. 
Hon. THomas C. HENNINGs, Jr. 
Chairman, Committee on Rules and Administration, 
United States Senate, Washington, D. C. 

Dear Mr. CuairMan: The Committee on the Judiciary on January 
14 ordered the reporting of an original resolution to the Senate, 
authorizing the continuance of the investigation into matters under 
its jurisdiction involving Constitutional rights. : 

The resolution would authorize an extension of the authority 
through January 31, 1959, and would authorize an expenditure of 
funds for this purpose not to exceed $115,000, the same amount which 
has been approved by the Committee on the Judiciary in each of the 
two preceding years it has undertaken this investigation. 

The activities of the subcommittee which has been active in carry- 
ing out this investigation have been detailed in a letter submitted to 
me by the chairman of the subcommittee. This letter also sets forth 
the matters which it is proposed the subcommittee will investigate 
during the ensuing year. I am enclosing a copy of this letter for the 
information of your committee. 

The Committee on the Judiciary requests approval of the resolution 
by the Committee on Rules and Administration. 

With kindest regards, I am 

Sincerely yours, 
James QO. Eastianpn, Chairman. 


Budget for Senate Judiciary Subcommittee on Constitutional Rights, Feb. 1, 1958, to 
Jan. 31, 1959 


Base Gross Monthly Total for 
Position Number | salary (per | salary (per salary period of 
annum) annum) (gross) budget 

(gross) 


STAFF 


Legal and investigative 
Chief counsel and staff director $ $13, 69 $1, 134. 80 
Consultant 3 : 22 1, 065. 44 
Associate counsel ‘ iy : . 05 1, 050. 58 
Assistant counsel 2 ‘ 8, . 66 708. 97 | 

Administrative and clerical | | 
Administrative secretary 2, 5, 85 435. 07 | 
Secretary -- f 2. 5, 31 417. 94 
Secretary ‘ , 809. 79 400. 81 
Secretary .. j i . 03 392. 25 


Subtotal, staff expense 


ADMINISTRATIVE 


Contribution to civil-service retirement fund (644 percent of total salaries) 
Travel (inclusive of field investigations) 

Hearings (inclusive of reporters’ fees) 

Witness fees, expenses 

Stationery, office supplies 

Communications (telephone, telegraph, postage 

Newspapers, periodicals, journals, reference material 

Contingent fund 


Subtotal, administrative expense 34, 205. 43 


Total, S. Res. 234 5, 00 
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85TH CONGRESS SENATE REPORT 
2d Session No. 1204 


IMMIGRATION AND NATURALIZATION ACTIVITIES OF 
THE COMMITTEE ON THE JUDICIARY 


JANUARY 27, 1958.—Ordered to be printed 


Mr. Henninos, from the Committee on Rules and Administration, 
submitted the following 


REPORT 


[To accompany 8, Res. 235] 


The Committee on Rules and Administration, to whom was referred 
the resolution (S. Res. 235) to investigate matters pertaining to 
immigration and naturalization, having considered the same, report 


favorably thereon without amendment and recommend that the 
resolution be agreed to by the Senate. 

This resolution would authorize the Committee on the Judiciary 
to expend $90,000 from February 1, 1958, through January 31, 1959, 
for the purposes of handling the heavy workload in the committee 
attributed to the large number of private immigration bills and 
adjustment-of-status cases which are referred to it and to the innum- 
erable routing items relating to immigration problems which arise in 
the committee from day to day. 

A review of the general work acomplished by the Subcommittee 
on Immigration and Naturalization of the Committee on the Judic- 
lary is contained in a letter from the chairman of the Committee on 
the Judiciary, Senator James O. Eastland, to the chairman of the 
Committee on Rules and Administration, Senator Thomas C, Hen- 
nings, Jr., which, with an accompanying budget, follows: 


Unirep Srates SENATE, 
CoMMITTEE ON THE JUDICIARY, 
January 16, 1958. 
Re Senate Resolution 235 
Hon. Tuomas C. HENNINGs, Jr., 
Chairman, Committee on Rules and Administration, 
United States Senate, Washington, D. C. 

My Dear Mr. CuairMan: May I respectfully call to your attention 
an original resolution which was approved by the Committee on the 
Judiciary on January 14, 1958, and which will be referred to the 
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Committee on Rules and Administration. This resolution provides 
funds to the committee to the extent of $90,000 for the period be- 
ginning February 1, 1958, and ending January 31, 1959, which funds 
are needed primarily to maintain the standing Subcommittee on Im- 
migration and Naturalization. This is the same amount as was 
provided for the operation of the subcommittee during the 1st session 
of the 85th Congress. I am submitting herewith a copy of the resolu- 
tion, as reported, and a proposed budget in connection with the 
resolution. 

The expenditure of funds contemplated under this resolution is made 
necessary by the continuing heavy workload of the subcommittee, 
which may be attributed to “the large number of private immigration 
bills and adjustment-of-status cases which are referred to the sub- 
committee, the numerous general immigration and nationality bills 
referred to the subcommittee for action, and the innumerable routine 
items relating to immigration problems. 

The standing Subcommittee on Immigration and Naturalization 
has been maintained exclusively by funds provided by special resolu- 
tions since the 2d session of the 81st Congress, and is presently main- 
tained from funds made available pursuant to Senate Resolution 51 
of the Ist session of the 85th Congress. That resolution provided 
$90,000 for the period beginning February 1, 1957, and ending Janu- 
ary 31, 1958. 

To assist you in your consideration of this resolution and proposed 
budget, the workload of the standing Subcommittee on Immigration 
and Naturalization is hereafter described brie ‘fly, under separate 
headings, for your convenience. 


I, PRIVATE IMMIGRATION AND NATURALIZATION BILLS 


The number of private immigration and naturalization bills re- 
ferred by the Senate has progressively increased from fewer than 100 
in the 78th Congress to in excess of 1,700 in the 84th Congress. Dur- 
ing the Ist session of the 85th Congress, there were referred to the 
subcommittee 988 such bills. Of the 988 private immigration and 
naturalization bills received by the subcommittee during the Ist 
session of the 85th Congress, 520 were disposed of, 402 of which num- 
ber were reported favorably to the Senate by the full Judiciary Com- 
mittee and 118 were indefinitely postponed. The remaining 468 were 
not acted on prior to the time of the adjournment of the Ist session 
of the 85th Congress and are presently pending in the subcommittee. 

To reflect properly the actual number of “‘private bill’ cases handled 
by the subcommittee, the foregoing figures should be adjusted because 
of the practice of the House of Representatives of consolidating into 
one joint resolution several beneficiaries of individual private immi- 
gration bills. In the case of such joint resolutions, each case incor- 
porated is in the nature of an individual private bill, and the processing 
of such cases is essentially the same as that of other private immigra- 
tion bills. Therefore, the actual number of private immigration bill 
cases referred to the subcommittee was 1,337, of which number 826 
were disposed of and 511 were pending at the close of the 1st session 
of the 85th Congress. Written reports were filed with respect to all 
the private immigration bills recommended to the full committee for 
approval by the subcommittee. 
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Many private bills are indefinitely postponed because the committee 
has a general policy of disapproving private bills in cases in which 
an administrative remedy appears to be available. In this type of 
case, the staff assists the Senator’s office in working out the admainistra- 
tive remedy for the alien involved. 


II. GENERAL IMMIGRATION AND NATURALIZATION BILLS 


There were referred to the subcommittee 27 general immigration 
and naturalization bills during the 1st session of the 85th Congress; 
1 of these bills was reported favorably to the Senate by the full 
Judiciary Committee, and there were 26 bills pending before the sub- 
committee at the time of the adjournment of the Ist session of the 
85th Congress. 

In addition to a consideration of the new general immigration and 
naturalization bills referred to the subcommittee in each session of the 
Congress, the staff of the subcommittee makes a continuing study of 
the Immigration and Nationality Act (Public Law 414, 82d Cong.) 
which became effective on December 24, 1952, in order to assure fair 
and effective interpretation and administration of that act. Consider- 
able work hours of the staff have been and will continue to be, utilized 
in conference with administrative enforcement officials of the execu- 
tive branch, in research, and in the study of rules and regulations and 
administrative interpretations. 

It is necessary for the subcommittee staff to maintain continuous 
liaison with the various branches of the executive departments con- 
cerned with the administration of the immigration and nationality 
laws, and it is expected that numerous informal sessions and confer- 
ences will be held, as in the past, between members of the staff and 
officials of the Visa Office and the Passport Office of the Department 
of State, the Immigration and Naturalization Service, and the Board 
of Immigration Appeals concerning administrative problems in the 
enforcement of the Immigration and Nationality Act and other immi- 
gration and nationality laws. Members of the staff of the subcom- 
mittee consult daily with other senatorial staff members in connection 
with problems arising under the act. 

The workload of the subcommittee was increased considerably 
during the past session of the Congress because of the widespread 
interest in the administration and operation of the Immigration and 
Nationality Act and the many bills to revise it. The subcommittee 
staff was required to devote substantial amounts of time in conferences 
and consultations with United States Senators, their assistants, person- 
nel in executive departments, representatives of nongovernmental 
voluntary agencies engaged in immigration and naturalization activi- 
ties, bar associations, officers of commercial and industrial enterprises 
affected by provisions of the act and its implementating regulations, 
and interested members of the general public. 

Public hearings were held on July 30, 1957, at which time representa- 
tives of the Department of Justice were afforded an opportunity to 
discuss the legislative proposals embodying the President’s program 
for changes in the immigration and nationality laws. In addition, 
4 days of public hearings were conducted on August 6, 7, 9, and 14, 
1957, on the numerous bills pending before the subcommittee to revise 
the immigration and nationality laws, Nineteen witnesses, repre- 
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senting various organizations, were heard and, in addition, numerous 
statements filed for the record in lieu of personal appearances were 
received. 

Among the general immigration and nationality bills received by 
the subcommittee for consideration was the bill, S. 2792, introduced 
by Senator Kennedy, in which he was joined by nine other Senators, 
and which was designed to make certain adjustments in the immigra- 
tion and nationality laws. The bill was reported favorably to the 
Senate on August 20, 1957 (S. Rept. 1057, 85th Cong.), and was sub- 
sequently passed by the Congress and became Public Law 316 on 
September 11, 1957. 


Ill. REFERRAL CASES INVOLVING DISCRETIONARY ACTION OF ATTORNEY 
GENERAL 


There are numerous instances under the immigration laws where 
the Attorney General is granted discretionary authority to waive 
certain provisions of the law, but in such cases he is required to submit 
detailed reports to the Congress of his action. 

Under section 212 (d) (6) of the Immigration and Nationality Act, 
he is required to report to the Congress certain cases in which he 
authorizes the temporary admission of aliens who are otherwise subject 
to exclusion. Section 212 (a) (28) (i) of the Immigration and National- 
ity Act authorizes the Attorney General to admit certain aliens to the 
United States for permanent residence who are otherwise subject to 
exclusion because of their former membership in the Communist 
Party or other subversive organization if it is established to his satis- 
faction that they are bona fide defectors. The Attorney General 
must submit a detailed report to the Congre ss In each such case. 

During the Ist session of the 85th Congress, there were submitted 
to the ¢ ongress 459 cases under the above provisions of law. All 

a DA the Attorney Gt neral are referred to 
the subcommittee, where they are carefully checked to see that the 
discretionary action is being exercised in conformity with the intent of 
the Congress. 

Under section 6 of Public Law 316 of the 85th Congress, which be- 
came law on September 11, 1957, the Attorney General is granted 
authority to waive the provision of the Immigration and Nationality 
Act which excludes from vdmission LO th [ nited States aliens 
afflicted with tuberculosis in behalf of close relatives of United States 
citizens and lawful resident aliens, and he is required to submit 
promptly a detailed report in any Ci l ich this diser etionary 
authority is exercised. 


t 
4 
1 
i 


reports oi the orders issued 


ITEMS AND CORRESPONDENCE 


The subcommittee has an extensive workload of referral items from 
Senators’ offices and correspondence which cannot be ee 
appraised but which necessitates considerable hours of work by the 
staff. 


ADJUSTMENT-OF-STATUS CASES 


Under the immigration laws, the Attorney General is empowe red 
to adjust the status of certain deportable aliens to that of aliens 
lawfully admitted for permanent residence through the naveniiiiee of 
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suspension of deportation, but such adjustment of status is subject to 
affirmative congressional approval in certain categories of cases. 

In addition, under the provisions of the Displaced Persons Act, a 
number, not to exceed 15 ,000, of persons who have gained admission 
into the United States on a temporary basis were eligible to have 
their status adjusted to permanent residence. Each of these cases is 
subject to affirmative congressional approval by action similar to the 
action taken in certain of the suspension-of-deportation cases. A 
similar provision is contained in the Refugee Relief Act of 1953 for the 
adjustment of status of an additional 5 000 persons in a refugee status. 

While the cases involving suspension ‘of deportation by the Attorney 
General or adjustments of status under section 4 of the Displaced 
Persons Act of 1948, as amended, or section 6 of the Refugee Relief 
Act of 1953, as amended, are submitted to the Congress for approval 
in groups, each individual case is the equivalent of a private bill. 
Each such case requires separate investigation in the subcommittee, 
an appraisal of the facts involved, and a determination on the merits 
regarding the grant of suspension of deportation or adjustment of 
status. In those cases where affirmative approval or disapproval is 
required, written reports are filed with the full committee. 

At the beginning of the 85th Congress, there were pending in the 
committee 965 cases involving the adjustment of the status of deport- 
able aliens under the suspension-of-deportation procedure. To that 
number of pending cases were added 843 additional cases submitted 
in the 1st session of the 85th Congress, making a total of 1,808 cases. 
Of the total number of cases pending before the subcommittee during 
the Ist session of the 85th Congress, 1,077 were approved, 12 were 
withdrawn by the Attorney General, 12 were held for further informa- 
tion, and 5 cases were not approved, leaving 702 cases in process at 
the time of the close of the Ist session of the 85th Congress. 

At the beginning of the 85th Congress, there were pending in the 
subcommittee 48 cases involving applications for adjustment of status 
under the Displaced Persons Act of 1948, as amended. To that 
number were added 44 additional cases, making a total of 92 cases. 
Of the total number of cases referred, 79 were approved, 6 were with- 
drawn by the Attorney General, and 7 were held for further informa- 
tion. These cases were the last of a group granting permanent resi- 
dence to certain aliens under authority of section 4 of the Displaced 
Persons Act of 1948, as amended. 

At the beginning of the 85th Congress, there were pending in the 
subcommittee 1,643 cases of adjustment of status under section 6 of 
the Refugee Relief Act, as amended. To that number were added 
= additional cases, te a total of 1,868 cases. Of the total 

imber of cases referre ‘d, 1,366 were approved, 2 were withdrawn by 

Attorney General, 259 were not approved, and 26 were held for 
aie information, les aving 215 cases in process at the close of the 
ist session of the 85th Congress. 

The present subcommittee staff consists of 5 staff members and 3 
stenographers. As previously pointed out, the instant resolution 
provides for a sum of $90,000 to operate the subcommittee during the 
current 12-month period, which is the same amount requested for the 
Ist session of the 85th Congress. This request for funds to operate 
the subcommittee during the current period is based upon the staff 
requirements under the present workload. 
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In view of the fact that the funds provided to the committee pur- 
suant to Senate Resolution 51 of the ist session of the 85th Congress 
will be exhausted on the 31st day of this month, it is of the utmost 
urgency that this resolution be given the earliest possible considera- 
tion by the Committee on Rules and Administration, and your co- 
operation in procuring early approval of the resolution will be deeply 
appreciated. 

If there is any further information which you may need in the con- 
sideration of this matter, I shall be pleased to supply it to 
you promptly. 

With kindest regards, I am, 

Sincerely yours, 
James QO. Eastuanp, Chairman. 


Budget, standing Immigration and Naturalization Subcommittee, Senate Committee 
on the Judiciary, Feb. 1, 1958, through Jan. 31, 1959 





Base salary Gross | Monthly | Total for 
Position j\Num- (per | salary salary | period of 
| ber | annum) (per | (gross) budget 
| annum) | | (gross 
STAFF 
| | 
Legal and investigative: | | | 
Staff director- ee rede Seley te $8,000 | $13,617.69 | $1,134.80 | $13, 617. 69 
Professional staff member - ------- = Se 1 8,000 | 13, 617. 69 1,134.80 | 13,617.69 
i  ctcmibbe = 1 6,540 | 11, 447.79 | 953. 98 11, 447. 79 
Research: | | | 
Research director..___- : Shi 4 a 1 6,000 | 10, 645.24 | 887.10 | 10,645. 24 
Research assistant................--....... 1 4,920 | 8,998.12 749. 84 8, 998. 12 
Clerical: | | 
Secretary to staff director --__- wdaludeies 1 3, 480 6, 556. 74 | 546. 39 6, 556. 74 
File and record clerk = | 1 | 3, 480 | 6, 556. 74 546. 39 | 6, 556. 74 
Stenographer___....._- * - 2 | 2,520 | 4,912. 5 409. 37 9, 825. 08 
Subtotal, staff expense__...___- ccnaiiad y 4 ; | | 81, 265. 09 
| | | j 
} 
ADMINISTRATIVE | 
Contribution to civil-service retirement fund (6% percent of total salaries paid i 5, 282. 23 
Contribution to Federal employees’ group life insurance---- ; 200. 00 
Travel (inclusive of field investigations) _- 1, 500. 00 
Hearings (inclusive of reporters’ fees) 1, 000. 00 
i ee | 200. 00 
Communications (t 2 ek Ts a ed 1. neilsbacinauibenumniadeammeat 225. C0 
Contingent fund - pet biendb a dvchebddnsbdptbidndacéoddbhenmbocwnbnndibbeansooudkewan i 327. 68 
ee ae ee ae en ae ee nina tadepirehanal 8, 734. 91 





Total . ée seta tain hi ntti aee Set ican ax ete nee A eee Be ae | 90, 000. 00 





Fund requested, S. Res. 235, $90,000. 
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85TH CONGRESS } SENATE REPorT 
2d Session No. 1205 


SUBCOMMITTEE ON PATENTS, TRADEMARKS, AND 
COPYRIGHTS 


JANUARY 27, 1958.—Ordered to be printed 


Mr. Hennin@s, from the Committee on Rules and Administration, 
submitted the following 


REPORT 
{To accompany S. Res. 236] 


The Committee on Rules and Administration to whom was referred 
the resolution (S. Res. 236) to investigate the administration of the 
Patent Office and review statutes relating to patents, trademarks, and 
copyrights, having considered the same, report favorably thereon 
without amendment and recommend that the resolution be agreed to 
by the Senate. 

This resolution would empower the Subcommittee on Patents, 
Trademarks, and Copyrights of the Committee on the Judiciary to 
expend not more than $135,000 on its program of investigations and 
studies of the American patent system, particularly as its technological 
advancement and status might now directly relate to the recent 
impact of Russian technology on American invention and science 

The purposes of the resolution are explained in greater detail by 
letters addressed to the chairman of the Seeneus on the Judiciary, 
Senator James O. Eastland, from the subcommittee chairman, Senator 
Joseph C. O’Mahoney, and by Senator Eastland to the chairman of 
the Committee on Rules and Administration, Senator Thomas C. 
Hennings, Jr., which, with an accompanying budget, follow: 

Unitrep Srates SENATE, 
CoMMITTEE ON THE JUDICIARY, 
January 16, 1988. 

Re S. Res. 236, relating to Subcommittee on Patents, Trademarks, 

and Copyrights of the Committee on the Judiciary. 
Hon. Tuomas C. HENNINGs, Jr., 

Chairman, Committee on Rules and Adminastration, 

United States Senate, Washington, D. C. 


Dear Mr. CuarrMan: Submitted herewith is the budget approved 
by the Committee on the Judiciary on January 14, 1958, to cover the 
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activities of the Subcommittee on Patents, Trademarks, and Copy- 
rights for the period from February 1, 1958, through January 31, 1959. 

As authorized by the full committee, on January 16, 1958, an 
original resolution (S. Res. 236) was reported to the Senate providing 
the sum of $135,000 for the work of the Subcommittee on Patents, 
Trademarks, and Copyrights during this period. 

The Subcommittee on Patents, Trademarks, and Copyrights has a 
strong program of activity for the coming year. In recent months 
the impact of Russian technology has high-lighted serious problems 
which directly relate to the American patent system and technological 
advancement and thus becomes a subject which is of great interest 
to the subcommittee and should by all means be further explored. 

I feel strongly that the Subcommittee on Patents, Trademarks, and 
Copyrights is doing a most worthwhile and efficient job in the field 
of its responsibility. I believe that it is of real importance that the 
resolution to provide funds for this subcommittee should be considered 
and approved by the Senate at the earliest possible date. 

For the information of your committee, there is enclosed herewith a 
letter from Senator Joseph C. O’Mahoney, chairman of the subcom- 
mittee, addressed to me, which sets forth in more detail, the activities 
and programs of the subcommittee. 

With kindest personal regards and all good wishes, I am 

Sincerely yours, 
JAMES QO. EAsTLanp, 
Chairman, Committee on the Judiciary. 


Unitrep States SENATE, 
CoMMITTEE ON THE JUDICIARY, SUBCOMMITTEE ON 
Parents TrapE-Marks, AND CopyRIGHTs, 
January 14, 1958. 
Hon. Jamus O. EastLanp, 
Chairman, Committee on the Judiciary, 


Senate Office Building, Washington, D. C. 


Dear Mr. CuarrMan: During the Ist session of the 85th Congress, 
Senate Resolution 55, agreed to January 30, 1957, appropriated the 
sum of $80,000 for the operation of this subcommittee in the investiga- 
tion of the administration of the Patent Office and the laws relating 
to patents, trademarks, and copyrights, with the view of improving 
the administration of the Patent Office and to propose such amend- 
ments to title 35, United States Code, as may be deemed advisable 
under the circumstances after a proper investigation. By reason of 
careful handling of its funds and the carrying out of certain of its 
work for less cost than originally anticipated, the subcommittee has 
not expended the full amount appropriated and the sum of approx- 
imately $6,000 will, at the expiration of the resolution on January 31, 
1958, be returned to the contingent fund of the Senate. Accompany- 
ing this letter is appendix I, which is a report of the expenditures of 
the subcommittee for the period February 1, 1957, to January 31, 
1958, and a list of the staff members of the subcommittee. 

Since the subcommittee’s work and program, as shown by the 
following, is becoming increasingly important and in view of the need 
to perform this work as expeditiously as possible, on behalf of the 
subcommittee, I urge the appropriation of $135,000 to continue the 
subcommittee during the 2d session of the 85th Congress. 
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The launching of the Soviet satellites has served (1) to reemphasize 
the urgent necessity for making improvements in our patent system, 
which system was created by statutes enacted pursuant to article I, 
section 8 of the Constitution, and upon which the United States has 
primarily relied as the ge neral stimulant for inventiveness and tech- 
nological advancement, ‘and (2) to focus attention upon Government 
research, patents resulting eed such research and related problems 
arising out of the accelerated program in the scientific field. Fortu- 
nately, certain phases of the subcommittee studies and work which 
has been under way for many months are of particular value to the 
postsputnik defense program. 

A major feature under consideration in the defense program is an 
increase in the interchange of scientific information between the 
United States and the free nations. This involves many difficult 
problems arising out of the complexity of the subject-matter, the 
need to devise means of protecting private proprietary rights, security 
questions, and the difficulties of devising workable mec chanics by which 
the flow and interchange of know-how and patent rights will be facili- 
tated. The subcommittee has now at the Government Printing Office 
a study, entitled ‘“Exchange of Scientific and Technical Information 
with Foreign Nations,” which will, for the first time, provide a well- 
documented history of the experience in exchanging information during 
the period from the Lord Lothian note of 1940 to the present time. 
This information will now be readily available to the Congress and the 
executive department for use in the working out of any new and ex- 
panded exchange arrangement. In addition, the subcommittee’s 
inquiry is continuing for the purpose of obtaining additional informa- 
tion as to how the various exchange agreements have worked out in 
operation abroad. 

Since scientific advancements anywhere in the world may be perti- 
nent to the granting of a patent covering an invention made in the 
United States, the Patent Office must keep abreast with both domestic 
and foreign developments. The availability of translations of scien- 
tific information originating abroad is, therefore, an important factor 
in the administration of the United States patent laws. In view of 
this, the staff was directed, several months prior to September 1957, 
to undertake an inquiry to determine whether or not the present laws 
and program for collecting, translating, and disseminating scientific 
information were adequate to keep the United States Patent Office 
abreast with foreign developments. This inquiry revealed, for exam- 
ple, that, under our present program, only 30 of some 1,200 serial 
titles of Russian scientific publications received in the United States 
are being translated and disseminated. It is, therefore, apparent that 
the present program is dangerously inadequate not only from the 
standpoint of the patent system but also from the standpoint of 
national defense and scientific progress. The needs of the Patent 
Office have been ascertained and the subcommittee’s report on this 
matter is nearing completion. 

At the present time the United States Government owns approxi- 
maiely 7,500 patents and it is conservatively estimated that by 1960 
it will hold title to 10,000. Despite the fact that the Government has 
spent and will spend billions of dollars for the research from which 
these patents were and are developed, the Government does not now 
get any royalty return from them. Moreover, it is not clear that the 
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Government’s interest is now being adequately protected with respect 
to securing title to patents resulting from the performance of research 
and development contracts. These and related problems are the 
subject of an investigation, begun in August 1957, and now being 
conducted by the subcommittee. The objectives are (1) to determine 
whether it is feasible for the Government to recoup some of this vast 
expenditure of research funds through the licensing or sale of certain 
of these patents which are now held in unprecedented numbers by the 
Government, and (2) to assure that the Government’s interest under 
research and development contracts will be protected. 

Based upon subcommittee studies, Senator Wiley, ranking minority 
member, and I jointly introduced the following three bills to improve 
the operations of the Patent Office: S. 1862, to establish the Patent 
Office as an independent agency; S. 1864, to remove a bottleneck in 
the processing of patents by enlarging the membership of the Patent 
Office Board of Appeals and enable that Office to obtain and keep 
qualified personnel through an increase in the salaries of certain 
officers; and S. 1863, to speed up the processing of patent applications. 
I also introduced 8S. 2277—the publication bill—which is directed to 
reducing the troublesome and costly backlog of applications at the 
Patent Office (now about 215,000 cases—causing a time lag of ap- 
proximately 4 years between the time an application is filed and the 
patent is granted or finally rejected) and making a savings to the 
taxpayer by cutting down on the cost of processing United States 
Government-owned inventions. In addition, there are now 8 other 
bills, including S. 2156, the Patent Office fee bill, pending before the 
subcommittee for action. 

The subcommittee is making excellent progress with its study pro- 
gram which is designed to provide, at a minimum of cost, the spade 
work on various complex aspects of the patent system and scientific 
problems which bear a direct relationship to creativeness of inventors 
and technological advancement. Under this program 6 studies have 
been published and distributed, 4 are now at the GPO for printing 
4 more have been completed and 10 additional studies are close to 
completion and will be ready for publication in the near future. The 
6 studies, including Senate Report 72—the last annual report of the 
subcommittee—which have already been distributed have attracted 
wide public attention as shown by the sales at the GPO of approxi- 
mately 23,000 copies. The annual report is in preparation now and 
will be completed shortly. 

Based upon information developed in a hearing of the subcommittee, 
the Department of Justice, on November 1, 1957, filed a civil complaint 
against Syntex, S. A., and others charging that the defendants violated 
the Sherman Act by blocking potential competitors from the utiliza- 
tion of barbasco root, the cheapest source from which cortisone and 
other miracle drugs are made. 

In the light of present tensions in world affairs, and the great need 
for making improvements in the patent system, it is imperative that 
the subcommittee vigorously pursue its program, outlined in Senate 
Report 72, directed to modernizing the patent system and thus 
creating the best climate conducive to the fostering and encouraging 
of scientific progress. In addition, the subcommittee will, within 
the area of its jurisdiction, continue its work relative to Government- 
owned patents. The subcommittee has operated this past session 
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on a relatively small budget. The importance of its work, which 
relates to pressing scientific problems and urgency involved, justifies 
the recommended increase in appropriation to $135,000. On behalf 
of the subcommittee, I strongly urge the approval of the attached 
proposed budget, since these funds will enable the subcommittee to 
make its contribution toward important goals in the fields of national 
defense and civilian economy. 
Sincerely yours, 
JosEePpH C. O’Manoney, 
Subcommittee Chairman. 


Budget, Subcommittee on Patents, Trademarks, and Copyrights of the Committee on 
the Judiciary for the period Feb. 1, 1958, through Jan. 31, 1959 


Base Gross Monthly | Total for 
Staff Position Number | salary (per | salary (per salary period of 
annum) annum) (gross) 


Legal and investigative: 
Chief counsel 
Associate counsel 
Investigator 


$13, 617. 69 
13, 617. 69 
9, 575. 15 
8, 406. 45 


ployed 141.1111 


Administrative and clerical: 
Chief clerk 
Assistant clerk 
— 


0 
Secretary-typist 
Clerk-typist 


Prppeem 2 pores 


Subtotal, staff expense. _............. ain 


ADMINSTRATIVE 


Contribution to civil-service retirement fund (644 percent of total salaries paid) 
Reimbursable payments to agencies. 

Travel (inclusive of field investigations) 

Hearings (inclusive of reporters’ fees) 

Winess fees, expenses 

Stationery, office supplies 

Communications (telephone, telegraph) 

Contingent fund 


No 


g| sesseees 
SSssssss 


J 
we 


pr 


Subtotal, administrative expenses 


Funds requested, 8. Res. 236. 
1 Per day. 
2 Based on 30-day month but not to exceed 3 months each. 


O 
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85TH CoNGRESS SENATE REPORT 
2d Session No. 1206 


STUDY OF JUVENILE DELINQUENCY 


JANUARY 27, 1958.—Ordered to be printed 


Mr. Henninos, from the Committee on Rules and Administration, 
submitted the following 


REPORT 


[To accompany 8, Res, 237] 


The Committee on Rules and Administration to whom was referred 
the resolution (S. Res. 237) to investigate juvenile delinquency in the 
United States, having considered the same, report favorably thereon 
without amendment, and recommend that the resolution be agreed to 
by the Senate. 

This resolution would authorize the spending of $75,000 by the 
Committee on the Judiciary, acting through its Subcommittee To 
Study Juvenile Delinquency in the United States, until January 31, 
1959, inclusive, to carry forward its present series of investigations 
and inquiries in regard to young offenders and possible remedial legis- 
lation therefor in the coming year. 

The purposes of the resolution are further detailed in letters 
between the chairman of the Committee on the Judiciary, Senator 
James QO. Eastland, and the chairman of the Committee on Rules 
and Administration, Senator Thomas C. Hennings, Jr., which, with 
an accompanying budget, follow: 


CoMMITTEE ON THE JUDICIARY, 
January 16, 1958. 
Hon. Tuomas C. HEnnrNGs, Jr., 
Chairman, Committee on Rules and Administration, 
United States Senate, Washington, D. C. 

Dear Mr. CuHatrmMan: I am enclosing the budget which was ap- 
proved by the Committee on the Judiciary at its meeting on Tuesday, 
January 14, 1958, for the work of the Subcommittee To Study Juvediile 
Delinquency in the United States. In accordance with this budget, 
the committee authorized the reporting to the Senate of an original 
resolution, Senate Resolution 237, to provide the amount of $75,000 
for the work of the subcommittee for the period from February 1, 1958, 
through January 31, 1959. 
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The Subcommittee To Study Juvenile Delinquency has, as you 
know, carried forward an important series of investigations in regard 
to young offenders and possible remedial legislation. A number of 
interim findings and recommendations were reported by this sub- 
committee in the past session of the Congress, and the subcommittee 
has a carefully planned program of study into several specific areas 
during the coming year. 

I am enclosing for the use of the Committee on Rules and Adminis- 
tration the letter setting forth in detail the program of the Subcom- 
mittee To Study Juvenile Delinquency, which you were kind enough 
to write me on January 10, 1958, in your capacity as chairman of that 
subcommittee. 

I hope that this budget, which has the approval of the full Judiciary 
Committee, will be taken up at the next meeting of the Committee on 
Rules and Administration, with a view to the prompt and favorable 
reporting of Senate Resolution 237 to the Senate. 

With kindest regards, I am, 

Sincerely yours, 
James QO. EastLanp, Chairman. 


COMMITTEE ON THE JUDICIARY, 

SuBCOMMITTEE To INVESTIGATE JUVENILE DELINQUENCY, 

Washington, D. C., January 10, 1958. 
Hon. James O. Eastianp, 
Chairman, Committee on the Judiciary, 
United States Senate, Washington, D. C. 

Dear Jim: During the 85th Congress, Ist session, the Senate Sub- 
committee To Investigate Juvenile De Jinquency continued, on a 
limited basis, its studies and investigations in a number of areas relat- 
ing to the problem of young people in trouble. 

Subcommittee staff members participated in hearings held by other 
committees on bills which were originally introduced by this subcom- 
mittee. One of these bills, S. 1659, which endeavored to make uniform 
the law of reciprocal enforcement of support in the District of Colum- 
bia, was reported out of the District Committee as S. 2032 and passed 
in July of last year, closing a great loophole in the welfare services of 
the District of Columbia and the States surrounding it. The sub- 
committee staff also studied the feasibility of introducing so-called 
border legislation, which would prohibit juveniles from entering border 
towns in Mexico wherein prostitution, liquor, narcotics, and porno- 
graphic literature are readily available to them. 

In addition, the subcommittee drafted and introduced 11 pieces 
of legislation dealing with several problems relating to delinquency 
which were discovered during previous investigations, such as 5. 2558, 
which would outlaw interstate transportation of switchblade knives 
and help keep them out of the hands of juveniles. Also, three bills 
aimed at the handling and treatment of juvenile drug addicts were 
inroduced. The subcommittee’s so-called omnibus bill was refined 
in light of later study and reintroduced. This bill, if passed into law, 
would greatly increase the effectiveness of the forces fighting juvenile 
delinquency throughout the United States. 

The subcommittee conducted studies in five major problem areas 
during the year: Interstate traffic in guns and switchblade knives used 
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by youth gangs in large cities; recruitment of juvenile delinquents for 
the Armed Forces; the handling of incorrigible and delinquent children 
in the District. school system; and training schools (focusing on the 
rehabilitation policies and discovering instances of corporal punish- 
ment and brutality). In addition, a lengthy hearing was developed 
in the city of New York, which centered around New York City 
and State programs for the prevention and treatment of juvenile 
delinquency. Poo these hearings we hope to develop a_ total 
community plan for fighting juvenile delinquency which could be 
used by other communities throughout the United States. 

The subcommittee issued an omnibus report which covered a wide 
variety of subjects pertinent to the juvenile delinquency situation, 
The report discussed in great detail such subjects as rehabilitation of 
juvenile drug addicts, venereal diseases among juveniles, recreation, 
housing projects, therapeutic services, urban youth commissions, and 
family services dealing with the prevention of juvenile delinquency. 
Other factors considered in the report included vandalism among 
juveniles, the effect of economic need and slum areas on delinquency, 
juvenile drinking, youth gangs, and the effect of punishment and 
discipline in handling juvenile delinquents. Other areas covered were 
police services for juveniles, juvenile courts, detention of children in 
the United States, training schools, and forestry camps. 

Although a gr eat number of fine programs are being crystallized out 
of the many and varied attempts for handling juvenile delinquency 
throughout the Nation, the country is still faced with an ever-increas- 
ing number of children coming to the police and juvenile courts. 
According to the latest complete tabulation of children appearing 
before the juvenile courts, there was more than a 20-percent increase 
over the previous year—and only 3 percent of this figure can be 
attributed to the increase in population of children of juvenile court 
age. However, we anticipate a much better picture in the next few 
years as programs already in operation and programs recently initiated 
begin to achieve positive results in coping with this problem. Because 
the problem of juvenile delinquency is an on-going one and programs 
and studies must also be long-range, during the next year the sub- 
committee intends to continue its investigations and studies con- 
centrating on the following areas: 

(1) Training schools: Evidence gathered by the subcommittee indi- 
cates that many State training schools for delinquent boys and girls 
indulge in such medieval practices as corporal punishment, brutal and 
sadistic treatment by the institutional staff, and a many times almost 
complete lack of any progressive philosophy of rehabilitation or 
custody. The subcommittee plans to go more deeply into this situa- 
tion to ascertain its pervasiveness. If called for, hearings would be 
held on the problem, during which time we would hear from persons 
concerned with this situation, including Federal Bureau of Prisons’ 
inspectors who have been to training schools throughout the United 
States. 

(2) Armed Forces induction policies: A questionnaire on the policies 
of the Selective Service System in regard to former juvenile delinquents 
has been developed and sent to all State selective service boards. 
Background material was collected from officials of the Selective 
Service System; from the various Armed Forces, from formal civilian 
agencies that come into contact with the problem, such as juvenile 
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courts; and from the several veterans’ organizations. A compilation 
is also being made of some 250 questionnaires which were sent to 
juvenile courts requesting information concerning their practices, 
procedures, and philosophies on this subject. A very worthwhile 
report, and possibly a hearing, will develop from this study. 

(3) Report on the New York hearings: A report encompassing a 
total community plan for the handling of juvenile delinquents was to 
have resulted from the hearings held by the subcommittee in the first 
part of December of last year in New York City. Because of my 
illness, a portion of the hearings had to be canceled, and the informa- 
tion which would have been gathered at that time is now being com- 
piled. However, because of the delay we will not be able to issue the 
report in January s as anticipated. Once all of the material has been 
gathered, we hope to produce in the coming year a detailed outline 
which we are positive will greatly aid the Nation in handling its 
delinquency problems. 

(4) Probation, parole, and juvenile courts: The subcommittee has 
received testimony and correspondence on the above areas, alluding 
to the problems that exist therein and has held conversations with 
experts in the field of probation and parole and juvenile courts con- 
firming the necessity of investigating them. These people feel 
strongly that the many shortcomings in these areas in terms of 
principles, practices, and personnel must be put in order if we are 
to become successful in treating juvenile delinquents. 

A point of extreme interest to all of us is the violation of children’s 
rights in juvenile courts. We have received much evidence that their 
rights to a definite charge, counsel, a fair hearing, relevant and con- 
vincing evidence, and appeal have been denied them. Not only 
have they been denied by omission, but many times they have been 
purposefully kept from the child in order to facilitate the func tioning 
of the juvenile court. I feel very strongly that this is an important 
matter that the subcommittee must look into in the coming year. 

(5) The handling of delinquent and incorrigible children’ in the 
public school systems of the United States: Ine reasing serious prob- 
lems in the Nation’s public school systems with the above-described 
type of youth have resulted in much publicity with reference to the 
expulsion of these unmanageable children and the handling of mentally 
disturbed children, such as psychopaths. The subcommittee has 
been studying this problem and plans to continue its search for 
remedies and possible plans for handling this situation. The results 
of this study will be incorporated into a report in the coming year. 

(6) In addition to the above studies and hearings, the subcom- 
mittee will necessarily conduct hearings on legislation coming under 
its jurisdiction. 

The staff of the subcommittee handles a voluminous correspondence 
from professional people in the field of juvenile delinquency, such as 
psychiatrists, sociologists, criminologists, psychologists, and social 
workers as well as university students and lay persons who have a 
vital interest in the problems of the youth of our country and who 
look to the Federal Government for leadership in handling many of 
the problems relating to delinquent youth. 

Attached is the proposed budget for the Subcommittee To Investi- 
gate Juvenile Delinquency, showing how the requested funds would 
be disbursed in meeting the objectives herein set forth. 
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In view of the increasing seriousness of the delinquency situation 
and of the need for all of the available forces to be marshaled together 
to meet it at all levels of government, I strongly urge the approval 
of the proposed budget of the Juvenile Delinquency Subcommittee, 
as I feel it to be one of the important mechanisms in this nation’s 
fight against delinquency. 

With kindest regards, I am, 

Sincerely yours, 
Tuomas C. Henninos, Jr., Chairman. 


Budget, Feb. 1, 1958—Jan. 31, 1959 


Base Gross Monthly | Total for 
Position Number | salary (per | salary (per salary period of 
annum) annum) (gross) budget 
(gross) 


STAFF 


Legal and investigative: 

Chief counsel _- 

Assistant counsel-. 

Investigator - -- 4 
Editorial and research: Research director-_- 
Administrative and clerical: 

Chief clerk 

Stenographer-.--- 

Do... 


= 
So 


$916.82 | $1 
708. 97 
666. 28 
717.14 
589. 21 


400. 81 
417. 94 


gees 
sess 


1 GO “I GO 


> 
a 
o 


£32 2 
s 
BBE 


Bl) oe 
8 | 38: 
z= 





Subtotal, staff expense_..........-. 





ADMINISTRATIVE 


Contribution to civil service retirement fund (645 ae of total salaries soey Rihennaiaibialil caine 
Travel (inclusive of field investigations) -- 
Hearings (inclusive of reporters’ fees) _..--- 
Witness fees, expenses... ; eaataiisiaeileseads 
Stationery, office supplies_- . 

Communications (te lephone, telegre aph) - 
Newspapers, magazines, documents-_._-_.....-- 


g 
Nn 


Qa 
o 
= 


52555; 
sess 


5 
8 


RI; DREIRIITEIIUD GRID oi. occ cnc inccccccadscnncennscssnetnasGadeeasedieaaaad 21, 993. 60 


Wis abaecawerkws 


Fund requested, 8. Res. 237, $75,000. 
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85TH CONGRESS SENATE Report 
2d Session No. 1207 


STUDY OF NATIONAL PENITENTIARIES 
JANUARY 27, 1958.— Ordered to be printed 


Mr. Hennings, from the Committee on Rules and Administration, 
submitted the following 


REPORT 
[To accompany S. Res. 230] 


The Committee on Rules and Administration to whom was referred 
the resolution (S. Res. 230) to investigate national penitentiaries, hav- 
ing considered the same, report favorably thereon without amendment 
and recommend that the resolution be agreed to by the Senate. 

This resolution would continue the study being made of national 
penitentiaries within the Committee on the Judiciary until January 31, 
1959, inclusive, and authorize the spending of $5,000 from the con- 
tingent fund of the Senate thereon. 

A letter from the chairman of the Committee on the Judiciary, 
Senator James O. Eastland, to the chairman of the Committee on 
Rules and Administration, Thomas C. Hennings, Jr., explaining 
further the purposes of the resolution, and attaching a budget for the 
sum of $5,000, is as follows: 


UNITED StaTES SENATE, 
CoMMITTEE ON THE JUDICIARY, 
January 16, 1958. 
Hon. Tuomas C. HENNINGs, Jr., 
Chairman, Committee on Rules and Administration, 
United States Senate, Washington, D. C. 


Dear Mr. CuarrMan: I am enclosing the budget which was ap- 
proved by the Committee on the Judiciary at its meeting on Tuesday, 
January 14, 1958, for the work of the Subcommittee on National 
Penitentiaries. In accordance with this budget, the committee au- 
thorized the reporting to the Senate of an original resolution, S. Res. 
230, to provide the amount of $5,000 for the work of the subcommittee 
for the period from February 1, 1958, through January 31, 1959. 

The standing Subcommittee on National Penitentiaries has been in 
existence since the 80th Congress and its effectiveness in building 
morale among inmates and administrative personnel in our Federal 
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penal institutions has, I believe, been considerable. The subcom- 
mittee affords the personnel of our Federal penal institutions an oppor- 
tunity to bring their problems in regard to discipline, food, health, and 
recreation for inmates directly to the attention of Members of the 
Senate. It also provides Members of the Senate with an opportunity 
to speak directly to inmates and to hear any grievances which they 
may feel that they have and to tell their stories to an outside observer. 

During the past session members of the subcommittee have visited 
the detention headquarters at 427 West Street, New York, N. Y., the 
Correctional Institution at Danbury, Conn., the Alcatraz Penitentiary 
at Oakland, Calif., McNeil Island Penitentiary in Washington, the 
Correctional Institutions at La Tuna, Seagoville and Texarkana, 
Tex., and the Federal penitentiary at Atlanta, Ga. 

The subcommittee has incurred no expenditures for staff personnel 
during the past session and the proposed budget which is submitted 
for the present session does not anticipate any expenidtures for staff. 
The modest appropriation which has been recommended by the com- 
mittee is designed only for travel, hearings, including reporters’ fees, 
witness fees, and incidental expenses. 

I hope that this budget will be taken up at the next meeting of the 
Committee on Rules and Administration, with a view to the prompt 
and favorable reporting of S. Res. 230 to the Senate. 

With kindest regards, I am, 

Sincerely yours, 
James O. Eastuanp, Chairman. 


Budget of the Subcommittee on National Penitentiaries of the Committee on the 
Judiciary, for the period Feb. 1, 1958, through Jan. 31, 1959, inclusive 


I in aed a a re BE, «cla tei atin te se None 
Administrative: 
Travel_ . s ‘ $3, 500 
Hearings (inclusive of reporters’ fees) E 1, 000 
Witness fees, expenses, communications, supplies, incidental 
I eo KO heen ea ag Nes ae cg saa 500 
Boule 6, es; Dee. woe ck oenales Boss baaralie teen . §, 000 
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85TH CONGRESS SENATE REPORT 
2d Session No. 1208 


STUDY OF REFUGEES AND ESCAPEES BY THE 
COMMITTEE ON THE JUDICIARY 


JANUARY 27, 1958.—Ordered to be printed 


Mr. Hennrnos, from the Committee on Rules and Administration, 
submitted the following 


REPORT 
[To accompany 8. Res. 239] 


The Committee on Rules and Administration, to whom was referred 
the resolution (S. Res. 239) to investigate problems arising by escape 
of refugees from certain foreign countries under Communist domina- 
tion, having considered the same, report favorably thereon without 
amendment and recommend that the resolution be agreed to by the 
Senate. 

This resolution would authorize the Committee on the Judiciary, 
acting through its Subcommittee To Investigate Problems Connected 
With Emigration of Refugees and Escapees, to continue its inquiries 
into the difficulties created by the flow of refugees and escapees from 
the Communist tyranny through January 31, 1959, and to expend 
for such purposes not to exceed $35,000. 

The need for the resolution, together with an accompanying budget 
in the amount of $35,000, is explained in a letter to the chairman of 
the Committee on Rules and Administration, Senator Thomas C., 
Hennings, Jr., from the chairman of the Committee on the Judiciary, 
Senator James O. Eastland, as follows: 

UnitEep States SENATE, 
CoMMITTEE ON THE JUDICIARY, 
January 15, 1958. 
Re Senate Resolution 239 
Hon. Tuomas C. HEennINGs, Jr., 
Chairman, Committee on Rules and Administration, 
United States Senate, Washington, D. C. 

Dear Senator Henninos: Your attention is respectfully directed 
to a Senate resolution which was approved on January 14, 1958, by 
the Committee on the Judiciary further extending the authority to 
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conduct a study of the problems of certain Western European nations 
and countries of the Near, Middle, and Far East created by the flow 
of refugees and escapees from Communist tyranny. The resolution, 
as approved by the committee, would extend the operative life of the 
Special Subcommittee To Investigate Problems Connected With 
Emigration of Refugees and Escapees to January 31, 1959. 

There are in E urope today some 200,000 nonresettied refugees from 
the Communist sphere. This figure includes approximately 23,000 
Hungarians in Austria, Y ugoslavia, and Italy—-the remainder of the 
200,000 who escaped after the suppression of the Hungarian revolu- 
tion; approximately 14,000 recent Yugoslav escapees in Austria and 
Italy; refugees who escaped from the satellite countries at various 
times since the Communist clampdown of 1946-47, and those refugees 
who were classified as displaced persons at the end of the war. This 
is, of course, exclusive of the Arab refugees, who are estimated to 
number from 600,000 to 800,000. These figures will, I believe, demon- 
strate the need for the continued closest surveillanee over this highly 
incendiary and pressing problem. 

In addition to the resolution, I am also attaching a copy of the 
proposed budget covering the period embraced by the resolution. 

I earnestly solicit your sympathetic cooperation to the end that the 
resolution may have early and favorable consideration by the Com- 
mittee on Rules and Administration. 

With kindest regards, I am, 

Sincerely, 
JAMES Q. EastLanp, Chairman. 


Budget of the Subcommittee on Refugees and Escapees of the Committee on the 
Judiciary for the period Feb. 1, 1968, to Jan. 31, 1959, inclusive 


| 

Base | Gross | Monthly Total for 

Position Number} salary | salary salary period of 
j budget 

| | 


| 


STAFF 


Professional staff: General counsel Sates l $8,000 | $13,617.69 | $1,134.80 $13, 617. 69 
Administrative staff 

Clerical assistant Sakae a= 2, 700 | 5, 220. 85 | 435. 07 5, 220. 85 

Do Raidibiks aa ke ; 2,700 | 5,220.85 435. 07 5, 220. 85 


Subtotal, staff expense __---_--- , Z . . | ae 24, 059. 39 


ADMINISTRATIVE 


Contributions to civil-service retirement fund (6% percent of total salaries paid) -- ees , 563. 86 
Travel. : ; . =n : eiaeGe 3, 500. 00 


Hearings (inclusive of reporters’ fees) ‘ ; 7 een ee 2, 000. 00 
Witness fees aa ae hist ciomeaede ; 300. 00 
Stationery and office supplies adel a 1, 500. 00 
Communications (telephone and telegrapt ‘ 1, 200. 00 
Contingent fund-.-.-..........-.-- . is ‘ = 876. 75 


Subtotal, administrative expens« 7 ; ‘ ; 7 a , 940. 61 


sla ce CRN Ss acdkctoibiteaaet oa a é ; se 35, 000. 00 


Fund requested, 8. Res. 239, $35,000 
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85TH CONGRESS SENATE REPORT 
2d Session No. 1209 


CONTINUING THE SUBCOMMITTEE ON DISARMAMENT 
OF THE COMMITTEE ON FOREIGN RELATIONS 


JaANuARY 27, 1958.—Ordered to be printed 


Mr. Henninoas, from the Committee on Rules and Administration, 
submitted the following 


REPORT 


[To accompany S. Res. 241] 


The Committee on Rules and Administration, to whom was referred 
the resolution (S. Res. 241) continuing temporarily the Subcommittee 


on Disarmament of the Committee on Foreign Relations and increas- 
ing the limit of expenditures, having considered the same, report 
favorably thereon without amendment, and recommend that the 
resolution be agreed to by the Senate. 

This resolution would continue the activities of the Subcommittee 
on Disarmament of the Committee on Foreign Relations for 6 months, 
extending the authority established by Senate Resolution 93, agreed 
to July 25, 1955, as amended, and giving the subcommittee an addi- 
tional $34,000 for the requested period. Of the $40,000 allotted to 
the subcommittee for the period August 1, 1957, to January 31, 1958, 
inclusive, about $10,000 will not have been obligated. 

The necessity for the resolution is explained in a letter to the chair- 
man of the Committee on Rules and Administration, Senator Thomas 
C. Hennings, Jr., from the chairman of the Committee on Foreign 
Relations, which, with an accompanying budget, follows: 

«~ Unirep States SENATE, 
CoMMITTEE ON ForrEIGN RELATIONS, 
January 17, 1958. 
Hon. Tuomas C. HENNINGs, Jr., 
Chairman, Committee on Rules and Administration, 
United States Senate, Washington, D. C. 

Drar Senator Hennines: On January 14, 1958, the Committee 
on Foreign Relations ordered reported favorably Senate Resolution 
241, extending for 6 months the authority of the Senate Foreign Rela- 
tions Subcommittee on Disarmanent, which was created by Senate 
Resolution 93, as amended, agreed to July 25, 1955. 
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The subcommittee was directed to undertake a full and complete 
study of the question of the control and reduction of armaments. 
Total expenditures of the subcommittee from its inception until Jan- 
uary 31, 1958, will approximate $110,000. Of the $40,000 allotted to 
the subcommittee for the period August 1, 1957, through January 31, 
1958, about $10,000 has not been obligated. 

The Committee on Foreign Relations concluded that in view of the 
current importance of the subject of disarmament and the interest in 
it expressed by people throughout the United States, the subcommittee 
should continue in existence for another 6 months. The committee 
also concluded that at the expiration of the Subcommittee on Dis- 
armament, on July 31, 1958, its records, duties, and functions shall 
be assumed by the Committee on Foreign Relations which shall give 
special attention to the subject of disarmament in such manner as the 
committee may determine. 

Enclosed for the information of the Rules Committee is a copy of a 
proposed budget for the Subcommittee on Disarmament. The 
amount requested for the 6-month period is $34,000. 

I would like to stress that the resolution was ordered favorably 
reported by a unanimous vote of the Committee on Foreign Relations. 
I hope that the Committee on Rules and Administration will find 1 
possible to take prompt favorable action on Senate Resolution 241. 

Thanking you for your courtesy in this matter, I am 

Sincerely yours, 
TuHEeoporeE FrRANciIs GREEN, 
Chairman. 


Senate Foreign Relations Committee, Subcommittee on Disarmament budget, 
Feb. 1-—July 31, 1958 


Base Gross Monthly Total for 
Position Number | salary (per | salary (per salary period of 
annum) innum gross) budget 
(gross) 
STAFF 

Staff director ss l $5, 580 | $10,021. 02 $835. 09 $5, 010. 54 
Editorial and research- : 3 4, 980 9, 096. 20 758. 02 13, 644. 36 

Administrative and _ clerical (assistant 
clerks—secretarial) _-. 2 2, 460 4, 809. 79 400. 83 4, 809. 96 
Subtotal, staff expenditures ‘ ate | 23, 464. 86 

ADMINISTRATIVE 

Contribution to civil service retirement fund (614 percent of total) : 1, 525. 21 
Reimbursable payments to agencies (additional to above salaries as indicated) --.. 6, 000. 00 
Travel 1, 500. 00 
Hearings (inclusive of reporters’ fees ‘ she : . : 1, 000. 00 
Stationery, office supplies 100. 00 
Communications, telephone and telegraph i 100. 00 
Newspapers, magazines, documents 50. 00 
Contingent fund 259. 93 
Subtotal, administrative expenses . 10, 535. 14 
Total, S. Res. 241. -__- ; “ 34, 000. 00 
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85TH CONGRESS SENATE { REPORT 
2d Session No. 1210 


INVESTIGATIONS OF IMPROPER ACTIVITIES IN THE 
LABOR OR MANAGEMENT FIELD 


JANUARY 27, 1958.—Ordered to be printed 


Mr. Hennines, from the Committee on Rules and Administration, 
submitted the following 


REPORT 


[To accompany S. Res. 221] 


The Committee on Rules and Administration to whom was referred 
the resolution (S. Res. 221) continuing the Select Committee on 
Improper Activities in the Labor or Management Field and increas- 
ing the limit of expenditures, having considered the same, report 
favorably thereon with an amendment, and recommend that the 
resolution, as amended, be agreed to by the Senate. 

This resolution would authorize the expenditure of $500,000 through 
January 31, 1959, by the Select Committee on Improper Activities 
in the Labor or Management Field to continue its inquiries relative 
to labor-management relations as they apply to the interests of the 
public, employers, and employees, and in accordance with original 
authority established by Senate Resolution 74, 85th Congress, Ist 
session, as amended. 

The amendment added to the resolution on page 3, line 12, by the 
Committee on Rules and Administration corrects the text of section 4 
so that all vouchers of expenditure shall be approved by the chairman 
of the select committee rather than by the committee as a whole. 

The necessity for the continuation of the activities of the select 
committee through January of next year, as well as for the adoption 
of the resolution are detailed more fully in a letter from the chairman 
of the select committee, Senator John L. McClellan, to the chairman 
of the Committee on Rules and Administration, Senator Thomas C. 
Hennings, Jr., which, with an accompanying budget and financial 
statement, follows: 
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Setect Commitree ON Improper Activities 
In THE LABOR OR MANAGEMENT FIELD, 
January 16, 1958. 
Hon. Tuomas C. HenninGs, Jr., 
Chairman, Committee on Rules and Administration, 
United States Senate, Washington, D. C. 

My Dear Senator: Reference is made to Senate Resolution No. 
221 of the 85th Congress, 2d session, introduced in the Senate on the 
16th day of January 1958, requesting the extension of the operations 
of the Senate Select Committee on Improper Activities in the Labor 
or Management Field to January 31, 1959. The request for the 
extension was reported out favorably by the unanimous vote of the 
Senate Select Committee on Improper Activities in the Labor or 
Management Field. 

Attached is the estimated budget for the balance of the year, 
February 1, 1958, through January 31, 1959. 

We believe that the select-committee investigation is one of the 
most important investigations undertaken by a congressional com- 
mittee. 

It concerns directly over 17 million working men and women who 
are members of labor unions in this Nation. It concerns hundreds 
of thousands of companies in every industry in the Nation. 

The economic and financial aspects run into billions of dollars. 
Union treasury, welfare and benefit funds will, in the near future, 
outstrip the assets of all of the stock insurance companies. 

The racketeer invasion and attempt to control some unions poses one 
of the most serious threats to the economy of the Nation. It was not 
very long ago that the longshoremen’s strike in the New York Harbor 
caused millions of dollars of damage to perishable foodstuffs and in 
transportation and shipping of goods in and to the largest city in the 
world. As it well known, this union was expelled from the ranks of 
recognized labor because of its racketeer control. 

We have had ample evidence in our hearings of intimidation and 
victimizing of the rank-and-file members by hoodlum control of some 
of the unions. The hearings have also revealed raids and plundering 
of union treasuries, violence against the workers themselves, as well 
as instances of violence against management. 

The improper labor practices of certain large management firms 
have been examined and it has been shown that some of them operate 
with the aid of unscrupulous “labor relations’? companies to connive 
with dishonest labor officials and racketeers for their own selfish profit 
to the detriment of union members. 

The investigation has been costly but a proper investigation cannot 
otherwise be made. The results achieved, both tangible and intangi- 
ble, will far outweigh the investigation costs manyfold. It is gratify- 
ing to know that the great majority of unions led by honest, dedicated 
labor leaders have expelled, as the result of our hearings, many of the 
racket-led unions from the ranks of the AFL-CIO. 

We are confident that in time the members of these expelled unions, 
who are the true victims, will free themselves from the shackles put 
upon them by their dishonest officials. 

An interim report of the committee is in the process of being com- 
pleted and will be presented to the Congress within the next 2 weeks. 
Study is now being made, by each of the Senators on the committee, of 
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legislative proposals to help remedy the conditions we have revealed 
in the past year. Our work is far from complete. The field is vast 
and many areas that should be looked into have not yet been examined. 

During the year 1957 the Senate select committee was authorized 
to expend $350,000 by Senate Resolution No. 74 passed January 30, 
1957, and an additional sum of $150,000 by Senate Resolution No. 
186, agreed to August 26, 1957, making a total of $500,000. 

It is estimated that the current obligations of the committee for the 
month of January 1958 will exceed the sums authorized under Senate 
Resolutions 74 and 186 by the sum of $20,000; and, therefore, I 
am also introducing in the Senate today a supplemental resolution 
(Notrr.—S. Res. 222) asking that the amount authorized under 
Senate Resolution 74 and Senate Resolution 186 be increased by the 
additional amount of $20,000 to meet all of the financial obligations 
of the select committee up to January 31, 1958. 

We have been extremely careful of the expenditures and, in my 
opinion, the money has been carefully and exceedingly well spent. 

We have gathered a staff which consists at the present time of 27 
investigators, including counsel. In addition, there are at the present 
time 7 investigators and accountants attached to the committee from 
other Government agencies on a reimbursable basis, making a total 
investigative staff of 34 men. We also have a regular staff of 19 
clerical, stenographic, and administrative people. 

In accordance with the authority granted in Senate Resolution 74, 
85th Congress, for utilization of staffs of other committees, the select 
committee, with the consent of the Committee on Government Opera- 
tions, utilized the services of a hard-core group of 6 very experienced 
staff investigators of the Senate Permanent Subcommittee on Investi- 
gations; 1 stenographer, and in addition, 2 female clerks work jointly 
for both committees. 

These investigators are rendering yeoman service in the select com- 
mittee investigation into improper activities. The men have been paid 
out of the permanent subcommittee budget funds. The proportionate 
share of this subcommittee expenditure in helping the Senate select 
committee amounts to approximately $97,000. Thus, the cost of the 
investigation was $520,000 by the select committee, and $97,000 by the 
Senate permanent subcommittee on investigations, for a total cost 
of $617,000. The cost of the personnel assigned by the General 
Accounting Office on a nonreimbursable basis to Senate permanent 
subcommittee under authority of section 312B of the Budget and 
Accounting Act of 1921 is estimated at least another $125,000. It is 
contemplated that the experienced and skillful help of both the staff 
investigators of the Senate Permanent Investigations Subcommittee 
and personnel of the General Accounting Office will be needed and 
utilized in the forthcoming year on the same basis as the past year. 

I am also introducing today a separate resolution for funds to be 
allocated to the Senate Permanent Subcommittee on Investigations 
of the Committee on Government Operations which I feel should be 
considered jointly with the select committee’s resolution. 

A time study has been made of the work of the investigative staff 
of the committee, including the staff members of the Senate Permanent 
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Subcommittee on Investigations, for a 10% month period from Feb- 
ruary 1, 1957, to December 15, 1957. The staff man-months totaled 


277% months, as follows: 
Man- 
months 


Completed cases___-- -- 
Pending investigation ___—___- 


Total tied tb be 

All public hearings were held in Washington, D. C., as were all 
executive sessions except one held in New York City. It is our 
belief that it is more economical to bring witnesses to Washington 
than it is to transport the necessary committee members and staff to 
other areas to hold hearings. 

A large part of the expenses incurred by the committee results from 
the holding of the hearings. For example, the past year’s operations 
show witness fees and travel expenses of witnesses amounted to 
$46,760, the reporter’s fees $3,490.50, the travel and per diem expen- 
ses of investigators in the field in all areas of the country, $85,807 
contract services of investigative accountants, $43,000, for a total 
of $179,057.50. 

We have repeatedly urged in the past, and we feel it cannot be 
overemphasized, that the role of accountants in investigations, par- 
ticularly investigations of this type, is of the utmost importance. 

The racketeer of today operating in the field of labor does so on a 
huge scale. He is advised by attorneys and accountants, his opera- 
tions belong in the realm of high finance. To properly uncover the 
facts it is essential and an absolute necessity that skillful investigative 
accountants be employed. It is a high-cost item, but one that pays 
for itself in results. 

It is the combination of the lawyer, the investigator, and the 
accountant that succeeds in uncovering practices of unscrupulous 
officials and racketeers who endeavor to conceal their financial trans- 
actions by which they mulch the rank-and-file members of the union, 
and engaged in other highly improper practices. 

I would like to point out that for the past year the staff members 
have worked constantly, not 6, but often 7 days a week, and fre- 
quently exceed 65 hours for a week’s work. 

The first year’s work by the committee has delved into many of 
the problems in the labor-management field in this country. Some 
of the conditions turned up by our hearings have been—with no 
overstatement—shocking. Also shocking has been the willingness 
of some of the Nation’s largest corporations, particularly in the trans- 
portation industry, to do business with these gangsters and racketeers 
masquerading as legitimate labor leaders. I have repeatedly said 
that the majority of American labor unions are honestly run for the 
benefit of their members and for the improvement of their working 
conditions and way of life. Nevertheless, our hearings have shown 
a definite pattern of improprieties by both management and certain 
sot 3 officials to the detriment of hundreds of thousands of American 
workers. 
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That we have not completed our taks is evidenced by the continuing 
public demand for the continuation of our work. In the first year of its 
existence the committee has received between 75,000 to 100,000 
letters, many of them protesting a type of labor union tyranny from 
which ‘they cannot seem to escape individually. 

I would like to relate to you some of the major points made by our 
committee in its first year of hearings. During this time we heard 
some 427 witnesses in 95 days of public hearings—a transcript which 
has run more than 15,736 pages. These highlights were: 

1. The discovery that Dave Beck, international president of the 
teamsters union, had appropriated to his own use $320,000 of the 
funds of the union. 

A pattern of violence and terrorism practiced by certain labor 
ears in Pennsylvania, Tennessee, and other States. 

A planned infiltration of racketeers into the New York City 
okies field which resulted in wholesole extortion attempts against 
employers, the subjugation of thousands of Puerto Rican and Negro 
workers under substandard pay scales and working conditions, vio- 
lence, and even murder. 

4. The misuse and misappropriation of union funds by top officials 
of the United Textile Workers, and bakers’ union, and west coast 
teamsters officials. 

As I stated to you in my letter of August 12, 1957, the committee 
laid out a program to cover 11 fields of labor investigation. These 
fields are: 

Labor and management collusion. 
2. Undemocratic processes. 
3. Misuse of union funds, including welfare and pension funds 
of any source. 
Racketeer control. 
Secondary boycotts. 
Extortion and robbery. 
Organizational picketing. 
Violence. 
9. Paper locals. 
+e Political activities. 
Improper activities by management to prevent organiza- 
a 

As you can see, we have gone heavily into some of these areas, 
lightly into others, and not at all into still others. The magnitude of 
our task remains enormous and our staff of investigators is at this 
moment spread over every section of the country pursuing information 
for this committee. 

I shall not burden you with too many details about the amount of 
work involved by some of our investigations. I might just point out 
one example. On one occasion (which has not yet come to hearing) 3 
of our investigators had to look through 600,000 canceled checks. 
Other investigators have had to deal with equally copious records. 

Unions marrenien funds are big business. The assets, annual dues, 
benefit and insurance funds, run into billions of dollars. These 
vast sums have been a magnetic field attracting racketeers and dis- 
honest officials. The committee, in throwing its searchlight of 
investigation into the activities of these people, will no doubt discour- 
age and deter raids on union finances amounting to hundreds of 
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thousands, if not millions, and help save and preserve these moneys 
for the rank-and-file members and owners of these funds. 

As an outcome of our hearings the Bureau of Internal Revenue has 
opened numerous tax cases whereby the Government is seeking to 
recover large sums of money. For example, cases were opened 
against David Beck as well as Frank Brewster. The committee 
hearings will no doubt result in the recovery of large sums in unpaid 
taxes. This also applies to tax cases opened against officials of other 
unions, as well as racketeers who preyed on the unions. The exact 
dollar value of unpaid taxes cannot be accurately ascertained at this 
time, but the sum realized will be substantial. 

The continuation of our work will, we are confident, result in 
legislation of benefit to the country and to the 17,385,000 working 
people in the United States who are members of unions. 

If there is any further information you desire concerning the 
proposed operation of the Senate select committee during the coming 
year, I will be glad to confer with you or members of your committee. 

Sincerely yours, 
JoHN L. McCie.uan, Chairman. 
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Budget of the Senate Select Committee on Improper Activities in the Labor or Man- 
agement Field pursuant to S. Res. 221 for the period Feb. 1, 1958, to Jan. 31, 





























1959 
Base Gross Monthly | Total for 
Position Number | salary (per | salary (per salary period of 
annum) annum) (gross) budget 
(gross) 

Legal and investigative: 
CT yn os cite ce tkwnntsncdesuwe 1 |} $8, 820 | $14,800.00 | $1,233.33 | $14, 800.00 
Assistant chief counsel_............-.---. 1 8, 460 14, 301. 34 1, 191. 77 14, 301. 34 
Administrative assistant... -| 1 6,720 | 11,715.31 976. 27 11, 715. 31 
Assistant counsel. .--- é ae 6 8, 000 13, 617. 69 1, 134. 50 13, 617. 69 
Do-.. : os | 6,960 | 12,072.01 1, 006. 00 12, 072. 01 
Do... pac . ~attdindantsewal 6,300 | 11,091. 10 924. 25 11, 091. 10 
BN sb ccucenhenettidesswatiibetaion . is 6, 300 11, 091. 10 924. 25 11, 091. 10 
BIN in ixss einidecat tiled oecb pots ohaedaaeh eben ie inl 5, 880 10, 466. 88 | 872. 24 10, 466. 88 
Do.. : eae 5, 940 6, 956. 05 579. 67 6, 956. 05 
Investigators - J ll 8,000 | 13,617. 69 1, 134. 80 13, 617. 69 
De...=- aidcTaioebca banal 6, 300 11, 091. 10 924. 25 11, 091. 10 
Do... rel 6, 300 11, 091. 10 924. 25 11, 091. 10 
Do.. al 6,240 | 11,001. 92 916. 82 11, 001. 92 
Do-.. .| 5,940 | 10, 556.05 | 879. 67 10, 556. 05 
Do-. 5, 220 9, 485. 98 | 790. 49 9, 485. 98 
Do.. | 5, 100 9, 292. 39 | 747. 36 9, 292. 39 
Do.. . . 4, 620 8, 507. 66 | 708. 97 8, 507. 66 
ee eee ae 4, 620 8, 507. 66 708. 97 8, 507. 66 
Do.. a 4, 620 8, 507. 66 | 708. 97 8, 507. 66 
Do. ae 2, 520 4, 912. 54 | 409. 37 4, 912. 54 

Administrative and clerical: 
Chief clerk... .-- 1 | 4, 500 8, 303. 69 | 691. 97 8, 303. 69 
Seeretary - 1 | 3, 420 6, 453. 98 7. 83 6, 453. 98 
Staff editor 1 2, 880 5, 529. 13 460. 76 5, 529. 13 
Assistant clerk 1 2, 580 5, 015. 31 417. 94 5, 015. 31 
File clerks. ‘ 4) 2,880 | 5, 529. 13 460. 76 5, 529. 13 
Do.. » a 2, 280 | 4, 501. 50 375. 12 4, 501. 50 
Do.. | 2,280 | 4,501. 50 | 375. 12 4, 501. 50 
Do ol 2,280} 4,501. 50 | 375. 12 4, 501. 50 
Research assistants 2 | 1,920 | 3,884.93 323. 74 3, 884. 93 
Do a 1, 800 3, 679. 42 306. 61 3, 679. 42 
Stenographers i 13 | 2,880 | 5,529.13 | 460. 76 | 5, 529.13 
Do.. aii cata ane 2,880 | 5,529.13 460. 76 5, 529. 13 
Do Scand 2, 880 | 5, 529. 13 460. 76 5, 529. 13 
Do tee 2,880 | 5,529.13 460. 76 5, 529. 13 
Do ---|---- 2, 880 5, 529. 13 | 460. 76 5, 529. 13 
Do 2,880 | 5, 529. 13 | 460. 76 5, 529. 13 
Do : os 2, 880 | 5, 529. 13 | 460. 76 5, 529. 13 
Do : 2, 700 | 5, 220. 85 435. 07 5, 220. 85 
Do 4 2, 700 | 5, 220. 85 | 435. 07 5, 220. 85 
Do cal | 2, 580 | 5, 015, 31 | 417. 94 5, 015. 31 
Do.. | 2,580 | 5,015.31 417. 94 5, 015. 31 
Do : ach 2,280 | 4,501.50 | 375. 12 4, 501. 50 
es | can 2, 280 | 4, 501. 50 | 375.12 4, 501. 50 
| -_ EE PY CD eS EESS A SS a 
Total. .....-<« pecccusigueee’ 43 arauwaiowieiea te ----| 332, 762. 55 
| | [SSS 

ADMINISTRATIVE 

Contribution to civil-service retirement fund. --. : “ ‘ " coe 21, 629. 20 
Contribution Government insurance... -.........-- us Ds telleiaueanbtaeds bute See dic Aatbaaed 1, 608. 25 
Travel and per diem (investigators) ..................-.--- eee 50, 000. 00 
Recording proceedings reaeesais ose a tendering isc cataglaian ane 3, 000. 00 
EG WN 5 os anda rer enddaustadeskinenaisacesiinps Gna adiaanbendimnae bel 30, 000. 00 
Office supplies and postage $enedcccshshedeeecsniiein Phalnenbacicaaksimlgihapnaeiaamke 3, 000. 00 
Telephone and telegraph.__..................--.- ais sis kaniabaie Sibisdlg ulate kadewmaciinine sebastien’ at 
Documents “ . woaududesd eceneen aay a 3, 000. 00 
Accounting firm .- . srewaa tii tes we Silsntainieipint dm donee sendili gual Ginneidicsisanaee 35, 000. 00 
SRG ES PAP RIOIE 06 ROIIB os nic. ccrcercidicccanwoscibsntvntssacsdagebasbbidienbecel 10, 000. 00 
i stcbiecncle , avecdsveswongilinsdebibamlieeabiddeenkinaaaibame Ae 167, 237. 45 
Administrative expenses - . - -. inde dthiddawandwduedabuseNimwas aignseba annie 167, 237. 45 
Salaries oa edadecavesadnakeesekimtls ‘scien 332, 762. 55 
Webel, ©. TO. Tie « « cavncsstnnscescindsnedscassndiedieeseissededaenaaaeeeee 500. 000. 00 
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Financial report, Feb. 1, 1957, to Jan. 31, 1958—Under authority of S. Res. 74 
Feb. 1, to Dec. 31, 1957 


? 


{11 month period] 


Authorization, S. Res. 74, as amended____--____- ... $500, 000. 00 
Expenditures: 
Belaries _.-...-- ice . $262, 061. 
Accounting firm -_- ; 41, 698. 
Per diem (investigators) _- 39, 128. 
Travel (investigators) - - - 29, 879. 4: 
Recording proceedings A 2,188. ! 
ee ee ea 11, 232. 
rR ON a aoe 32, 828. 6 
Spee nnINNOS. 20S tne 2, 889. 
Telephone and telegraph___._...._ 22, 634. 6 
Documents - oe ~ 3, 468. ! 
Postage: . i... 791. 6 
Miscellaneous _ - -- -_- : ; 3, 450. 
Estimated expense, Jan. 1-31, 1958 _- 
519, 999. 75 
Authorization under §. Res. 74, as amended Feb. 1, 1957, to Jan. 31, 
es. ...- ake : iin guwewabned 
Expenditures: Feb. 1—Dec. 31, 1957 .- $452, 250. 75 
Estimated expense, Jan. 1-31, 1958_ _- cébemcecc .. 01. 2a 
————_ 19, 999. 75 


Amount over authorization 19, 999. 75 


500, 000. 00 
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JANUARY 27, 1958.—Ordered to be printed 


Mr. Hennines, from the Committee on Rules and Administration, 
submitted the following 


REPORT 


[To accompany S. Res. 223] 


The Committee on Rules and Administration to whom was referred 
the resolution (S. Res. 223) authorizing the Committee on Government 
Operations to make additional expenditures and perform certain acts, 


having considered the same, report favorably thereon with an amend- 
ment and recommend that the resolution, as amended, be agreed to 
by the Senate. 

This resolution would authorize the expenditure by the Senate 
Permanent Subcommittee on Investigations of the Committee on 
Government Operations of $200,000 through January 31, 1959, for the 
purposes of continuing those inquiries begun during last year by the 
subcommittee as well as initiating new studies which are or will be 
thought to be necessary. Approximately $12,000 will remain from 
the present authorization of $210,000 received last year for this 
subcommittee, which amount expires on January 31, 1958. 

An amendment added by the Committee on Rules and Administra- 
tion to the text of the resolution would require that the contingent 
fund moneys which are used to pay the salaries of the committee em- 
ployees under this resolution shall also be used to pay the salary of 1 
top employee to be selected by the minority, with 1 limitation. 

A review of the subcommittee’s activities and hearings during 1957 
is described in a letter addressed from Senator John L. McClellan, 
chairman of the Committee on Government Operations, to the chair- 
man of the Committee on Rules and Administration, Senator Thomas 
C. Hennings, Jr., which, with an accompanying budget and financial 
report, follow: 
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Unirep States SENATE, 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
SENATE PERMANENT SUBCOMMITTEE ON INVESTIGATIONS, 
January 16, 1968. 
Senator Tuomas HENNINGs, Jr. 
Senate Committee on Rules and Administration, 
Washington, D. C. 

My Dear Senator: Reference is made to Senate Resolution 223, 
85th Congress, 2d session, which was introduced in the Senate on 
January 16, 1958, requesting funds for the operation of the Senate 
Permanent Subcommittee on Investigations for the period from 
February 1, 1958, to January 31, 1959. Prior to submitting this 
resolution to the Senate, it was reported out favorably by a majority 
of the Committee on Government Operations. 

Attached hereto is an estimated budget for the operation of this 
subcommittee for the year beginning February 1, 1958, together with 
a statement of the proposed staff salaries. You will note that it is 
estimated under this budget it will require $200,000 to operate this 
subcommittee during the coming year. Approximately $12,000 will 
remain from the present appropriation which expires on January 
31, 1958. 

The members feel the subcommittee operated efficiently and 
economically during the past year and accomplished a great deal of 
good. The subcommittee’s investigations and hearings extended 
through the operations of many governmental agencies, including 
the Department of Defense, Department of the Army, Department 
of the Air Force, Civil Aernautics Board, Department of State, 
Export-Import Bank, Department of Labor, National Labor Rela- 
tions Board, Department of Treasury, and General Services Adminis- 
tration. 

Hearings were continued in connection with textile procurement in 
the military services. Evidence introduced clearly showed bribery, 
inefficiency, and other improprieties were rampant in the governmental 
procurement of millions of dollars worth of military clothing. As a 
result of hearings held in 1955, 6 individuals were found ouilty i in the 
United States district court for conspiracy to defraud “the United 
States Government, and on May 15, 1957, the following sentences 
were imposed: Harry Lev, 9 months and a fine of $5, 000; Raymond 
Wool, former Air Force captain in the Purchasing Sec tion of the 
Armed Services Textile and Apparel Procurement Agency, 18 months 
and a fine of $1,500; Marvin Rubin, 15 months and a fine of $1,000; 
Mrs. Mella Hort, former procurement clerk in the Armed Services 
Textile and Apparel Procurement Agency, 2 years probation and a 
fine of $1,500; Maurice Ades, 2 years probation; and Joseph Porreca, 
former chief inspector of the Textile Fabrication Branch, New York 
Quartermaster Procurement Agency, 2 years probation and a fine of 
$3,500. 

Hearings were also held concerning leaks of the secret Civil Aero- 
nautics Board decision of August 2, 1956. The investigation disclosed 
two leaks which had caused a substantial increase in the trading of 
Northeast Airlines stock on August 3, 1956. Testimony from CAB 
officials indicated that leaks of information of a secret nature had 
been promiscuous at the CAB for many years. Legislation making 
it a criminal penalty for anyone in any regulatory agency to willfully 
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disclose information in any adjudicated matter was introduced in the 
Senate and referred to the Judiciary Committee. This legislation 
applies to all regulatory agencies. Since such agencies are quasi- 
judicial, legislation was also introduced affording them the same pro- 
tection as a judge in a court of law in that they should not be subjected 
to pressures. 

The subcommittee’s investigation of the conflict of interest situa- 
tion involving Robert Tripp Ross, the Assistant Secretary of Defense 
for Legislative and Public Affairs, resulted in his resignation. 

The subcommittee held hearmgs concerning supply waste and 
excesses in the Northeast Air Command, which consisted of nine 
Air Force bases in Newfoundland, Labrador, Baffin Island, and Green- 
land. ‘Testimony revealed that in one instance an Army warrant 
officer, contrary to all regulations, caused to be buried approximately 
$33,000 worth of excess parts, of which $25,000 worth were good and 
usable. One Army unit had spare parts for technical equipment 
representing over $1 million, whereas it should have had $75,000 
worth. The Department of Defense has reported that the accumula- 
tion of excesses was the result of many improper practices being carried 
on by the Air Force Base Supply as well as by certain units in the field. 
As of the present date, the amount of surplus is unknown, since the 
investigation is a continuing one. 

Executive hearings were held concerning the Export-Import Bank 
of Washington, General Services Administration, and Minera Fer- 
nandez, a corporation which owned a manganese mine in Parral, 
Mexico. In October 1951 the Export-Import Bank granted a loan 
of $350,000 to this mine on condition that Minera Fernandez enter 
into a contract with General Services Administration (GSA) to fur- 
nish them 100,000 tons of manganese. The initial loan by the bank 
was enlarged on several occasions despite the fact that no ore was 
being delivered. In May of 1955 GSA discovered that it had failed 
to consider a provision in the contract that any change in the ratio of 
the United States dollar to the Mexican peso would be for the account 
of the Government. Since a change had been made on April 19, 1954, 
there was a loss to the Government of $164,263.78. GSA thereupon 
took all of the ore in transit from this mine, offsetting their loss, and 
reducing the amount owed GSA to $90,618.78. It canceled its con- 
tract. ‘The loss to the bank was $650,000. The subcommittee did 
not hold public hearings because manganese in 1951 was a stockpiling 
item. 

Investigation was conducted concerning the sale of 379 M-8 
armored cars by the United States Army at Red River Arsenal, 
Texarkana, Tex., to the United Auto Parts Co., Inc., and its affiliate, 
Texarkana Truck Parts Co., surplus property dealers located in Kan- 
sas City, Kans., and Texarkana, Tex., respectively. At the time of 
the purchase of these vehicles certain demilitarization provisions as 
well as scrap warranties were stipulated in the sales contract.. The 
cars, which were sold at an average price of $375, were subsequently 
rebuilt and sold to the French Government at an average price of 
$3,675. An export license was granted to the French Government 
for these vehicles despite the fact that the Department of State was 
aware of the apparent violation of the contract between the United 
Auto Parts, Inc., and the United States Army. Since a civil suit was 
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filed by the Department of Justice against the firms, this subcommittee 
has deferred action in the matter until the suit is resolved. 

Public hearings were held in January of this year on labor racketeer- 
ing in connection with the violation or nonenforcement of Government 
laws and regulations in the labor union field. The subcommittee 
was interested in determining the adequacy of existing statutes affect- 
ing the Department of Labor, the National Labor Relations Board, 
and the Treasury Department, and whether present rules and regula- 
tions enable them to administer the law efficiently. We were inter- 
ested in whether any changes should be made to enable these agencies 
to determine the adequacy, accuracy, and truthfulness of financial 
reports supplied by labor unions and labor union officials. Testimony 
revealed that certain reports and financial statements must be filed 
by labor unions with the Department of Labor, but this Department 
is powerless to make any investigation concerning the truth or falsity 
of the material filed. This is also true of the National Labor Relations 
Board. 

The subcommittee also wanted to know if additional legislation is 
needed to aid the Bureau of Internal Revenue to investigate labor 
organizations which under the law are tax exempt. Testimony 
revealed that this Bureau is very much impeded in securing the records 
of any labor organization because of a decision by the Court of Appeals 
for the Ninth District. 

Several witnesses testified in connection with this subject matter, 
four of whom objected to the jurisdiction of the subcommittee in this 
field. The subcommittee was well aware that many of the matters 
involved in labor racketeering, which it had been investigating for 
several months, did not fall within its jurisdiction. However, its 
limited inquiry in this field was believed to come within its juris- 
diction. As a result of the testimony, Frank Brewster, Nugent 
LaPoma, Einar Mohn, and Harry Reiss were cited for contempt of the 
Senate on February 19, 1957, in that they had refused to answer 
certain questions. On June 26, 1957, Frank Brewster was found 
guilty by the United States district court in Washington, D. C., and 
received a sentence of 1 year and a fine of $1,000. Similarly, Nugent 
LaPoma was found guilty on July 31, 1957, receiving a suspended 
sentence of 1 month and a fine of $1,000. The cases have been 
appealed and by agreement Einar Mohn and Harry Reiss will not be 
tried pending the outcome of these appe vals. 

On January 30, 1957, the Select Committee on Improper Activities 
in the Labor or Management Field was created by the Senate under 
my chairmanship. Pursuant to Senate Resolution 74, creating this 
select committee, six professional staff members of the Senate Perma- 
nent Subcommittee on Investigations were loaned to the select com- 
mittee. These staff members had been investigating labor racketeer- 
ing for several months prior to the creation of the select committee e, 
and it was felt that their experience in this field was invaluable to the 
work that the select committee was to undertake. In addition, 1 
clerk from this subcommittee was loaned to the select committee, and 
2 clerks worked jointly for both committees. Thus, approximately 
$97,000 of the money appropriated to the Senate Permanent Sub- 
committee on Investigations has been used by the Select Committee 
on Improper Activities in the Labor or Management Field. 
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If there is any further information you desire concerning the pro- 
a operation of this subcommittee during the coming year, I will 
e glad to confer with you or members of your committee. 
Sincerely yours, 
Joun L. McCugevian, Chairman. 


Budget for the Senate Permanent Subcommittee on Investigations of the Committee 
on Government Operations, pursuant to S. Res. 223, for the period Feb. 1, 
1958, to Jan. 31, 1959 


Base sal- | Gross sal- | Monthly | Total for 

Position N ary (per | ary (per salary period of 

annum) annum) (gross) budget 
(gross) 


Legal and investigative: 
Chief counsel china aieintinaiamedaainie 
Chief counsel to minority 
Assistant counsel . . - 


5 


$14, 212. 17 
13, 617. 69 
13, 617. 69 
12, 517. 88 
11, 447.79 
12, 517. 88 
11, 447.79 
11, 447.79 
10, 912. 75 
10, 912. 75 
10, 912.75 


wn 
nt et ht et 


BRE 
SSSRRTRESSE 


$14, 212.17 
13, 617. 69 
13, 617. 69 
12, 517. 88 
11, 447. 79 
12, 517. 88 
11, 447.79 
11, 447.79 
10, 912. 75 
10, 912. 75 
10, 912. 75 


5, 837. 42 
6, 453. 98 
5, 631. 89 
5, 529. 13 
1 4, 146. 84 


Total number-.- a 16 161, 164. 19 


S38 
EEE 


= 
S 


Investigators 


28 


as 
Ss 
eo 

S 


S582 ES322 
3BBS 
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Administrative and clerical: | | 
Acting chief clerk__.. scniailbetaiiates 1 | 5 5, 837. 42 
File clerk cusceseel | 3, 4 6, 453. 98 
Stenographers. _.-- a adieaenenix : , 5, 631. 89 

5, 529. 13 





ADMINISTRATIVE 


Contribution to civil service retirement fund 
Contribution to Government insurance 
Travel and per diem (investigators) 
Recording proceedings 

Witness fees and travel 

Office supplies 

Telephone and telegraph 


BSsSS55528 
3328333382 


19 months’ salary. 
2 Funds requested, 8S. Res. 223, $200,000. 
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SENATE PERMANENT SUBCOMMITTEE ON INVESTIGATIONS OF THE COMMITTEE ON 


GOVERNMENT OPERATIONS 


Financial report Feb. 1, 1957, to Jan. 31, 1958; under authority of S. Res. 37, 


Feb. 1 to Dec. 31, 1957: 11-month period 


EXPENDITURES 
a es Ot a SM Ea ws Coates 
en en ee se bow ok ale 
er SO Beer re ee Cie cba ona bee dee 
i ci li tinct madmen <a 
menue seesehenes — = | <= ow 6 Se se ss coccecstccccincccc 
I tte) tee ih EG Need iS wale ec aGumeqesacusacec 
NG. 4 SO Clee. CSU Sts clk oie eel 
Office supplies____----- ee eee dina cuidcn en keweeuaedaws 
I oe eed ninigc amon amieew em 
ac ee a i bas ican ae edna awe mee 
a ae aera eee ne ond Rema eee 
ee Meee en OR ce os chew im cc wae sowces whakgipes 

Neen NT od cae coerce a 
Estimated expense Jan. 1-31, 1958_.........................--- 


Authorization under 8. Res. 37, Feb. 1, 1957, to Jan. 31, 1958___-- 


I a eee ee se cde cue een 
Estimated expense, Jan. 1-31, 1958 


O 


$141, 252. 28 
1, 751. 78 
14, 067. 00 
13, 608. 49 
1, 548. 00 
396. 00 

1, 368. 81 
663. 79 
5, 556. 77 
108. 49 
560. 20 
223. 49 


181, 105. 09 
16, 884. 31 


197, 989. 40 


210, 000. 00 














181, 105. 09 
16, 884. 31 


197, 989. 40 


12, 010. 60 





VEPOSITED BY fHE 
IJNWITED STATES OF AMERICA 


Calendar No. 1216 


85TH CoNGRESS SENATE REPORT 
2d Session No. 1212 





INVESTIGATIONS OF THE COMMITTEE ON INTERIOR 


, TOTT AW 2 UNIVERSITY 
AND INSULAR AFFAIRS OF MICHIGAN 


JANUARY 27, 1958.—Ordered to be printed MAIN 
READING ROOM 


Mr. HenninGs, from the Committee on Rules and Administration, 
submitted the following 


REPORT 


[To accompany S. Res. 229] 


The Committee on Rules and Administration, to whom was re- 
ferred the resolution (S. Res. 229) authorizing the Committee on In- 
terior and Insular Affairs to investigate certain matters under its 
jurisdiction, having considered the same, report favorably thereon 
with an amendment, and recommend that the resolution, as amended, 
be agreed to by the Senate. 

This resolution would set aside the sum of $180,000 for expenditure 
by the Committee on Interior and Insular Affairs to complete and 
initiate any study or investigation into the fields of irrigation, reclama- 
tion, public lands, minerals, materials and fuels, and Indians and 
Territories and insular affairs from February 1, 1958, to January 31, 
1959, inclusive. 

The amendment added to section 2 of the resolution by the Com- 
mittee on Rules and Administration corrects a typographical error in 
the reported text. 

The purposes of the resolution are further detailed in a letter from 
the chairman of the Committee on Interior and Insular Affairs, 
Senator James E. Murray, to the chairman of the Committee on Rules 
and Administration, Senator Thomas C. Hennings, Jr., which, with 
an accompanying budget, follow: 

Unirep Srates SENATE, 
CoMMITTEE ON INTERIOR AND INSULAR AFFAIRS, 
January 16, 1958. 
Hon. THomas C. HENNINGs, 
Chairman, Committee on Rules and Administration, 
United States Senate, Washington, D. C. 

Dear Mr. CuarrmMan: For the Committee on Interior and Insular 
Affairs, I have today introduced Senate Resolution 229 which would 
make available to this committee funds in the amount of $180,000 
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to carry out investigations of various problems over which the com- 
mittee has legislative jurisdiction. Enclosed herewith is a budget 
approved by the committee which outlines the expenditures to be 
made from the funds sought under Senate Resolution 229. The 
amount requested equals the amount received last vear. 

Since assuming the chairmanship of the Committee on Interior 
and Insular Affairs in 1955, it has become increasingly evident to 
me that the legislative reorganization of 1946 does not authorize a 
staff of sufficient size that permits the expeditious accomplishment of 
this committee’s legislative workload. Handling, as we do, one of 
the largest volumes of legislation referred to any single committee in 
the Senate, it is imperative that we be permitted to retain additional 
personnel who are qualified to assist in the processing and perfecting 
of the many, many bills referred to the committee. The funds re- 
quested in Senate Resolution 229 would provide for the retention of 
those personnel who, in the judgment of the committee, are needed 
if we are to keep abreast of our legislative responsibilities. The 
proposed budget provides only for the continuation of the services 
of those individuals whose retention was authorized in our budget of 
last year. We are not seeking to add additional people to our 
temporary staff this year. 

] urge your committee’s favorable consideration of our request for 
these special funds and I shall welcome the opportunity to appear 
before the Rules Committee in support of the resolution. 

With kindest personal regards, I remain, 

Sincerely, 
JaMES E. Murray, Chairman. 


Budget, Feb. 1, 1958—Jan. 31, 1959 


Base Gross Monthly Total for 
Number | salary (per | salary (per salary period of 
annum annum) (gross) budget 


STAFF 


Technical 
Technical staff member $13, 617. 69 
Do 7,5 12, 874. 57 
Do : Fe 12, 517. 88 
Do i, § 12, 072. 01 
Do l y 11, 893. 66 
Do », 66 11, 626. 14 
Do 5,2 9 575.15 
Clerical 
Stenographer 2, § 5, 631. 89 
De 2, 82 5, 426. 35 
Do 2 2, 760 5, 323. 61 
Clerical assistant 2, 4, 295. 97 


Total 
Consultants, agency reimbursements 


Subtotal, staff expense 


ADMINISTRA 


Civil service retirement fund contribution 
Travel (field investigations included 
Hearings (reporters’ fees included 
Stationery, office supplies 
Communications (telephone, telegraph) 
Newspapers, magazines, documents 
Contingent fund 


Subtotal, administrative expense 


Total, S. Res. 229 





WEPOSITED BY [HE 
UNITED STATES OF SMERICA 


Calendar No. 1223 
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SUBCOMMITTEE ON IMPROVEMENTS IN THE FEDERAL 
CRIMINAL CODE 


JANUARY 27, 1958.—Ordered to be printed 


Mr. Henninos, from the Committee on Rules and Administration, 
submitted the following 


REPORT 


[To accompany S. Res. 238) 


The Committee on Rules and Administration to whom was referred 
the resolution (S. Res. 238) to investigate matters pertaining to the 
improvement and strengthening of the Federal Criminal Code, having 


considered the same, report favorably thereon with an amendment and 
recommend that the resolution, as amended, be agreed to by the 
Senate. 

This resolution would authorize the expenditure of $40,000 by the 
Subcommittee on Improvements in the Federal Criminal Code of the 
Committee on the Judiciary through January 31, 1959, for the pur- 
poses of continuing its studies of matters pertaining to the strengthen- 
ing of the code and the enactment of corrective legislation designed 
to halt the spiraling crime rate in the United States. 

The amount originally requested by the Committee on the Judiciary 
of $45,000 was reduced to $40,000 by amendment of the Committee 
on Rules and Administration to line 20, page 2, in the resolution. 

The further purposes of the resolution are more fully detailed in a 
letter from the chairman of the subcommittee, Senator Joseph C. 
O’Mahoney, to the chairman of the Committee on the Judiciary, 
Senator James O. Eastland, which, with a letter of transmittal to the 
chairman of the Committee on Rules and Administration, Senator 
Thomas C. Hennings, Jr., and an accompanying budget, follow: 


Unitep States SENATE, 
COMMITTEE ON THE JUDICIARY, 
January 16, 1958. 
Hon. Tuomas C. HENNINGs, Jr., 
Chairman, Committee on Rules and Administration, 
United States Senate, Washington, D. C. 

Dear Mr. Cuatrman: I am enclosing the budget which was 
approved by the Committee on the Judiciary at its meeting on 
Tuesday, January 14, 1958, for the work of the Subcommittee on 
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Improvements in the Federal Criminal Code. In accordance with 
this budget, the committee authorized the reporting to the Senate of 
an original resolution, Senate Resolution 238, to provide the amount 
of $45,000 for the work of the subcommittee for the period from 
February 1, 1958, through January 31, 1959. 

The subcommittee, as you are aware, has in progress studies of a 
number of matters pertaining to the strengthening of the Federal 
Criminal Code. This work is of continuing importance to the 
improvement of the orderly administration of justice in the United 
States. The budget has been prepared to provide a minimum staff 
to carry on the important work of the subcommittee 

I am enclosing for the further information of the Committee on 
Rules and Administration a letter of January 8, 1958, from Senator 
Joseph C. O’Mahoney, chairman of the subcommittee, setting forth 
in detail the work of the subcommittee. 

I hope that this budget, which has the approval of the full Judiciary 
Committee, will be taken up at the next meeting of the Committee 
on Rules and Administration, with a view to the prompt and favorable 
reporting of Senate Resolution 238 to the Senate. 

With kindest regards, I am 

Sincerely yours, 
James QO. Eastianp, Chairman, 


Unrrep States SENATE, 
CoMMITTEE ON THE JUDICIARY, 
SUBCOMMITTEE ON IMPROVEMENTS IN 
THE FEDERAL CriImMINAL Copp, 
January 8, 1958. 
Hon. James O. EAstTiLaAnn, 
Chairman, Committee on the Judiciary, 
United States Senate, Washington, D. C. 

Dear SenATOR Eastianp: There is attached an original resolu- 
tion from the Subcommittee on Improvements in the Federal Criminal 
Code, providing that the subcommittee be authorized expenditures of 
$45,000 for the period from February 1, 1958, through January 31, 
1959, for the purpose of studying, devising, and obtaining the en- 
actment of various legislative proposals designed to improve and 
strengthen the Federal ‘Criminal Code. 

The basic study of the Federal Criminal Code, authorized by Senate 
Resolution, 54, 85th Congress, is completed and the subcommittee 
will report its conclusions and recommendations by January 31, 1958. 
Briefly, the study reveals serious gaps and weaknesses in the Criminal 
Code which must be met by the enactment of corrective legislation if 
we are to halt the spiraling crime rate in the United States. In this 
respect, the importance of our work is emphasized by the fact that 
crime in the United States is at the highest point in history. More 
than 2,756,000 major crimes were committed during the year 1957, 
for an increase of 7.5 percent more than the record of 2,563,1 50 
serious offenses which was established in 1956. Compared with 1956, 
there were almost twice as many convictions for fraud against the 
Government; Federal kidnaping convictions increased over 20 percent; 
convictions under the Federal Bank Robbery Act were more than 10 
percent higher; and the multimillion dollar pornography racket, 
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trafficking in obscene matter, flourished even in the fact of a stern 
crackdown by the Federal Bureau of Investigation. In summary, 
all categories of major crime, except murder, rose during the last 12 
months, with the largest increases in crimes against property—rob- 
bery, burglary, larceny, and interstate automobile theft. 

The subcommittee, in addition to having compiled a vast store of 
evidence, has already prepared tentative drafts of legislation which 
would greatly improve the means for detecting, apprehending, and pros- 
ecuting criminal elements... For example, we have sought to strengthen 
procedures relating to searches and seizures and to clarify the rules of 
arrest and arraignment. We have studied and prepared tentative 
revisions to the obstruction of justice and the perjury statutes, and 
have developed legislation which would afford the Government the 
right to appeal from orders suppressing the evidence in criminal cases 
A” special study has been made of the proposal to pay a reasonable 
fee to court-appointed defense attorneys in Federal criminal cases 
which involve persons who are genuinely unable to bear the expense. 
Also, our studies and draft legislation include a proposal for a Federal 
habitual criminal statute which, we hope, would tend to halt the high 
rate of recidivism in crime. 

The proposed budget for the period February 1, 1958, through 
January 31, 1959, is necessary in order to provide a minimum staff to 
handle the heavy workload and specific legislation that we have 
scheduled in an effort to improve and strengthen the Federal Criminal 
Code. 

‘The subcommittee respectfully requests that favorable considera- 
tion be given to the resolution, and the proposed budget, and that the 


resolution be favorably reported in the Senate by the chairman of the 
Committee on the Judiciary. 
With kindest regards, I am 
Sincerely yours, 


JosePpH C. O’Manoney, Chairman. 
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Budget of Subcommittee on Improvements in the Federal Criminal Code of the Com- 
mittee on the Judiciary for the period of Feb. 1, 1958, through Jan. 31, 1959 


| Monthly 


Position 


Legal and investigative: | 
General counsel $8, 000 | $13,617.19 | $1, 134. 80 
Attorney-investigator 7,200 | 12, 428.70 1, 035. 72 
Administrative and clerical: Clerical 
5, 015. 31 417. 94 


ADMINISTRATIVE 


Contribution to civil service retirement fund (614 percent of total salaries paid) 

Travel (inclusive of field investigations, field hearings) -_._.............-.---.-222-- elle 
Hearings (inclusive of reporters fees) 

Witness fees, expenses 

Stationery, office supplies 

Communications (telephone, telegraph, postage) 


Contingent fund --_................- Mibie ch wdigh diddddbd hawew tied dbacbdcdswescbhund thd 


Subtotal, administrative 


Total for 
yor of 


$13, 617. 19 
12, 428. 70 


Sees 
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ADDITIONAL PERSONNEL FOR THE COMMITTEE ON 
FOREIGN RELATIONS 


JaNuARY 27, 1958.—Ordered to be printed 


Mr. Henninas, from the Committee on Rules and Administration, 
submitted the following 


REPORT 


[To accompany S. Res. 240] 


The Committee on Rules and Administration, to whom was referred 
the resolution (S. Res. 240) authorizing the Committee on Foreign 
Relations to employ 2 additional professional staff members and 2 
additional clerical assistants on a temporary basis, having considered 
the same, report favorably thereon with an amendment, and recom- 
mend that the resolution, as amended, be agreed to by the Senate. 

This resolution would authorize the employment of 2 additional 
clerical assistants attached to the Committee on Foreign Relations 
since 1951 by resolution, as well as to enable it to continue the services 
of 2 additional professional staff members who have been paid from 
special subcommittee funds in the past. The resolution does not 
authorize a net increase in the staff of the committee, but merely 
permits it to continue the services of those presently employed. 

The amendment added to the resolution by the Committee on Rules 
and Administration corrects a textual reference. 

There follows a letter from the chairman of the Committee on For- 
eign Relations, Senator Theodore Francis Green, to the chairman of 
the Committee on Rules and Administration, Senator Thomas C. 
Hennings, Jr., concerning the resolution: 


UNITED States SENATE, 
CoMMITTEE ON Foreian RE.ATIONS, 
January 16, 1958. 
Hon. Tuomas C. HEnnINGs, Jr., 
Chairman, Committee on Rules and Administration, 
United States Senate, Washington, D. C. 
Dear SeEnaATOR HennrinGs: On January 14, 1958, the Committee on 
Foreign Relations ordered reported favorably a resolution oe 
it to employ from February 1, 1958, to January 31, 1959, 2 addition 
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professional and 2 additional clerical assistants. I have today intro- 
duced the resolution (S. Res. 240) and it has been referred to the 
Committee on Rules and Administration. 

As you know, the Committee on Foreign Relations has obtained 
authorization to employ two additional clerical assistants since 1951. 
It has also had the benefit of the services of two additional professional 
staff members, who have in the past been paid from special subcom- 
mittee funds. Senate Resolution 240, therefore, does not authorize 
an increase in the staff of the committee, but merely enables it to 
continue the services of persons presently employed by it. 

I would like to stress that the resolution was ordered favorably 
reported by a unanimous vote of the Committee on Foreign Relations. 
I hope that the Committee on Rules and Administration will find it 
possible to take prompt, favorable action on Senate Resolution 240. 

Thanking you for your courtesy in this matter, I am, 

Sincerely yours, 
THEODORE FRaNcis GREEN, 
O Chairman. 
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Mr. Hennes, from. the Committes on*Rulesand> Administration, 
submitted the following’ 91!) Jad) Itaw diew 


inoeninwo0 Tb 


ou ag ts betesups1 
REPORT rd | gv ton eboud 
YOLIRVLIISSVAEL IO 


[To accompany S. Res. 250} nae ati stenee 


i i s avwollot s1odT 

The: Committee om Rules and :Administration:h (had ounder 
consideration: an’. original) resolution (8.1 Res. 250) authorizing ithe 
Committee on Rules and Administration 'tdomake!éxpendituresand 
to employ temporary personnel, report favorably’thereom and! recom> 
mend that it be agreed to by the Senate. 

This resolution: would -authorize ithe )expenditure of $150,000 by 
the Committeeron ‘Rules and: Admimisttationsand:its standing Sub- 
committee on Privileges-and Elections) duringthevourse of hearings 
and investigations pertaining to matters within the scope of their 
jurisdiction including— J aamounT .coH 

(1) Theveléetion of the President, Viee Presiden tyor:Minbers 
of Congress; Inia Hote 

(2). Corrupt, practices; H szoravae aaad 

» (3), Contested elections;. |, ; no) odd to anoitoslA 

(4) Credentials, and qualifications; e soidtulosst & horsq 

(5) Federal-eleotions.generally; and) {)5)«{uole. vilyiotss ,moid 

(6), Presidential succession, id boiteq => ma Gee 

During the first few months of 1958, the Subcommittee on Privileges 
and, Elections will be. concerned. with, bills, ant) resobationy which esigi- 
nate, with it jor, which. are referred, to it,|,, Theseobilixand vesdlutions, 
dealing, with Federal elections, political, activities and othen related 
subjects will require study and examination by professionally: qualified) 
stadt members. toolo odT (I 

Pamphlets informing Federal candidates of election: daws) im their 
respective States, as well as Federal laws, wilkcbe: ‘prepared and dis- 
tributed by the Subcommittee during each) Rddeval election, year. 

Inquiries addressed to the);subeommibttee -froms(eatiidates and 
committees throughout the . United States; wall bers pefisi(dered and 
answered fully and accurately. sitnabiee1d (8) 
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Assistance will be given to any Senator or candidate who desires 
information concerning the reporting of campaign finances or the 
interpretation of election laws or any other matters within the juris- 
diction of the subcommittee. 

The election of 32 United States Senators in November 1958, may 
result in one or more contests which the Senate may refer to this sub- 
committee for investigation and report. 

Contested elections cannot be predicted with accuracy, but must 
be anticipated, and adequate funds must therefore be available to the 
subcommittee in order to employ competent personnel and to meet 
the attendant costs of such investigations. 

Approximately 143 Senate seats have been contested since the 
First Congress, and during more recent years, 2 or more contests 
have arisen simultaneously and have been considered concurrently. 
Expenditures by the subcommittee during the course of these investi- 
gations have ranged as high as $225,000. 

Since Senate contests arise after election day, it is not feasible to 
wait until that time to request funds because the Congress will be in 
adjournment. Thus, an appropriation for these purposes must be 
requested at an earlier date. 

Funds not used by the subcommittee, in the event no major contest 
or investigation arises, will be returned to the contingent fund of the 
Senate. f 

There follows a letter from the chairman of the subcommittee, 
Senator Mike Mansfield, to the chairman of the Committee on Rules 
and Administration, Senator Thomas C. Hennings, Jr., giving further 
background on the resolution, and appending a budget for the re- 
quested amount of $150,000. 


Unirep Srates SENATE, 
CoMMITTEE ON RuLES AND ADMINISTRATION, 
SUBCOMMITTEE ON PRIVILEGES AND ELECTIONS, 
January 8, 1958. 
Hon. Tuomas C. HEnninGs, Jr., 
Chairman, Committee on Rules and Administration, 
United States Senate, Washington, D. C. 

Dear Senator Hennines: The Subcommittee on Privileges and 
Elections of the Committee on Rules and Administration has pre- 
pared a resolution and an accompanying budget for a new appropria- 
tion, carefully calculated to meet the cost of the subcommittee func- 
tions for the period beginning February 1, 1958 and ending January 
31, 1959. 

Rule XXV 1. (0) (1) (D) of the Standing Rules of the Senate confers 
upon the Committee on Rules and Administration and its standing 
Subcommittee on Privileges and Elections jurisdiction over the follow- 
ing matters: 

(1) The election of the President, Vice President and Members 
of Congress; 

(2) Corrupt practices; 

(3) Contested elections; 

(4) Credentials and qualifications; 

(5) Federal elections generally ; and 

(6) Presidential succession. 
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The functions of the subcommittee vary in scope during election 
and nonelection years. In election years, the subcommittee originates 
and receives by referral bills, resolutions, petitions and inquiries 
pertaining to the several categories within its jurisdiction, and, in 
addition, is vested with responsibility and control over investigations 
of campaign finances, scurrilous literature and election contests. 

Experience has demonstrated that an average appropriation of 
$60,000 is sufficient for nonelection years, but that a larger fund 
averaging $150,000 is necessary to meet increased costs during election 
years. 

A schedule of appropriations agreed to for the use of the Committee 
on Rules and Administration and its Subcommittee on Privileges and 
Elections from the 82d Congress to the present is as follows: 


Congress Resolution “tte approved} Amount Total per | Total per 


82d Cong. (Democratic): 
1951, Ist sess__ 


1s. 200_. Sept, 13, 1951 
1952, 2d sess 


8. 262....| Jan. 24, 1952 
. 333. .-.| June 12, 1952 | 
. 106....| June 8, 1953 
$s. 1387....| Aug. 3, 1953 
, 2341___| May 20, 1954 | 


83d Cong. (Republican): 
1953, Ist sess 


1954, 2d sess_-.. 
Sth Cong. (Democratic): 

1955, Ist sess__. anak an npieieiatabien. eaiilieenial 

1956, 2d sess . 176....| Feb. 17, 1956 | i. | 
8. 306. ...| July 5 | FURS Bidickscaens 
. 73. a Jan. 30, 1957 


85th Cong. (Democratic): 
1957, 1st sess... ‘ 
1958, 2d sess... _-- 


nn nas 





1 Continuing resolution. 
2 Unexpended balance of 8. Res, 234 of 1954. 
3’ Amended 8, Res. 176 to read $150,000. 


Like all other subcommittees and select or special committees, the 
Subcommittee on Privileges and Elections must request its appropria- 
tion at the beginning of each Congress. Election contests do not arise 
generally until after the date of an election and therefore cannot be 
predicted in advance. But, such contests must be anticipated and 
preparations must be made for increases in personnel and additional 
expenses for hearings, travel, witness fees, reporting fees and other 
costs which always accompany investigations. 

Bearing in mind the knowledge that the subcommittee appropriation 
is not based on precise data, its members and staff have striven to 
conserve funds appropriated and to return to the contingent fund of 
the Senate upon the expiration date of the appropriation all of the 
money not used for necessary and required purposes. 

Accordingly, in 1957, the subcommittee returned the sum of $33,478 
as the unexpended balance of Senate Resolution 306, agreed to July 
20, 1956 which increased the total allowed in 1956 (an election year) 
from $50,000 to $150,000. 

And, on January 31, 1958, the subcommittee expects to refund as 
the unexpended balance of Senate Resolution 73 ($60,000), agreed to 
January 30, 1957, the approximate sum of $14,000. 

The Subcommittee on Privileges and Elections submits its resolu- 
tion, budget and report with the conscientious belief that the appro- 
priation requested is fair and reasonable and commensurate with 
precedent and with the basic requirements for the year ending Janu- 
ary 31, 1959, and it is the sincere wish of the Subcommittee that its 
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resolution. calling for $150,000, will, be approved, by the Committee on 
Rules and, Administration, and. by the, Senate. 


Wath: best wishes,’ Dam 
Sincerely} 


Mik /MANSFIELD, 


Chaiiman, Subcommittee on: Privileges and Elections, 


Budget, Me An 4904, Hers wed tHe Ahh LPR 


nen ere 


Position 


STAFF 


Legal and investigative: 
Chief 0 , 
Sperial Counsebs: - - - 
Chief Investigator. 
Investigator. _- 

Editorial and research: 
Research Direetér - 
Research Assistant 

AAministrative and clerical: 
Chief Clerk 
Stenographer -_-. 


Subtotal) staff expense 


Gross 
salary (per 
ammum) 


Number (per 
annum) 


Base salary sa 


rr 
| 


| 


$13, 617. 69 | 


13, 617. 69 
9, 096. 20 
8, 098. 17 


9, 096. 20 
7,070. 56 


ADMINISTRATIVE 


Contribution 
Reimbursable Paytents to ageticies __ 
Travel (inclusive of field investigations) 
Hearings (inclusive of reporters’ fees) 
Witness fees, expenses 


Communications Salaehens, telegraph) 
Newspapers, magazines, documents 
Contingent fund. 

Subtotal, adsnitistrative expensé 


Total... 


Fund requested, $180,6 600. 


Q civil-service retirement, fund (64 Ps pe reent of total salaries paid) - 


Monthly 
salary 
(gross) 


$1, 184. 80 
1, 134. 80 
758. 01 
674, 84 


758. OL 
589. 21 


| 


Total for 
period of 
budget 
(gross) 


+ 


gsessaaz 
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AUTHORIZING THE ERECTION OF SUITABLE MARKERS 
AT FORT MYER, VA., TO COMMEMORATE EARLY AIR- 
PLANE FLIGHTS 


JANUARY 28 (legislative day, JANUARY 27), 1958.—Ordered to be printed 


Busu, from the Committee on Armed Services, submitted the 
following 


REPORT 
[To accompany_H. R. 6078] 


The Committee on Armed Services, to whom was referred the bill, 
H. R. 6078, to provide for the erection of suitable markers at Fort 
Myer, Va., to commemorate the first flight of an airplane on an Army 
installation, and for other purposes, report favorably thereon without 
amendment and recommend that the bill do pass. 


PURPOSE OF THE BILL 


The objectives of this bill are (1) to authorize the erection of a 
marker at Fort Myer, Va., to commemorate the first flight of an air- 
plane at an Army installation and (2), to authorize the erection of a 
bronze plaque at Fort Myer, Va., to mark the site of the first crash of 
an airplane on an Army installation. 


EXPLANATION 


September 3, 1958, will mark the 50th anniversary of the first flight 
of an airplane on an Army installation. The flight involved was by 
Orville Wright and was the first in a series of tests to be made before 
Government acceptance of the airplane. The flight lasted for 1 
minute and 11 seconds. ‘The first crash of an aircraft on an Army 
installation occurred on September 17, 1908. Lt. Thomas E. Selfridge 
accompanied Orville Wright on a flight that day to comply with the 
specifications requiring that the airplane be airborne for a specified 
period with the pilot and one passenger aboard. ‘The plane crashed 
and Lieutenant Selfridge subsequently died from injuries sustained 
in the crash. 

COST DATA 


The Department of the Army estimates that the erection of the 
marker and the bronze plaque will cost approximately $3,500. This 
expenditure would be absorbed within appropriations currently 
available and would not require new funds. 
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DEPARTMENTAL RECOMMENDATION 


Printed below and hereby made a part of this report is a letter from 
the Secretary of the Army dated June 7, 1957, indicating that the 
Department of the Army strongly favors enactment of this measure 
and that the Bureau of the Budget has no objection to it. 


DEPARTMENT OF THE ARMY, 
Washington, D. C., June 7, 1957 
Hon. Cart VINSON, 
Chairman, Committee on Armed Services, 
House of Representatives. 

Dear Mr. CuarrMan: Reference is made to your request to the 
Secretary of Defense for the views of the Department of Defense with 
respect to H. R. 6078, 85th Congress, a bill to provide for the erection 
of suitable markers at Fort Myer, Va., to commemorate the first flight 
of an airplane on an Army installation, and for other purposes. 

The purpose of the bill is stated in the title. The Department of the 
Army on behalf of the Department of Defense favors the above- 
mentioned bill. 

The first flight of an airplane on an Army installation took place on 
the parade ground at Fort Myer, Va., on September 3, 1908. This 
flight was the first in a series of tests to be made prior to ace eptance of 
the airplane by the Government. Orville Wright was the pilot and 
the flight lasted 1 minute and 11 seconds. 

Lt. Thomas E. Selfridge, United States Army, requested the War 
Department to detail him as an observer at Fort Myer during the 
tests that were to be made prior to acceptance by the Government 
of the Wright airplane. On September 17, 1908, at the invitation of 
Orville Wright, Lieutenant Selfridge flew as a passenger as the specifi- 
cations required that the airplane be airborne for a certain period of 
time with the pilot and one passenger aboard. ‘The plane crashed 
and the two airmen were rushed to the post hospital where Lieutenant 
Selfridge died. After several weeks in the hospital, Orville Wright 
recovered. 

Although only 26 years of age at the time of his death, Lieutenant 
Selfridge had ardently assoc iated himself with aerial experimentation 
and design. He made several balloon ascensions and flights in dirigi- 
bles. In May 1908 he piloted the White Wing airplane, a product 
of the Aerial Experimental Association. The tragic accident on 
September 17, 1908, ended a career which gave promise of being 
a big factor in expediting aa eine ting heavier than air aircraft. 

For the foregoing reasons, the Department of the Army on behalf 
of the Department of Defense strongly recommends that the bill be 
favorably considered. 

The enactment of this bill will result in no increase in the budgetary 
requirements of the Department of Defense. 

This report has been coordinated within the Department of Defense 
in accordance with procedures prescribed by the Secretary of Defense. 

The Bureau of the Budget advises that there is no objection to the 
submission of this report. 

Sincerely yours, 
Witser M. Brucker, 
Secretary of the Army. 
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PROVIDING FOR A U. 8. S. “ARIZONA” MEMORIAL AT 
PEARL HARBOR, T. H. 


JANUARY 28 (legislative day, JANUARY 27), 1958.—Ordered to be printed 


Mr. SALTonsTALL, from the Committee on Armed Services, submitted 
the following 


REPORT 


[To accompany H. R. 5809] 


The Committee on Armed Services, to whom was referred the bill 
(H. R. 5809) to authorize construction of a U.S. S. Arizona memorial 
at Pearl Harbor, having considered the same, report favorably thereon 
without amendment and recommend that the bill do pass. 


PURPOSE “or* THE BILL 


The objective of this bill is to authorize the Secretary of the Navy 
to cooperate with the Pacific War Memorial Commission of Hawaii, 
an instrumentality of the government of Hawaii, in the development 
of a design for a U. S. S. Arizona memorial and museum at Pear! 
Harbor, T. H., and in the construction of such memorial and museum. 


EXPLANATION 


Authority needed.—The Pacific War Memorial Commission, an 
agency established by the Legislature of the Territory of Hawaii, 
is raising funds for the U. S. S. Arizona memorial through a national 
subscription campaign. The commission desires to transfer the funds 
raised in this manner to the Navy for the erection of the memorial 
on or near the hulk of the U. S. S. Arizona in Pearl Harbor. The 
Navy desires to cooperate, but has no authority to accept the funds 
or to erect or to maintain memorials or monuments on Navy property. 
This bill would provide the needed authority: 

Desirability of memorial.—The hulk of the U.S. 8S. Arizona lies in 
Pearl Harbor, where the vessel was sunk during the Japanese attack 
on December 7, 1941. The remains of 1,102 American servicemen are 
in the Arizona from where they cannot ‘be recovered. The proposed 
memorial and museum would be an appropriate tribute to the per- 
sonnel who died during the attack on Pearl Harbor. 
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COST 


It is contemplated that there will be no cost to the Government for 
the construction of the memorial and museum. There will be an 
annual cost for the maintenance of the memorial, however, but the 
Navy estimates that this cost will not exceed current expenditures for 
maintenance of the above-water portions of the U.S. S. Arizona hulk. 
Since these above-water portions of the Arizona hulk will be removed 
these maintenance expenditures will no longer be required. 


DEPARTMENTAL RECOMMENDATION 


Printed below and hereby made a part of this report is a letter 
dated August 13, 1957, from the Chief of Legislative Liaison for the 
Department of the Navy, indicating that the Navy supports the 
concept of the Arizona memorial. The House adopted amendments 


suggested by the Department of the Navy relating to the form of the 
bill. 


DEPARTMENT OF THE Navy, 
OFFICE OF THE SECRETARY, 
Orrice or LeGistativE LIAISON, 
Washington, D. C., August 13, 1957 
Hon. Cart VINSON, 
Chairman, Committee on Armed Services, 
House of Representatives, Washington, D. C. 

My Drar Mr. Cuarrman: Your request for comment on H. R. 
5809, a bill to provide for a U.S. S. Arizona memorial at Pearl Harbor, 
T. H., has been assigned to this Department by the Secretary of 
Defense for the preparation of a report thereon expressing the views 
of the Department of Defense. 

The proposal would authorize the Secretary of the Navy to co- 
operate with the Pacific*War Memorial Commission of Hawaii: in 
developing a design for a U. S. S. Arizona memorial and museum at 
Pearl Harbor, T. H. The Pacifie War Memorial Commission, an 
agency established by the Legislature of the Territory of Hawaii; is 
raising funds for the U. S. S. Arizona Memorial through a national 
subscription campaign which commenced on December 6, 1956. The 
commission contemplates transfer of the funds so raised to the De- 
partment of the Navy for the erection of the memorial on or near the 
hulk of the U.S. S. Arizona in Pearl Harbor. The Department of the 
Navy desires to cooperate with the Pacific War Memorial Commission, 
but it has no authority to accept the funds to be provided by the com- 
mission nor does it have authority-to erect: or maintain memorials or 
monuments on Navy property. H. R. 5809 would provide the neces- 
sary authority. 

It is considered that the proposed memor and museum would be 
a fitting tribute to the personnel of the U.S. S. Arizona who gave — 
lives during the Japanese attack on Pearl “Harbor on December 7, 
1941, and whose remains have not been and cannot be recovered from 
the hulk of the Arizona. It is considered that the memorial would be 
of lasting historical significance and inspiration to Americans for 
generations to come. 
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The Department of the Navy, on behalf of the Department of 
Defense, supports the concept of a U.S. 8. Arizona memorial, and will 
submit in the next few days to the Speaker of the House and the 
President of the Senate a proposal to construct an Arizona memorial 
as part of the Department of Defense legislative program for 1957. 
It is recommended that this Department of Defense proposal be 
enacted in lieu of H. R. 5809. 

As contemplated by both H. R. 5809 and the Department of Defense 
legislative proposal, there will be no cost to the Government for the 
construction of the memorial and museum; however, there will be a 
small annual cost for maintenance of the memorial. It is estimated 
that the cost will not exceed current expenditures for maintenance of 
the above-water portions of the U. 8. S. Arizona hulk. If the 
memorial is authorized, the above-water portions of the hulk presently 
requiring maintenance would be removed, and therefore, there would 
be no additional cost to the Government for the maintenance of the 
memorial. 

This report has been coordinated within the Department of Defense 
in accordance with procedures prescribed by the Secretary of Defense. 

The Department of the Navy has been advised by the Bureau of the 
Budget that there is no objection to the submission of this report on 
H. R. 5809 to the Congress. 

For the Secretary of the Navy. 

Sincerely yours, 


EK. C. STEPHAN, 
Rear Admiral, United States Navy, Chief of Legislative Liaison. 


O 
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JANUARY 28, 1958. 
The honorable the PResIDENT OF THE SENATE. 
The honorable the SpeaAKER OF THE House or REPRESENTATIVES. 
In accordance with House Concurrent Resolution 172 of the 85th 
Congress which provides for a complete study of any and all matters 
pertaining to problems created by the growth and expansion of the 
District of Columbia and its metropolitan area, there is transmitted 
herewith the following report. 
Respectfully submitted. 
ALAN Bisse, Chairman. 
DeWirr S. Hyper, Vice Chairman. 
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Mr. Bree, from the Joint Committee on Washington Metropolitan 
Problems, submitted the following 


REPORT 


INTRODUCTION 


House Concurrent Resolution 172, 85th Congress, section 2 (c), 
instructs the Joint Congressional Committee on Washington Metro- 
politan Problems to make a progress report on its activities by Janu- 
ary 31,1958. The committee is authorized to study problems created 
by the growth and expansion of the District of Columbia and its 
metropolitan area, how such problems are being met, and how they 
affect the District of Columbia. The final report of the committee 
is to be submitted to Congress not later than January 31, 1959. 


ORGANIZATION OF THE COMMITTEE 


Following organization meetings of the committee at which a chair- 
man and vice chairman were elected and a staff director appointed, 
the principal effort has been directed to the preparation of a work pro- 
gram. Staff work commenced November 27, 1957. The commit- 
tee’s staff director has conferred extensively with local government 
officials in the metropolitan region, and with State officials of Maryland 
and Virginia, as oa as with District of Columbia officials and the 
Federal departments. 

At the direction of the committee, a questionnaire survey of metro- 
politan regional problems was conducted among the various govern- 
mental bodies, and the results were used in formulating the work 
program of the committee and its staff. These findings were publicly 
released following their analysis. A selection of these letters will be 
found in the appendix to this report. 

Following the adoption of the work program by the committee 
January 14, a budget request for 1958 was prepared for submission to 
the Senate Rules Committee. 
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DEFINITION OF THE WASHINGTON METROPOLITAN REGION 


The committee’s studies will be conducted within the general frame- 
work of the Washington metropolitan region. The definition of this 
region which the committee will use in its studies includes the Mary- 
land counties of Prince Georges and Montgomery, the Virginia 
counties of Arlington and Fairfax, and the District of Columbia. It 
also includes numerous independent cities lying within these limits. 
The area so bounded conforms to the standard metropolitan area as 
defined by the Bureau of the Census. Thus, the boundary coincides 
with major statistical and research activities, an obvious advantage 
to the committee in its study (see exhibit No. 1). 

The definition of the region reflects the criteria for defining metro- 
politan problems to be considered by the committee in the first part 
of its work program. These criteria are the areawide scope of the 
problem; the desirability and economy of handling it on a unified 
basis rather than piecemeal by jurisdictions; its interest to the area 
as a whole as it relates to growth and well-being of the metropolitan 
region; and its uniqueness in the sense that only a metropolitan area 
organization would be able to deal with the problem. 

Beyond this regional boundary, the committee will have to consider 
in some of its studies, the entire drainage basin of the Potomac River 
(see exhibit No. 2), and the position of the Washington metropolitan 
region as part of the continuous urban belt reaching north along the 
Atlantic coast (see exhibit No. 3). The Potomac drainage basin 
will contain factors affecting the metropolitan water supply. To the 
northeast, the rapidly growing and expanding Baltimore metropolitan 
area meets the Washington metropolitan area at the Patuxent River, 
and in certain functions overlaps with it. Coordination with the 
studies of the Baltimore Regional Planning Council has been effected 
by the committee’s staff. 

The committee will also have to consider the area under the juris- 
diction of the National Capital Regional Planning Council (as defined 
in the National Capital Planning Act of 1952, Public Law 592, 82d 
Cong., 2d sess.) which embraces two additional Virginia counties, 
Loudoun and Prince William. While this area has a distinct value 
in studying the metropolitan region, particularly looking to its future, 
the smaller regional boundaries chosen conform more exactly to the 
present metropolitan population and the incidence of metropolitan 
problems. 

The Interstate Commerce Commission uses a definition of the Wash- 
ington commercial zone that is more restrictive than the Census 
standard metropolitan area. 

The Joint Commission To Study Passenger Carrier Facilities in the 
Washington metropolitan area has created a regional definition of the 
mass transportation service area as follows: In Maryland the following 
election districts in Montgomery County (Rockville, Colesville, 
Bethesda, Potomac, Wheaton, Olney, and Gaithersburg) and Prince 
Georges (Bladensburg, Chillum, Hyattsville, Riverdale, Berwyn, 
Vansville, Lanham, Kent, Seat Pleasant, Spauldings, Surratts, and 
Oxon Hill); and in Virginia the following magistral districts in Fairfax 
County (Falls Church, Mason, Mount Vernon, and Providence) and 
the whole of Arlington County and the independent cities of Alexandria 
and Falls Church. An additional area in Maryland, embracing the 
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Montgomery election district of Clarksburg, and the Prince Georges 
election districts of Laurel and Bowie, allows the joint commission 
transit service area to embrace that part of the metropolitan area 
served only by bus.! 

Numerous other service districts have been defined, illustrating the 
close relationship between the central city and its suburban neighbors. 


GROWTH OF POPULATION OF THE WASHINGTON METROPOLITAN REGION 


The present population of the Washington metropolitan region is 
slightly more than 2,000,000. 

The census of 1950 found the following population by major sub- 
divisions: 

District 06 Columitan )12 28000 ou ion RUSE RUE IU ER 802, 178 
Montgoniery, County, :M@ 4 cia she siseptiag viegauibees-seewnan 164, 401 
Princs Sxocaes (Comets. Oa i liek atin eornririain aeieiotonceet sbumitern PEO a 
Arlington County, Va_--- sai al 3s Scag an gine tale cage ee ee 135, 449 
Fairfax County, Va_-_-- Do pee ha Ss a eee oes ik ne a ee en ee 98, 557 
Alexandria, Va_- a0. SUTS UU038, OH Os 20a a ee 61, 787 
Falls Church, Va____------ Bnd hb SRO GEE as od pWsutetditeebauig 7, 535 

The past growth of population has been extremely rapid. Between 
1940 and 1950, the metropolitan area population increased by 51.3 
percent. Among standard metropolitan areas whose total population 
exceeded 1 million, the Washington area was the second fastest grow- 
ing. 

As is the case with most metropolitan areas, the rate of growth of 
the surrounding areas is considerably more rapid than the older, 
built-up central city. 

Estimates of future population growth have been prepared. The 
most recent official estimate, prepared by the National Capital 
Regional Planning Council in the course of its mass transportation 
study, yielded two figures. These refer to the Council’s regional area, 
including Loudoun and Prince William Counties. On the assumption 
of no further industrialization than at present, an estimate of about 
2.3 million by 1965 and 2.8 million by 1980 was reached. On the 
assumption full industrialization was achieved by 1980, the Council’s 
estimated population was 2.9 million by 1965 and 4.8 million by 1980.” 

Careful population estimates have also been made by the Washing- 
ton Board of Trade Economic Development Committee. (These esti- 
mates refer to the standard metropolitan area.) These assumed a 
population of 3.5 million by 1980 and of 4.8 million for the year 2000.* 

Further details are not necessary to establish the fact that the 
Washington metropolitan area is one of the Nation’s most rapidly 
growing urban concentrations. In terms of population rank, the 
region moved from 16th largest in 1930 to 11th in 1950. Today it is 
considered the ninth largest metropolitan area, and by 1980 is ex- 
pected to be the seventh largest. 


1 Interim report of the Virginia representatives of the Joint Commission To Study Passenger Carrier 
Facilities and Services in the Washington Metropolitan Area to the General Assembly of Virginia. H. Doc 
No. 26 (Richmond, 1955), pp. 11-12. 

2 Economic Base Study for the General Development Plan, National Capital Region, prepared by the 
Council for Economic and Industry Research, Inc., for the National Capital Regional Planning Council 
(Washington, 1956). 

’ Data presented by Dr. Jerome P. Pickard, research director, economic development committee, Wash- 
ington Board of Trade, to 1957 Annual Business Outlook Conference (Washington, 1957). 
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EXPANSION OF THE WASHINGTON METROPOLITAN REGION 


The expansion of the Washington metropolitan area is graphically 
illustrated by the accompanying series of maps (see exhibit No. 4). 
While an exceptionally rapid period of growth occurred in the period 
1927 to 1947, reflecting the expansion of the city during the 1930's 
and the war years, settlement tended to be relatively contiguous, 
following the major transportation lines. The postwar years have 
seen a rapid acceleration in the area’s growth and expansion but, 
of greater significance, a new pattern of settlement appeared. As 
may be noted in the outlying urban development shown in the 1955 
map, this was far more scattered, amorphous, sprawling. It reflected 
the almost universal suburban use of the automobile,‘ the rise of 
subregional shopping and service centers, new decentralized locations 
of employment, and a new pattern of home building. Providing the 
public services needed by this new suburban population in its highly 
decentralized location is a major new problem of local governments. 
Knitting these new areas into the economic and political structure of 
the metropolitan region as a whole, and to its central area in particular, 
constitutes a major problem if metropolitan unification is to be 
achieved. 

The extremely decentralized and diffused pattern of suburban 
settlement that has appeared in recent years is a formidable back- 
ground to the solution of metropolitan problems of water, sewage 
disposal, transportation and other services. 


WORK PROGRAM OF THE JOINT COMMITTEE 


Metropolitan problems selected by the committee for initial at- 
tention are those relating to water, transportation, and economic 
development. These conform to the criteria earlier described in 
this report. Other problems have been identified by the committee 
and will receive consideration at a later stage of the study. 

The Potomac Basin constitutes a regional resources framework for 
the metropolitan area. The solution of the problems of the National 
Capital area will depend on demands made by Maryland and Virginia 
cities and industries in the upper Potomac Basin for water supply, 
and the condition of water they return to the river after sewage treat- 
ment. The availability of the river for recreation and conservation, 
as well as for municipal water supply, will also depend on silt, the 
regularity of stream flow and other characteristics influenced by soil 
conservation, forestation and other aspects of watershed management. 

The examination of these interrelated problems by the committee 
staff, aided by consultants with special qualifications in these subjects, 
will yield a series of committee working papers summarizing existing 
research and data, providing a background for hearings, and lead to a 
clearer understanding of specific legislative remedies to be considered. 





4A pertinent study of automobile travel in the Washington metropolitan area is A Study of Factors 
Related to Urban Travel, William L. Mertz and Lamelle B. Hamner, Public Roads, April 1957. 


APPENDIXES 


APPENDIX I 
RESPONSES TO THE COMMITTEE’S QUESTIONNAIRE 


To obtain an expression from governmental agencies most directly 
involved in the committee’s work, a questionnaire was addressed to 
68 officials of Federal, State, and local governments concerned with 
the problems of the Washington metropolitan area. In its letter, the 
committee specifically requested 


a list of what you find to be the most pressing problems 
created by the growth and expansion of the District. of 
Columbia and its metropolitan area, within your jurisdic- 
tion, that should receive study under the provisions of 
House Concurrent Resolution 172. 


The response to this invitation to assist the committee in formulating 
its work program was most generous. A summary of the replies is 
given in the following table. 


Metropolitan area problems ranked according to frequency of mention in replies to 
committee questionnaire, November 1957 


| Education 
Hospitals 
Taxation and assessments 


Mass transportation 7 
5 
l 
8] Publie housing. — —- 
6 
5| 
4| 
3 | 


2 

Highways 2 
tecreation _ — - okssan 
l 

I 

| 

l 

l 





Water supply 

Sewage disposal -_ 

Stream pollution 

Zoning and land use 

Planning powers and organization 


| Parking - - : oo eee ns 

Taxicab regulation 

| Character of National Capital ares 
| 


INN O10 


A selection of the replies follows: 


NATIONAL CaprIiraL REeGIONAL PLANNING COUNCIL, 
Washington, D. C., November 20, 1957. 
Hon. ALAN BIBLE, 
Chairman, Joint Congressional Committee, 
United States Senate, Washinaton, D. C. 


Dear Senator Brate: The National Capital Regional Planning 
Council is happy to have the opportunity to submit to you a list of 
what it considers to be the most pressing problems created by the 
growth and expansion of the District of Columbia and its metro- 
politan area. The Regional Planning Council, at its last meeting, 
adopted a resolution offering your committee its wholehearted co- 
operation and support. 

The Regional Planning Council is completing a general. regional 
plan for the National Capital region projected to “the year 1980, 
which plan is the basis for the mass transportation study.. Because 


5 
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the Council, directed to do so by Public Law 592, has worked closely 
with its member agencies in the District of Columbia, Maryland, and 
Virginia in preparing this plan, it is acutely aware of the involved 
problems of this multijurisdictional interstate region. The Council 
has compiled and produced data and maps illustrating various facets 
of the land-use planning problem and would be pleased to present 
this information to the committee at the proper time. 
The most pressing problems which confront the Regional Planning 
C oune il are as follows: 
. The multiplicity of local governments and their relationship 
to : a stronger regional planning program. 
The provisions of adequate water supply and sewage disposal 
sy stems. 
The provision of an integrated transportation system utilizing 
various forms of mass transit vehicles and highways. 
The provision of adequate open space in advance of development. 
Attached to this letter is a short statement about each of these 
problems. The Regional Planning Council is anxious to cooperate 
with your committee in every way possible, and hopes to have the 
opportunity to discuss the details of these problems with you. 
Thank you for the opportunity to submit these comments. 
With kindest personal regards, 
Sincerely yours, 
A. C. WELLING, 
Colonel, Corps of Engineers, United States Army, 
Chairman. 


Tue Most Pressinc Prosptems CREATED BY THE GROWTH AND 
EXPANSION OF THE DistrRIcT oF COLUMBIA AND Its METROPOLITAN 
AREA 


1. The multiplicity of local governments and their relationship to a 
stronger regional planning program 

The fragmentation of government seems to be the main problem 
relative to the Council’s work. Public Law 592, like most of the 
regional planning enabling legislation throughout this country, pro- 
vides for a voluntary association of the planning agencies in the 
District of Columbia, Maryland, and Virginia, to coordinate their 
separate plans into an overall general plan. This arrangement per- 
mits the preparation of a regional plan without insurmountable 
difficulty. However, to implement this plan requires joint action from 
the several autonomous governments here, each having its own admin- 
istrative and fiscal standards; thus, the benefits of the long-range, 
unified planning approach may be modified, compromised, or lost sight 
of altogether between the acceptance of ‘the plan by the planning 
commissions and the time for executive action on any part of it. 


2. The provisions of adequate water-supply and sewage-disposal systems 

The need for an areawide integrated water-supply and sewage- 
disposal system has become so great that each jurisdiction can no 
longer be left to solve its own small part of the problem in isolation 
from the rest of the jurisdictions. Population estimates for the 
region envision ultimate needs for an integrated water-supply system 
with adequate storage facilities, for all the jurisdictions. Likewise 
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provision for adequate sewage-disposal facilities on an overall basis is 
needed giving uniform standards of treatment which will hold pollu- 
tion levels to a point consistent with health and recreation standards. 


8. The provision of an integrated transportation system utilizing various 
forms of mass transit vehicles and highways 

The feasibility of an integrated transportation system utilizing both 
highways and transit to their best advantage is currently being ana- 
lyzed by the mass-transportation study conducted jointly by the 
National Capital Planning Commission and the National Capital 
Regional Planning Council with the cooperation of the member 
planning agencies in the region. The provision of rights-of-way for 
highways or transit which traverse political boundaries as necessity 
dictates emphasizes the need for unified action in all phases of such a 
program, from planning through the acquisition of land, construction 
and operation of facilities, if any. The recommendations of the mass- 
transportation study should be most helpful to the committee. 


4. The provision of adequate open space in advance of development 

The provision of open space, both that which should be preserved 
and that which must be acquired, is a fundamental areawide problem. 
The region is undergoing rapid population growth, and with an increas- 
ing amount of leisure time available to everyone it is readily apparent 
that much more open space, public and private, will be needed. The 
problem is to devise a means of acquiring and administering these 
open space lands when often times there will be no logical relationship 
between the location of such land and the taxing, zoning, and fiscal 
capacities of the jurisdiction in which it lies. 





NaTIONAL CapiTtaL PLANNING CoMMISSION, 
Washington, D. C., November 18, 1957. 
Hon. ALAN Bisxe, 
Chairman, Joint Congressional Committee, 
United States Capitol, Washington, D. C. 

Dear SENATOR Brsie: The National Capital Planning Commission 
at its meeting on November 7 was pleased to consider your request 
for a list of what it has found to be the most pressing problems created 
by the growth and expansion of the District of Columbia and its 
metropolitan area that should receive study under the provisions of 
House Concurrent Resolution 172 as outlined in your letter of 
November 1. 

Because it seemed desirable to collaborate with the Regional 
Planning Council and to consider the views of the District government 
in this matter, the Commission authorized its executive committee, 
consisting of the chairman, vice chairman, and the engineer com- 
missioner, to prepare itsreply. The attached list, therefore, represents 
the views of that committee after such consultation. 

The Commission will welcome the opportunity to present subse- 
quently a more detailed statement of its views as the work of your 
committee progresses. 

Sincerely yours, 
Har.tanp BarTHOLOMEW, Chairman. 
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List or THE Most Pressinc ProsptemMs CREATED BY THE GROWTH 
AND EXPANSION OF THE DistRIcT or CoLUMBIA AND ITS MetrRo- 
POLITAN AREA 


From the point of view of the National Capital Planning Commis- 
sion, the following problems, created by the growth and expansion of 
the District of Columbia and its metropolitan area, appear to need 
solution. 


1. Organization of regional land use 

There is need for agreement among the different jurisdictions of the 
kind of metropolitan city being planned and for methods by which 
agreed-upon plans can be made effective. 


2. Location of public buildings 


The United States has no policy on the location of Federal public 
buildings outside of the authorized areas west of the Capitol. Most of 
the recent decisions on location have been made independently of each 
other and without full realization of the effects upon the economy and 
development of the region. 


3. Advance acquisition of land for public purposes 


There is no long-range plan for the acquisition of land to meet the 
ever-growing needs of the Federal Government in an area now expected 
to expand 50 percent in the next 25 years. Major economies could 
be effected if an advance acquisition program were authorized by the 
. ongress as a part of the comprehensive plan of the region. 


Danger of solid, continuous urban expansion 

The Washington area continues to grow, as in the past, largely by 
accretions contiguous to existing development, resulting in uninter- 
rupted spread of close development over a very large part of the 
regional area. To secure a sounder pattern for the future metropolitan 
area, the Commission and Council instituted an open-space study 
which encompasses proposed or needed ways and means to acquire 
or secure open space in the structure of the metropolitan community. 
New legislation is indicated to make any such plan effective. 


Metropolitan transportation 

The current study of metropolitan transportation needs undertaken 
by the Planning Commission and Regional Planning Council has indi- 
cated a great need for coordination with a highway-improvement 
program under the Federal-Aid Road Act of 1956. Apparently, 
existing legislation does not encourage coordinate provision for ade- 
quate mass transportation facilities in the design of interstate and 
Federal-aid highway systems. Another need curently being con- 
sidered is for an overall authority on mass transportation to be 
established by interstate compact corresponding with the London 
Transport Executive System which would provide adequate unified 
service for the entire metropolitan are¢ 
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Tue CoMMISSION oF Fine Arts, 
Washington, November 20, 1957. 
Hon. ALAN Brsxe, 
Chairman, Joint Congressional Committee, 
United States Capitol, Washington, D. C. 

DEAR SENATOR Brste; I have received your letter of November 1, 
1957, saying that the joint congressional committee would like to have 
a list of what the Commission of Fine Arts find to be the most pressing 
problems, created by the growth and expansion of the District of 
Columbia and its metropolitan area, within the jurisdiction of the 
Commission, that should receive study under the provisions of House 
Concurrent Resolution 172. 

The members of the Commission of Fine Arts are glad to comply 
with your request and have asked me to say that, in their opinion, the 
problems listed below are the most. pressing ones of those coming 
within the jurisdiction of the Commission. 

The jurisdiction of the Commission, as you know, is set forth in the 
act of Congress of May 17, 1910, establishing the Commission, in the 
Executive orders of October 2 5, 1910, November 28, 1913, and July 28, 
1921, and in Public Law 808, 81st Congress (the Georgetown Act) and 
Public Law 231, 7lst Congress (Shipstead-Luce Act). Copies 
attached. 

The Commission of Fine Arts is charged with the duty of advising 
the Federal and District of Columbia governments concerning matters 
outlined in the above laws and Executive orders. The advice of the 
Commission is advisory only, but before final action is taken by the 
executive officer having charge of the matter in question, the advice 
of the Commission must be requested and plans submitted for all 
public buildings, monuments, parks, etc., which “‘in any essential way 
affect the appearance of the city of Washington.” Our interest now, 
of course, extends also to the metropolitan area. 

Within the jurisdiction of the Commission, as defined above, the 
members of the Commission feel that the following are the most 
pressing problems created by the growth and expansion of the District 
of Columbia and its metropolitan area, that should receive study by 
your committee: 

1. Is Washington to be developed as the Capital of the country or 
as just another commercial city? If the former, then the expendi- 
ture of Federal funds for this purpose should be in accordance with the 
recommendations of Federal agencies, such as the National Park 
Service, the National Capital Planning Commission, the Commission 
of Fine Arts, the General Services Administration, etc. Authority 
should be coordinated with the metropolitan area, probably through 
the National Capital Planning Commission, as regards problems of 
transportation, water supply, ete. (The Vice Chairman of the Com- 
mission, Mr. Douglas W. Orr, architect, has given a great deal of 
thought and time to this problem. I enclose a statement by him as 
part of this letter.) 
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2. Adequate, fast, and comfortable mass transportation should be 
provided to bring people in the District of Columbia and its metro- 
politan area to and from their work. Such transportation is not 
available at present, resulting in a steady increase in the number of 
privately owned automobiles, together with increasing demands for 
river crossings, inner belt loops, freeways, parking areas, etc., that 
threaten ultimately to destroy the beauty of the city without provid- 
ing a satisfactory solution of the traffic problem or arresting urban 
deterioration. The location of express highways by highway engineers 
without adequate regard for or cooperation with planning agencies 
threatens some of our most important historical buildings and areas. 

3. Government agencies should not be permitted to select sites for 
new buildings. Such selection should be made by the planning 
agencies in accordance with the comprehensive plan of 1950, initiated 
by the National Capital Planning Commission and concurred in by 
the Commission of Fine Arts and the General Services Administration. 
The Government should acquire land in various parts of the city on 
which future buildings could be erected. 

4. Threats to appearance of the city of Washington: 

(a) By changes in zoning and heights of buildings. 

(b) By invasion of monumental areas, as in the case of the 
bridge to be erected over the Potomac River, which with its 
connecting roadways will seriously mar the setting of the Lincoln 
Memorial, Memorial Bridge, Theodore Roosevelt Island, Arling- 
ton National Cemetery, and the Marine Memorial. (See attached 
statements before Senate and House District Committees.) 

(c) Street lighting. (See attached letter to former District of 
Columbia Engineer Commissioner, Brig. Gen. Thomas A. Lane.) 

(d) Preservation of skyline across the Potomac River, as seen 
from the Lincoln Memorial. 

5. Development of the Mall as a cultural center for museums. 

6. Development of Foggy Bottom area as a site for a national 
auditorium and cultural center. 

Redevelopment of Southwest and Northwest areas. 

8. Enforcement of Shipstead-Luce Act and Georgetown Act. 

9. Failure of Government agencies, such as the Atomic Energy 
Commission, to consult Federal agencies, such as the Commission of 
Fine Arts, as to site and design of building. An Executive order could 
require all such agencies within the me tropolitan area to consult duly 
constituted Federal agencies, as Government units in the District of 
Columbia now are required to do. 

10. Inadequate sites for buildings. A building too large for its site 
cannot achieve the dignity befitting a monume ntal struc ture, regard- 
less of the skill expended i in its design, as witness the building being 
erected for the Department of State. In modern arc hitectural 
thought, location, as well as design of the building, is an essential 
element from an esthetic point of view. 

Failure of the Federal Government to purchase land within the 
boundaries established by the plan of 1941, as revised as of January 
1957, adopted by the National Capital Planning Commission with the 
concurrence of the Commission of Fine Arts. Copy attached. 

The members of the Commission Fine Arts will be glad to give to 
your committee any further information we may have in connection 
with the problems listed in this letter. 

Sincerely yours, 

Davin E. Finuery, Chairman. 
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STATEMENT PREPARED BY Dovuetas W. Orr, ARCHITECT, AND VICE 
CHAIRMAN OF THE CoMMISSION OF FINE ARTS 


The National Commission of Fine Arts, which was established under 
an act of the Congress, its members appointed by the President, has 
the duty to advise on matters of esthetic nature, as they affect the 
Federal District and the orderly development of Washington. 

Such development in the past has been guided in part by former 
Commissions of Fine Arts whose members, distinguished in their fields, 
have respected the principle that the National Capital belongs to all 
the people of the United States. These, in turn, are entitled to 
believe that their Commissions and Representatives will develop 
this unique area in an imaginative and esthetic manner suited to our 
Federal City. These predecessors have demonstrated that the 
Capital, though subjected to pressures from increased population 
and governmental activities, may be developed on uniquely Federal 
lines and further, that pressures that appear to resemble those that 
are commonly brought to bear on urban districts of industrial and 
commercial nature, may be mastered in a satisfactory way consistent 
with orderly development. That such mastery demands unusual 
talent and, above all, understanding and real cooperation of all 
concerned, is not debatable. The present Commission believes that 
satisfactory solutions of the overall problem can actually be made by 
agencies of Government, and should be given high consideration. 

Protection of the Federal District as a shrine for all Americans 
to revere and as a proof of America’s assertion of cultural and artistic 
sincerity. 

The complex nature of the traffic problem which involves in its 
solution respect for the needs of Federal personnel and an equal 
respect for the hopes and aspirations of increasing numbers of sight- 
seers and visitors. 

Respect for the consistent efforts of nurturing the L’Enfant 
plan which had its inception with the birth of our Nation, today, on 
the part of enlightened citizens, artists, architects and planners, who, 
as trustees of the national heritage, have left an unfinished work 
which lays an equal demand upon the conscience and the abilities of 
their successors. The National Commission of Fine Arts conceives 
these to be its privilege and duty. 

The orderly development of Washington quite plainly requires 
that all bodies that are officially concerned in its implementation be 
kept in touch with plans from all sources during their early stages 
and before embarrassing commitments or expenditures have been 
incurred. ‘The Commission of Fine Arts is one of these bodies. Its 
position is not an enviable one if it finds itself faced with a proposal 
developed far beyond its initial stages. It finds itself constrained to 
consider facets of the problem that are not pertinent to the basic 
principle, and, in its disapproval of the basic principle, to appear 
to be negatively destructive, or unappreciative of large amounts of 
conscientious study and planning. 

On the contrary, the Commission is more than desirous to assist in 
the achievement of an end, namely: the mandatory one of skillful, 
orderly development of Washington. It shares with the administra- 
tion and the Congress a high regard for the sincerity of all who are 
concerned in these very important matters. 
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The Commission claims no monopoly on right solutions or. of 
respect for the necessity of safeguarding the shrine which is Wash- 
ington; but it cannot retreat in the face of its duty to continue the 
trusteeship so ably administered in the past and which has masterfully 
molded for the people of the United States an “organic whole’’ of 
capital planning, architecture, and the arts. It believes that this 
“whole” can be further molded to meet existing conditions. 

Involved in the development of the city is ‘traffie—which in turn 
brings pressures for changes, various in nature, all of which affect 
structures, space, and design of areas. 

The overwhelming trend in planning seems to be to propose solu- 
tions of civic problems in terms of what seems best for traffic. More- 
over, the most available areas in which to put new arteries or parking 
are exactly those unoccupied by structures, meaning parks and other 
open but dedicated spaces. 

But, traffic is only one of the many functions of land use, and the 
automobile is the most extravagant mode of transport in land use. 
The concept that the maximum number of citizens be enabled to 
derive all possible benefits from cars as means of transport is unrealistic 
as it sooner or later will negate any other reasonable and flexible use 
of land. 

When this trend is applied to the city of Washington, what will 
happen to the Mall, as well as other areas, set aside as open spaces in 
the Federal City, becomes all too evident. It will tend to defeat the 
whole conception of the L’Enfant plan. 

Traffic, parking, slum clearance, removal of temporary buildings, 
redevelopment and Government needs in structures are complex 
problems, each related to the other. Suitable solutions, unless 
carried out in an orderly, well considered and adequately studied 
manner, could well destroy the beauty of the Federal City. 

The duties of the Fine Arts Commission are to protect the Federal 
area against ill considered and inadequate solutions and to preserve 
and enhance the city’s beauty—certainly not to permit or to appear 
to permit its destruction. 

The area of the District of Columbia was set aside originally for 
use by the Government as the Federal city and in the early days 
when land use was not as fully utilized for Government facilities, 
other ancillary services crept in and the District took on, in part, 
the aspects of a commercial city. It would appear necessary that 
the Congress consider the broad policy question of the use of land, 
of the amount that should be reserved within the District for Federal 
purposes. This decision of policy is basic in the development of any 
long-range planning. 

Following this, the first requirement is a well studied, thoroughly 
considered long-range plan which would include not only the area 
of the District but the surrounding territory which comprises the 
economic area of the city. Such a plan should include the study of 
mass transportation as opposed to the present attempt to solve 
transportation by means of accommodating private cars for everyone. 
The deve lopment of this plan, while done in consultation with the 
various agencies concerned, should be by the National Capital 
Planning Commission which should be charged with it and wholly 
responsible for its development. At the moment, there are too 
many agencies concerned with planning, acting independently and 
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often in conflict with one another, with the result that they do affect 
the physical appearance of the city in ways which may not be cor- 
rected through advice from the Fine Arts Commission. 

Such agencies for example are the District Highway Engineers, 
Zoning Commission, Redevelopment Agencies, National Park Service, 
Public Buildings Administration, as well as the National Capital 
Planning Commission. In the peripheral areas, there are, of course, 
others. 

Such a plan when developed under the policy determined by the 
Congress would indicate the areas which are needed for Government 
purposes and any nongovernmental development in these areas 
would be carried out with the distinct understanding of limited 
occupancy and the likelihood that when the Government wished to 
take the area, that the investment would be lost. 

It is probable that the plan should not permit such great concen- 
trations of population as are now being developed around the south- 
west area, for example. It should definitely give proper recognition 
to and preserve the already dedicated areas of monuments and this 
applies to open areas and parks as well as the monuments themselves. 

It should be understood that design and matters affecting design 
have to do with space, environment, and not alone the esthetic 
design of a structure alone. These cannot be separated. 

Examples of areas in which procedures now in practice become a 
on ‘at to the appearance of the city of Washington are: 

The invasion of monumental areas by superhighways, a bridge 
to e erected over the Potomac River with its connecting interchanges 
as well as the inner-belt loop are severely threatening to the setting of 
the whole memorial areas; 

The matter of street lighting; 

The conception of the Zeckendorf development as opposed to the 
development of the Mall as a cultural center; 

The intrusion of commercial ventures in the Foggy Bottom area 
which should be used as a site for the National Auditorium; 

The dispersal of Government agencies from Washington; 

The failures of the Federal Government to purchase land within 
the boundaries already established in 1941 as revised as of January 
1957, allowing such commercial intrusion; and 

Other examples. 


DePARTMENT OF THE ARMY, 
OFFICE OF THE CHIEF OF ENGINEERS, 
Washington, D. C., November 25, 1957. 
Hon. ALan BIBLE, 
United States Senate, 
Washington, D. C. 

Dear SENATOR BisueE: This is in reply to your letter of November 
4, 1957, concerning problems of the W ashington metropolitan area 
which should have the attention of the Joint Congressional Committee 
established by House Concurrent Resolution 172 

From the engineering standpoint the most important problems of 
the metropolitan area are those encountered in meeting its needs for 
(a) an adequate water supply; (6) the abatement of stream pollution; 
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(c) protection against floods; (d) recreational facilities; and (e) an 
adequate transportation system. It is suggested that the committee 
give some consideration to each of these five needs. 

As you know, the Corps of Engineers has for many years furnished 
certain engineering services to the District of Columbia. We have 
also acquired a rather intimate knowledge of the Potomac River 
Basin, and thus of those needs of the metropolitan area which are 
related to, or dependent upon, the problems and potentialities of the 
Potomac Basin. In fact, we are now in the process of developing, 
with the assistance of other agencies, a comprehensive and multiple- 
purpose plan for the dev elopment, utilization, and conservation of the 
basin’s resources. This plan will, we believe, constitute a major 
contribution to the solution of a number of the metropolitan area’s 
problems. It is being developed pursuant to resolutions of the com- 
mittees of Congress, and particularly the January 26, 1956, resolution 
of the Senate Public Works Committee. 

The experience gained in carrying out these assignments makes it 
possible for us to offer the following comments: 

(a) Water supply.—Congress has made the Corps of Engineers 
responsible for providing a water supply for the District of Columbia 
and certain adjacent areas. Hence, the future water needs of the 
metropolitan area are under continuing study by the District Engineer, 
Washington District. The water supply problem is also specifically 
being considered in connection with the development of the previously 
mentioned comprehensive plan for the Potomac River Basin. As a 
result of previous studies, however, it may be said with confidence 
that if the metropolitan area of the future is to have an adequate water 
supply it will be necessary to provide storage reservoirs within that 
basin. 

(b) Pollution abatement.—The Potomac River is heavily polluted 
and unless vigorous corrective action is taken its condition will become 
worse as the population of the basin increases. There is general agree- 
ment that a clean Potomac is one of the major needs of the me tropoli- 
tan area, and undoubtedly the committee will wish to give full con- 
sideration to the problems which this need presents. In this is should 
be kept in mind that the Potomac is not only the source of the Capital 
City’s water supply, but also one of its greatest potential recreational 
resources. Full consideration is being given to these factors in the 
development of the Potomac Basin plan; but a plan is not enough. 
The problem and the needed action should be brought forcibly to the 
attention of the public and the Congress. The committee has an 
opportunity to perform this vital function. 

(c) Flood protection.—Parts of the metropolitan area are still subject 
to serious damage by major floods. While means of meeting the need 
for flood control are being considered in connection with the develop- 
ment of the Potomac Basin plan, it could be many years before 
protection against major floods is actually provided. It would seem 
wise, therefore, for the committee to give some consideration to the 
flood problem and to report its findings. 

(d) Recreation.—The metropolitan area of the future will require 
greatly expanded recreational opportunities. As mentioned above, a 
clean Potomac would meet a part of this need. In addition, multiple- 
purpose reservoirs within the basin will provide important recreational 
resources; and we are making certain that full consideration is given 
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to recreation, and to fish and wildlife, in the development of the 
comprehensive basin plan. We feel, however, that the committee 
should take note of this need. 

(e) Transportation.—Although the direct responsibility of the 
Corps of Engineers in this field is limited to providing and operating 
the navigable waterway serving the metropolitan area, we are aware 
of the vital importance of an adequate transportation. system to the 
future of the Nation’s Capital. We feel compelled, therefore, to urge 
the committee to give this matter careful attention. 

In considering the problems of the metropolitan area the committee 
should, we believe, keep in mind that many of its needs must be met by 
the resources of the Potomac Basin, and hence that it is impossible to 
give adequate consideration to those needs without giving some 
attention to the potentialities and problems of that basin. Moreover, 
we feel that in its report the committee might well point out the 
importance of the proper development, utilization, and conservation 
of the basin’s resources. 

To meet certain of the future needs discussed above, it will eventu- 
ally be necessary for the Federal Government to acquire lands which, 
if they are not soon placed under public control, could be put to uses 
which would greatly increase the cost of meeting these needs. It 
would appear “desirable, therefore, for the committee to give some 
consideration to ways and means by which such lands might be brought 
under the control of the Federal Government before they: are developed 
for purposes which conflict with long-range plans. 

The committee will, of course, also be confronted with difficult 
problems in intergovernmental cooperation, financing, taxation, and 
the coordination of State and Federal policies. However, we have 
purposely limited our comments to those fields in which the Corps of 
Engineers bears some responsibility, or has some special knowledge. 

The Corps of Engineers stands ready to assist the committee in any 
way you may indicate. 

Sincerely yours, 
E. C. Irscuner, 
Major General, United States Army, 
Chief of Engineers. 





INTERSTATE COMMISSION ON THE Potomac River Basin, 
Washington, D. C., November 5, 1987, 
Hon. ALAN BrsBLe, 
Chairman, Joint Congressional Committee, 
United States Capitol, Washington, D.C. 


Dear Mr. Bisue: Thank you for your good letter of November 1, 
1957, and the accompanying House Concurrent Resolution 172. On 
behalf of the Commission, may I say that we shall be pleased to 
cooperate in every way. 

Answering your question as to the awarence metropolitan area 
problen Me I would list two with top priority: (1) Water pollution 
control, (2) public water supply. 

U a water pollution control, we may mention more specificelly 
adecuate interjurisdictional planning for sewerage systems which will 
convey the sanitary wastes from expanding suburbs to treatment 
plants located downstream. from. the metropolitan area. Also, in this 
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same connection, stream quality criteria should be established for the 
various zones in the Potomac, from the mouth of the Monocacy 
River to Hallowing Point, based upon water uses for the different 
reaches of the river. 

Reference is made to certain official actions of the Interstate Com- 
mission on the Potomac River Basin during the past 3 years bearing 
on this question of serious water pollution. On February 1954, the 
Commission published its Metropolitan Water Pollution Study, copies 
of which are on file in the Commission offices. This lay interpretative 
story entitled, ““A Clean River for the Nation’s Capital’’ indicates the 
scope of this study. 

On November 7, 1955, the Commission in executive session at 
Washington, D. C., adopted the Auld Legislative Committee report 
setting forth the recommendations for preparing a master plan for 
pollution control in the Washington metropolitan area. To carry out 
a portion of this program, the Commission retained Abel Wolman in 
November 1956 and his report was received by the Commission in 
October 1957. 

On September 22, 1957, the Commission adopted the report of its 
committee on compact revision which makes reference to regional 
metropolitan area problems on pages 15, 16, and 17. 

The public water supply problem is of paramount importance, be- 
cause there are threats of industrial encroachment and real estate 
expansion into Fairfax County, Va. and Montgomery County, Md., 
above the source of public water supply. 

The Commission in executive session on September 26, 1955, passed 
a resolution recommending against industrial development above the 
water supply intake. 

There are many other regional problems in the water use field such 
as, soil pollution control, recreation and navigation in the metropolitan 
area. 

The Interstate Commission on the Potomac River Basin has indi- 
cated by its official action that water pollution control and protection 
of the public water supply, for both quantity and quality, share a 
high priority. 

Sincerely, 
Exuis 8. Trispave, Director. 





GOVERNMENT OF THE District OF COLUMBIA, 
Washington, D. C., November 20, 1957 
Hon. Auan BriBxe, 
Chairman, Joint Congressional Committee, 
United States Senate, Washington, D. C. 

Dear Senator Biste: The Commissioners of the District ap- 
preciate the opportunity to suggest areas of study for the joint con- 

rressional committee established ‘by House Concurrent Resolution 172. 

he problems of the metropolitan area are both numerous and difficult. 
We are hopeful that the committee will be able to point the way toward 
the solution of some of these problems. 

We asked the department heads of the District government to list 
the problems in each of their areas. The results of that request are 
submitted as an attachment to this letter. Some of the items may 
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not strictly have been ‘created by the growth and expansion of the 
District of Columbia and its metropolitan area,” as specified i in the 
joint resolution. The very inclusion of such items, however, is evi- 
dence of the “open book” attitude with which not only the Commis- 
sioners but also the departmental officials are welcoming this study. 

In the attached list we have generally not included items submitted 
to you directly by the W ashington Area School Council (including the 
views of the District Superintendent of Schools), Redevelopment Land 
Agency, Public Utilities Commission, National Capital Housing Au- 
thority, and the Office of Civil Defense. Omitting these in no sense 
indicates disagreements with the items but merely a desire not to 
cause confusion by needless duplication. 

We should like to stress several problems that merit most serious 
study. One of these is actually a whole series of problems that stem 
from one central source. The source is the restriction of the District 
to a limited geographical area, unlike many other communities that 
can annex suburbs. As a result of the restricted area the District is 
for the most part the older section of a rapidly expanding metropolitan 
area. The older section, just as in most communities, is faced with 
loss of tax revenue on the one hand as business goes to the suburbs. 
On the other hand it is faced with rising health, welfare, school, rec- 
reation, and rehabilitation costs. The whole question of how the 
District can meet this situation is worthy of the most careful study. 

Closely associated with the foregoing central city problems are 
several others. One is the increasing use of land in the District by 
Federal Government and by others that are not revenue producers for 
the District government. A second one is urban renewal. Another 
central city problem is the furnishing of hospital facilities, there 
being considerable evidence that because most of the hospital facilities 
are located here, the District bears a disproportionate share of the cost. 

Other important problem areas that should be examined in con- 
siderable detail are transportation (mass, highway, and parking), 
water supply, Potomac River pollution, and civil defense. In each 
of these areas there is considerable activity. They are, however, 
items of such transcending importance that they deserve special 
mention. 

We note that the results of the joint committee’s studies are to be a 
report and recommendations for such legislation as it deems advisable. 
While studies of the numerous problems will give material for a report 
and legislative recommendations, the individual studies may not 
produce a sufficiently correlated package. May we suggest therefore 
that, even while studying the particular problems, the joint committee 
also give most serious study to policy and to machinery in general for 
solving problems. We have in mind four particular elements of this 
_ of the study: 

Federal policy about the type of community the District of C olumbia 
should be—Much of the District program and the Federal program is 
directed toward making the District of Columbia an outstanding 
community—one that sets a high standard, is the pride of the citizens 
of this country, and epitomizes to visitors the economic and social 
advances of the United States. On the other hand, other parts of the 
programs are apparently based on the assumption that the District 
should be a lower standard community, a self-sustaining one that 
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adequately meets the health, safety, welfare, educational, and 
other needs but does not pretend to be more than that. The two 
are not compatible. As a result, in some respects we have a hybrid 
type of community. We have broad beautiful avenues, for example, 
flanked by low-standard housing. From the standpoint of the District 
government it often appears that we have requirements for a model 
community but financing for only a minimum-standard one. It 
would therefore be a considerable service to the country if the joint 
committee could lead the way to a national policy statement about the 
type of community the District is to be. 

2. Planning machinery—The Washington metropolitan area has 
probably the most difficult planning problems in the country. Part of 
the difficulty stems from the fact there are 3 jurisdictions involved, 2 
States and the District. To that complication is added the fact that 
there is a strong Federal interest and the requirements to meet the 
unique needs of the Nation’s Capital. It would therefore be of 
considerable value for the joint committee to review the planning 
machinery and recommend any modification found necessary. 

Means for solving problems.—One of the most significant contribu- 
tions the joint committee could make would be to point up the way, 
the means, the machinery for solving many current problems and some 
that will arise in the future. Simply stated, there is not enough 
knowledge about how to start solving areawide problems. Interstate 
compacts, public authorities, or even the ideas of either enlarging or 
shrinking the District, may be the answer, separately or in combina- 
tion. But whatever the answer, intensive study and recommendations 
about means for solving the problems would be extremely useful. 

4. Organization of Congress to deal with Washington area matters.— 
The very need to create a joint committee points up the fourth area 
problem. There is no arrangement for dealing on a continuing basis 
with the many areawide matters. A means of correcting this defi- 
ciency would contribute greatly to earlier solution of future problems. 

In conclusion we would like to reiterate our enthusiasm for the study 
being undertaken by the joint committee and to pledge the full assist- 
ance of all elements of the District government in making the study a 
success. Needless to say, all the material and facts of the District 
government, including the previously mentioned re plies of the depart- 
ments to your inquiries, are available to the committee for its staff 
upon request. 

Sincerely yours 
Ropert E. McLavueGatin, 
President, Board of Commissioners, District of Columbia, 


PROBLEMS OF THE EXPANDING METROPOLITAN AREA 


ECONOMIC, FINANCE, AND TAX 


Adequacy of present methods of financing current and long-term 
operations. 
2. Equitable standards needed for sharing cost of Potomac River 
bridges. 
: Factors that cause District of Columbia businesses to decen- 
tralize. 
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TRANSPORTATION AND PARKING 


1. Fringe parking lots for worker-parker. 
2. How to improve areawide mass rapid transit. 
3. Expansion of airport facilities. 


WATER SUPPLY AND RIVER POLLUTION 
Source and adequacy of water supply. (Dams, reservoirs, etc.) 


. Pollution abatement and control measures both upstream and 
in tidal waters. 


Ne 


PLANNING 


1. Federal policy on location of new Federal buildings. 
2. Zoning and public and private land use in the entire metropolitan 
area. 


HEALTH AND HOSPITALS 


1. Medical care, especially obstetrics, given to residents of Maryland 
and Virginia on an emergency basis for which no pay or reimburse- 
ment is received. 

2. Active TB patients working in District of Columbia, living in 
Virginia and Maryland, who perhaps could be hospitalized in District 
of Columbia and have States reimburse District of Columbia. 

3. Shortage of nursing homes. 


WELFARE 


1. Lack of uniform standards of eligibility in the metropolitan 
area for financial aid and public assistance. 

2. The possibility of the District of Columbia Receiving Home 
temporarily accommodating juveniles from Maryland and Virginia on 
reimbursable basis. 


LAWS AND REGULATIONS 


1. Lack of uniformity and reciprocity in the following areas: 

(a) Licensing of professions and occupations. 

(6) Criminal laws pertaining to misdemeanors. 

(c) Traffic laws and regulations, including driver licensing, 
vehicle inspection, traffic-safety education, and uniformity of 
policing and enforcement. 

(2) Health laws and regulations. 


HOUSING AND URBAN RENEWAL 


1. Shortage of housing for public assistance recipients and other 
low-income families throughout the metropolitan area. 

2. Urban-renewal program and project plans, present and future; 
pace, scope, cost, and benefits in and to the metropolitan area. 


FIRE FIGHTING 


1. Mutual-aid plan (reciprocity) in effect. Protects District of 
Columbia in suburbs but fire departments of suburbs not protected 
when called into District of Columbia, which leads to question of aid 
by outside fire departments to the District. 
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RECREATION 


1. Insufficient land area for recreation needs. 


(Notre.—This list, in the interest of avoiding duplication, generally 
does not include items submitted directly to the joint committee by 
the Washington Area School Council (including the views of the 
District of Columbia Superintendent of Schools), Redevelopment 
Land Agency, Public Utilities Commission, National Capital Housing 
Authority, and the Office of Civil Defense.) 


District oF CoLuMBIA REDEVELOPMENT LAND AGENCY, 
Wash ington, D. C., November 19, 1957. 
Hon. ALAN BIBLE, 
Chairman, Joint Congressional Committee, 
United States Senate, Washington, D. C. 

Dear Senator Bisze: I appreciate the opportunity of responding 
to your request for the views of this Agency with respect to the 
metropolitan problems which your committee will be examining in 
the near future. 

Serving as I do as a member of the National Capital Planning 
Commission and the National Capital Housing Authority, in addi- 
tion to being Chairman of the Redevelopment Land Agency, I find it 
somewhat difficult to divorce my thinking from the broad picture 
to contemplate those problems that are of specific concern to the 
Redevelopment Land Agency. 

In the development of the several renewal projects for Wash- 
ington, there has been an effort on the part of the planners to create 
new areas of the city that are consistent with those planning concepts 
that visualize Washington as our Nation’s showplace. At the same 
time the project planning has, of course, observed the economic 
requirements of the city to ereate new areas that make a contribu- 
tion to the economic well-being of the city. Mingled with these two 
concepts of planning have been the social considerations and the 
efforts that have been directed in an attempt to create in these same 
areas residential neighborhoods that combine all income levels. There 
is perhaps an analogy between these considerations for urban-renewal 
areas and the same considerations that must be considered with respect 
to the District of Columbia and its metropolitan area as a whole. In 
other words there must be a determination made as to the function 
of the city of Washington in the total scheme of things. If it is to 
be truly the Federal City, then there must be recognition of the fact 
that the installation of public uses, parks, and the like will require 
a new approach to the financing of the city and its services. If on 
the other hand the city is to approach its destiny on purely economic 
lines, then there must be created increased opportunities for additional 
business and industrial uses as well as greater incentives for the 
continuation and expansion of residential facilities. 

Basically then I see the principal problem to be one of identifica- 
tion and agreement as to the city’s ultimate destiny. If this were 
agreed upon then the development o* the mechanics to solve the prob- 
lems overlapping jurisdictions, municipal, State, and Federal, could 
then be explored more realistically. 
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The detailed problems of traffic, river pollution, highways, public 
buildings, metropolitan or regional planning, although major im nature, 
are not set forth herein in the belief that these are commonly recog- 
nized and will undoubtedly be brought to the attention of your com- 
mittee by the agencies directly involved. 

Sincerely yours, 
JoHn A. Remon, Chairman. 





NATIONAL CapitaL Hovusina AvuTHORITY, 
Washington, D. C., November 8, 1957. 
Senator ALAN BIBLE, 
Chairman, Joint Congressional Committee, 
Committee on the District of Columbia, 
United States Senate, Washington, D. C. 

Dear Senator Bisie: Please accept this as a preliminary response 
to your letter of November 1, with respect to the important task con- 
fronting the joint committee on problems of the Washington metro- 
politan area. 

Before indicating the most serious problems confronting this Au- 
thority because of growth and expansion of the metropolitan area, it 
is proper that the Authority should state clearly that its official field 
of duty is confined by law to the District of Columbia. The Au- 
thority serves as the public-housing agency for the District of Co- 
lumbia. It has no power in law to acquire sites, to build, or to man- 
age housing in any portion of the bordering States of Maryland and 
Virginia. During World War II, the Authority engaged in site 
acquisition, construction, and management activities in Montgomery 
and Prince Georges Counties, Md. This work was solely concerned 
with the housing of essential defense workers in the metropolitan area 
under the terms of war-housing legislation. The Authority has long 
since withdrawn from such activities and is giving its entire atten- 
tion to providing good housing in the District of Columbia for families 
whose incomes are too low to pay the rents required for standard 
private living accommodations. 

In carrying out this work, the Authority is faced with a critical 
shortage of sites for public housing which will be needed to rehouse 
low-income families who are to be displaced from their present dwell- 
ings in the District of Columbia by the city’s urban-renewal and 
public-works programs. 

Because of the growth of residential communities in the adjoining 
States, populated in many instances by persons employed in the Dis- 
trict of Columbia, provision is being made for additional expressways 
and other thoroughfares within the District. This development has 
affected the work of the Authority by eliminating or sharply con- 
stricting potential sites for construction of public housing. 

Further, the Authority receives numerous requests from public 
officials in adjoining counties (which have no active public-housing 
authorities) in behalf of low-incone residents of the counties who are 
in need of good low-rent housing. It has been necessary to reply in 
such cases that the Authority’s housing resources are reserved for 
low-income residents of the District—and that these resources are 
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inadequate to meet the growing needs of the District’s low-income 
population. 

It is hoped that the foregoing may be of assistance to the joint 
committee. The Authority will welcome an opportunity to respond 
in greater detail at the convenience of the joint committee. 

Respectfully yours, 
JAMES RinG, Executive Director. 


Pusiic ScuHoots or THE District oF COLUMBIA, 
Washington, D. C., November 6, 1957. 
Hon. AxLan BiBxe, 
Chairman, Joint Congressional Committee, 
United States Senate, Washington, D. C. 

Dear Senator Bisite: Thank you for the invitation to list the 
most pressing problems in the Washington area schools resulting from 
the growth in population. In the preparation of this list, I have not 
polled the members of the Washington Area School Council, but 
from discussions we have had during the past several years I am sure 
that the issues described here are fairly common to all the area school 
systems. 

School housing.—Unpredictable increases and shifts in population 
in- the District of Columbia and surrounding area have created a 
shortage in classroom space. In the local schools 5,446 elementary 
school pupils are on half-day sessions. Although specific details as 
to crowding in the outlying school districts are not immediately 
available, it is my impression that with possibly 1 or 2 exceptions each 
school district is confronted with this problem. 

The size of classes is a factor in this situation. Locally an effort 
is being made to reach a standard of 30 pupils to each teacher in grades 
1 to6. As this very important move is made here, the need for addi- 
tional classrooms increases. Overloaded classrooms are as critical 
a problem as part-time classes. 

2. School finance.—As is the case in most public and private enter- 
prises, the increasing cost of operating schools creates a problem of 
finance. The effect of a concurrent increase in population adds to the 
severity of the problem. ‘The issue confronting the school systems 
in this area is how to maintain and develop an efficient educational 
program without imposing an intolerable burden upon the tax struc- 
ture. Ina highly competitive world situation where national survival 
is at stake, the amount and quality of education must be stepped up. 
To do this will require the expenditure of a larger proportion of the tax 
dollar and of the total national income. 

Because this is a local problem with national implications, your 
committee may find this area of investigation worthy of the most 
careful study. 

3. Variations in school achievement levels —In the District of 
Columbia schools, there are wide variations in the achievement levels 
of the students enrolled. While variation in achievement is charac- 
teristic of all school systems, the problem is accentuated here by the 
changes in school population. The adjustment of instruction to 
different achievement levels is undergoing continuous study. The 
objectives are twofold: (a) To provide an adequate opportunity for 
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each student equal to his ability to benefit therefrom; (6) to provide 
assurances that children who are gifted as well as those who are 
severely retarded in achievement will have an opportunity to learn 
at their maximum levels. 

In addition to the variations in achievement levels, there are 
problems of social and economic inadequacies that require special 
treatment. As a result, special educational facilities are urgently 
needed. The problem of what and how much special education is 
undoubtedly common to all of the school systems in the Washington 
area. 

4. The school dropout problem.—In the District of Columbia, an 
estimated 2,000 high-school-age boys and girls are neither in school 
nor employed. This creates a situation affecting the entire com- 
munity. There is a loss in manpower because of inadequate training. 
Employability of these youth is adversely affected and out of these 
conditions arise many social and economic problems. 

Among these outcomes are increased crime rates, wider incidence of 
disease, heavier welfare costs. 

Although these problems tend to be centered in the downtown 
sections of this or any other metropolitan area, they are common in 
varying degrees in even the more favored suburban jurisdictions. 

How much the schools are doing and should do to alleviate these 
conditions is a question of real significance to this community. 

5. Teacher supply.—Increases in school population, both immediate 
and predicted, have increased the demand for teachers in the face 
of a rather general inadequacy of supply. The difficulty is creased 
by the fact that the competition for trained and competent personnel 
has had the effect of attracting many of the top-quality young people 
to pursuits other than teaching. 

In this connection, several questions may be of interest to your 
committee: Are local salaries high enough to attract competent young 
men and women to the teaching profession? Are teacher-training 
facilities in the local colleges and universities adequate to meet. the 
need in this area? Is enough being done to make working conditions 
such as to hold teachers in the profession? Is there enough positive 
publicity about the local schools here to make teaching in the area 
attractive to teachers from other parts of the country? 

6. Post-high-school education.—A developing crisis in education is 
the increasing enrollments in colleges and universities and in-other 
adult education programs. Coupled with this is the difficulty being 
encountered by these institutions to find the means of expansion. 

Indications are furthermore evident that many superior students 
cannot go to college for preparation in the professional fields because 
of lack of personal means to defray the cost. 

Locally, the pertinent questions are: How adequate are facilities for 
post-high-school education? What expansion is called for at the junior- 
college level? How many capable students are unable to continue 
their educations for lack of money and what, roughly, is the cost in 
trained manpower? What, if anything, needs to be done in this area 
to improve these conditions? 

In summary, it seems evident that in the area of education, many 
issues remain to be resolved and that attention to them is of para- 
mount importance to the welfare and security of the Nation. Obvi- 
ously, the scope of your inquiry into these problems will be limited 
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by. the need to look into such problems as housing, welfare, health, 
transportation, etc., yet long-term solutions to any ‘of, these problems 
depend to a significant degree, it seems to me, upon the supplying of 
an adequate education to the citizens of this community. Therefore, 
it is most encouraging to know of your committee’s interest in the 
educational setup in the Washington area. 

I believe it is possible for me to suggest that the Washington Area 
School Council will desire to cooperate with your committee in ev ery 
way possible. Please let us know how we can be of further service. 

Sincerely yours, 
Cart F. Hansen, 
Chairman, Washington Area School Council. 


Pusiic Scuoouis or tHe Disrricrt or CoLuMBIA, 
Washington, D. C., November 7, 1957 
Hon. Atan BIBte, 
Chairman, Joint Congressional Committee, 
United States Senate, Washington, D. C. 

Dear Senator Bree: As a postcript to the letter attached here- 
with, I should like to add the names of the superintendents of schools 
and school districts represented in the Washington Area School Study 
Council. They are as follows: 


Dr. Hobart M. Corning, District of Columbia. 
Mr. William S. Schmidt, Upper Marlboro, Md. 
Dr. C. Taylor Whittier, Rockville, Md. 

Dr. David S. Jenkins, Annapolis, Md. 

Dr. T. Edward Rutter, Arlington, Va. 

Mr. T. C. Williams, Alexandria, Va. 

Mr. W. 'T. Woodson, Fairfax, Va. 

Mr. Irvin H. Schmitt, Falls Church, Va. 


The fact that I have supplied a list of issues in public education 
would not, of course, commit any one of the school superintendents 
to this program, nor would this preclude individual response from 
“m4 of the superintendents whose name appears on the membership 
ist. 

I am making a special point of this so that there will be no doubt 
that my report to you is being made as chairman of the Washington 
Area School Study Council. 

Sincerely yours, 
Cari F. Hansen, 
Chairman, Washington Area School Council. 


Pusuic Urmirres CoMMISSION OF THE 
District or CoLuMBIA, 
Washington, D. C., November 18, 1957. 
Hon. Atan Bratz, 
Chairman, Joint Congressional Committee, 
United States Capitol, Washington, D.C. 


Dear SEnAtToR Biste: In keeping with the suggestion of your com- 
munication of November 4, 1957, the Public Utilities Commission of 
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the District of Columbia indicates specifically its interest in the prob- 
lem of mass transportation in the metropolitan area. Comprehended 
within this suggestion is the regulation of taxicab fares in interstate 
movement within the metropolitan area. 

Upon word from you or your committee, the Public Utilities Com- 
mission will furnish a detailed statement of its views on the suggestions 
referred to above, or on any other suggestions to which we may be 
called upon to address ourselves, 

Respectfully, 
Grorce E. C. Hayss, Chairman. 


GOVERNMENT OF THE District or CoLUMBIA, 
Orrice oF Crvi. DEFENSE, 
Washington, D. C., November 4, 1957. 
Hon. ALAN BIBLe, 
United States Senator, 
Washington, D. C. 


My Dear Senator: I wish to thank you very much for your 
letter of November 1, 1957, making inquiry relative to the principal 
problems involved in areawide civil-defense planning for the District 
of Columbia. 

First, I wish to point out that the civil-defense planning problems 
of the District of Columbia extend to a greater area than what is 
generally accepted as the metropolitan area—the counties and cities 
immediately adjacent to the District of Columbia. This is partic- 
ularly true in planning evacuation for the occupants of the District. 
Our present planning includes the District of Columbia and 28 
counties and 8 cities in Virginia and 5 counties in Maryland. 

Planning survival measures within the metropolitan area will 
involve warning of attack, evacuation if time permits, or utilization 
of the existing safest areas under other conditions, information to 
and education of the public to these measures, the utilization of all 
resources for these purposes, and the dispersal of such equipment 
and facilities as can be moved on short notice. 

The planning of civil defense measures in the area outside of the 
metropolitan area is pointed primarily at the reception and care of 
evacuees and the utilization of all resources of that area for this 
purpose plus postdisaster relief and support for the stricken area. 

It is evident that control of survival measures will require coordi- 
nated action by all jurisdictions concerned. We feel this can best be 
obtained through mutually agreed upon centrally controlled action. 
Hence one of our principal objectives must be the establishment of an 
area authority to provide warning and to initiate and control initial 
actions. 

I am taking the liberty of attaching hereto a copy of the basic plan 
proposed under our current survival project to accomplish this. 

Although we feel an area authority to control reception and care 
and post disaster operations within the entire area referred to in 
paragraph 2 is desirable, I believe that placing this responsibility in 
the States concerned is workable. 
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Other long-range considerations include: 
Consideration of civil defense evacuation problems in future 

aren highway planning. 
Consideration of a shelter construction programin light of 

ICBM and late weapon developments. 

This office will be most happy to cooperate to its maximum capa- 
bilities in providing any additional information your committee may 
desire. 

Respectfully, 


Joun E. Fonpant, Director. 






MarYLAND STATE PLANNING COMMISSION, 
Baltimore, Md., November 13, 1957 
Hon. Aan Bisxz, 
Chairman, Joint Congressional Committee, 
United States Capitol, Washington, D. C. 

Dear SENATOR BrseE: This is in reply to your letter of November 1, 
in which you request the State planning commission to list the most 
pressing problems within its jurisdiction created by the growth and 
expansion of the District of Columbia and its metropolitan area. 
We are happy to have an opportunity to submit comments on this 
subject to your committee and will be pleased, at some later date, 
to submit a more detailed statement. The most pressing problems 
which affect the Maryland area, as we presently see them, are as 
follows: 

1. Control of real estate development, and land use in general. 
The explosive expansion into the counties of Maryland has created 


serious problems regarding the proper zoning and control of land use, 
and has not only placed a heavy burden on existing planning and 
administrative agencies, but, of even greater significance, has raised 


questions regarding suitable policies to be followed in imposing 
controls. The problem of planning for and setting aside of suitable 
open spaces for parks and other recreational areas, for schools and 
other public uses, for green belts and buffer strips, and for conserva- 
tion of valuable agricultural land, is a serious one, requiring much 
cooperative study by all of the local jurisdictions involved. 

Provision of adequate expressways and arterial thoroughfares 
to insure and preserve the free movement of people in the area presents 
serious problems with respect to adequate planning, and financing. 
The cooperative effort of all units of government having an interest 
in the region is essential for a proper solution. 

The provision of adequate water supply and sewage collection 
and disposal facilities has created problems and has assumed propor- 
tions of such magnitude that these functions can no longer be left 
to the responsibility of the individual jurisdictions. Both water 
supply and sewerage affect wide areas of Maryland outside the 
metropolitan area, and require the greatest degree of cooperative 
study and participation in their solution. 

The problem of administrative coordination and control involves 
all of the political subdivisions of the areas. Several counties, two 
States, the District of Columbia and numerous incorporated towns 
all are involved. Some mechanism is required which will provide the 
necessary coordination and integration of efferts which is essential if 
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the region is to function as a satisfactory area in which to live, work 
and play. This problem requires the greatest amount of careful study. 

The problem of mass transportation is, of course, associated with 
the provision of highways, but, in addition, needs special consideration 
in its own right. 

The National Capital Regional Planning Council is now engaged in 
studies covering most of these problems. The Interstate Commission 
on the Potomac River is engaged in studies of the Potomac River 
Basin area which have an important bearing on the region. The 
Baltimore Regional Planning Council, which was organized by the 
State planning commission, W rill, of course, be glad to cooperate further 
with you in your study in every way possible. Thank you for giving 
us this opportunity to submit our comments. 

Sincerely yours, 
I. Arvin Pasargew, Director. 


STaTeE OF MARYLAND DEPARTMENT OF HEALTH, 
Baltimore, November 7, 1957 
Hon. ALAN Brsie, 
Chairman, Joint Congressional Committee, 
Senate Office Building, Washington, D. C. 

Dear Senator Brisie: Your letter of November 1, addressed to 
Mr. Paul W. McKee, director of the water pollution control com- 
mission, having to do with the establishment of a joint congressional 
committee to study District of Columbia metropolitan area problems, 
is being answered by me on behalf of both agencies. While both of 
our State de partments are concerned with problems in the District of 
Columbia vicinity, which will be dealt with by your committee, it is 
our belief that those of the department of health have somewhat 
broader scope. Hence, the reply from me rather than from Mr. 
McKee. 

In our judgment, the principal metropolitan area growth problems 
involve matters of water supply and sewage disposal. We have partici- 
pated in many planning and discussion sessions over the years, in 
which various committees, commissions, and independent agencies 
have attempted to develop more effective plans for alae with prob- 
lems encountered. We are currently collaborating with and strongly 
supporting the objectives of the Interstate Commission on the Potomac 
River Basin in developing a master plan for conserving, rehabilitating, 
and protecting the Potomac River in the vicinity of the District of 
Columbia. 1am confident you have addressed a letter similar to the 
one to which I am replying to Mr. Ellis S. Tisdale, director of the 
interstate commission. Since it would produce coordination which 
would be beneficial to our interests here in Maryland as well as helpful 
to the operation of your committee, I should like to indicate our desire 
to work in collaboration with the interstate commission in the sub- 
mission of any preliminary statements for later proposals for action. 
Unless you should strongly prefer that we respond independently, we 
shall plan to aline ourselves in support of any cooperative submission 
offered on behalf of the Interstate Commission on the Potomac River 
Basin, 


Cordially yours, 
Perry F. Pratuer, M. D., Director. 
’ 








28, GROWTH AND EXPANSION OF D. C. AND METROPOLITAN AREA 


Srate oF MARYLAND, 
Boarp or NaturaL Resourcss, 
Annapolis, November 19, 1957. 
Senator ALAN BrBte, 
Chairman, Joint Congressional Committee, 
United Staies Capitol, Washington, D. C. 

Dear SENATOR Brsie: As requested in your letter of November 1, 
we are transmitting herewith a brief summary of problems encoun- 
tered by this board as a result of the expansion of the District of 
Columbia. As you will observe, the summary makes no reference 
to schools, highways, etc., but is confined to conservation matters. 

We shall be interested in the activities of your committee and shall 
be pleased to provide you with any additional information you may 
require. 

Very truly yours, 
Wiuu1aM H. Bayuirr, 
Executive Secretary. 


CoNSERVATION PROBLEMS CREATED BY THE EXPANSION OF THE 
District or CoLUMBIA 


Soil erosion.—Present farming practices cause widespread soil 
erosion in the Piedmont areas to the west and north of the District of 
Columbia. Highway development and housing construction further 
aggravate the soil erosion problem. 

2. Water pollution.—Silt and domestic and industrial sewage destroy 
the esthetic and recreational value of the Potomac River and its 
tributaries, so that these streams near the District of Columbia have 
become an unsightly and dangerous liability rather than an attractive 
and valuable asset. 

3. Water supplies —The increasing demand for water will soon 
exceed the capacity of available water supply systems. New sources 
of water or new water supply systems must be developed. 

4. Dams on the lower Potomac River—The dam now under con- 
struction at Little Falls, unless provided with a fishway, will diminish 
the populations of shad, herring, and other commercial fish taken 
from the lower Potomac River. The Commissioners of the District 
of Columbia and the Corps of Engineers have opposed the fishway. 
Other dams proposed for the Potomac River would likewise have an 
injurious effect on the commercial fisheries. 

5. Dams on the upper Potomac River.—V arious engineering projects, 
chiefly dams, have been proposed for the upper Potomac Riv er and its 
tributaries. Unless the size and position of these dams is carefully 
planned, the damage they do to the natural resources will exceed their 
ae 

Land-use zoning.—Zoning agencies should cover greater territory 
wid should have sufficient authority to zone large areas for residential, 
agricultural, recreational, industrial, and other purposes. Pr esent 
zoning efforts are confined to small areas and to immediate problems. 

7. Natural areas —The expansion of the District of Columbia is 
rapidly destroying natural areas. These areas provide hunters, fisher- 
men, and naturalists with recreation which cannot be duplicated in 
congested parks planned and developed by man. 
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8. Jurisdictional conflicts —Agencies of the Federal Government, 
the State of Maryland and its subdivisions and public corporations 
have overlapping responsibilities and conflicting views on how these 
responsibilities should be discharged. For example: 

(a) The State of Maryland, the Washington Suburban Sanitary 
Commission, and the National Park Service are all authorized to 
establish public parks in the same area. 

(b) Theoretically the State of Maryland has control over its surface 
water supplies, but the Federal Government through the Corps of 
Engineers and the National Park Service has virtually assumed 
control over the Potomac River. 

(c) The Federal Government is competing with the State of Mary- 
land and with communities and industries m Maryland and Virginia 
for the water supplies which ought to be under the control of Maryland 
alone. 

(2) By common law the State of Maryland owns the beds of its 
streams. The Federal Govarnment owns the C. & O. Canal along 
the north shore of the Potomac River and, by virtue of this owner- 
ship, claims ownership of the bed of the Potomac for a distance of 
106 miles. 

(e) Though the State of Maryland is competent to develop its own 
park system, the National Park Service proposes to augment the 
C. & O. Canal property and to develop this property as a national 
park. Such a park would make the Federal Government the sole 
riparian owner along the north shore of the Potomac from Great Falls 
to Cumberland. Plans for the park were made without consulting 
the State of Maryland and are going forward against the opposition 
of Maryland. 





STaTe OF MARYLAND, 
State Roaps CommissIon, 
Baltimore, Md., November 19, 1957. 
Hon. ALAN Brs.p, 
United States Senate, 
Washington, D. C. 

Dear Senator Braue: We have asked our district engineer, who 
lives closer to the problems in the metropolitan area than any of our 
people, to make a brief appraisal of the highway problems in that area 
as he sees them. 

I think the following quotation from his report will be helpful: 

“* * * traffic moving from Maryland into the District may be 
very definitely strangled by the bottlenecks at the District line. * * * 
The State roads commission is building and rebuilding numerous 
radial routes leading from the District line into Maryland. These 
are fine modern dual highways which will furnish sufficient capacity 
for probably another 10 or 12 years. We are also providing a cir- 
cumferential route around the District of Columbia. The most 
pressing problem is the necessity of the District of Columbia to furnish 
access for these radial roads into and through the District. * * *” 

The District engineer was not in any way condemning those re- 
sponsible for the development of highways in the District of Columbia 


< failure to furnish access for the radial roads into and through the 
istrict. 
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I know something of the struggle that is going on there to meet an 
almost impossible problem which involved thousands of District of 
Columbia residences, wholesale disruption of normal living conditions, 
and millions of dollars for rights-of-way. 

Maryland is faced with similar problems in the areas surrounding 
the District—particularly to the north and the east. 

You might be interested in the comments of our traffic division 
which are concurred in by the engineering department, ‘‘the most 
apparent results of the tremendous growth of population in the areas 
of Maryland immediately adjacent to the District is that we must 
now provide high-capacity highway facilities to transport the hordes 
of people daily going to and from the District, as W ell as to numerous 
Government installations in nearby Maryland.” 

“From all indications this growth of population and decentralization 
of Government operations will continue in the future and we will be 
faced with almost insurmountable traffic problems.” Of course, the 
question arises as to the proportion of Maryland highway money that 
should be used to service the District and Federal Government areas. 

If you need or desire more detailed information, we shall be glad to 
attempt to supply it. 

Cordially, 


Rosert O. Bonne, Chairman. 


STatTE oF MARYLAND, 
Pustic SerRvicE CommIssIoN, 
Baltimore, November 13, 1957 
Hon. ALAN Brsie, 
Chairman, Joint Congressional Committee, 


Senate Office Building, Washington, D. C. 


Dear Senator Bisie: The commission is in receipt of your letter 
of November 1, with which you enclose a copy of House Concurrent 
Resolution 172, establishing a joint committee to study the problems 
created by the growth and expansion of the District of Columbia and 
its metropolitan area, how such problems are being handled and with 
what success, and the effect of such handling on the affairs of the 
District of Columbia. In your letter you ask that the commission 
list what it finds to be the most pressing problems created by the 
growth and expansion of the District of Columbia and its metropolitan 
area within the commission’s jurisdiction. 

As you know, during and following World War IT ther e has been a 
tremendous increase in the population of Prince George’s and Mont- 
gomery Counties, Md., which counties are adjacent to the District of 
Columbia. There has also been a large increase in other counties in 
southern Maryland, all of which, however, are somewhat further re- 
moved from the District of Columbia and are not considered as in the 
Washington metropolitan area. 

To meet the ever-growing demands of the public for service the 
utilities in the area have been required to make tremendous additions 
to and extensions of their lines and facilities and this has necessitated 
enormous increases in the investment reflected in the property accounts 
of the corporations. Fortunately, however, all demands for service 
have been met with reasonable promptness so far as the gas, electric, 
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and telephone utilities are concerned. The great growth in the serv- 
ices of these three utilities in what is, generally speaking, considered 


as comprising the Maryland portion of the Washington metropolitan 
area is shown by the following figures: 


Electric service 
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The organization furnishing water and sewage service in a large part 
of the Maryland area in question is the W ashington Suburban Sanitary 
Commission, the main offices of which are at Hyattsville, Md. This 
is a public agency over which the Public Service Commission does not 
have the jurisdic tion which it exercises over privately owned water 
and sewage companies. The water service is Rockville in furnished 
by the town of Rockville and does not come under the general juris- 
diction of the Commission. Although there are no privately owned 
water utilities of any consequence in the area in question, the Com- 
mission understands tbat while there is no shortage of water at this 
time, the problem of providing an adequate supply of suitable water 
for future use in the section of Maryland included in the Washington 
metropolitan area is a matter of some concern to the responsible public 
authorities. 

The Commission does not believe that there are any problems as 
regards gas, electric, and telephone service in the section of Maryland 
near the District of Columbia which are different from those in other 
suburban communities close to large cities. The figures herein given 
show that, although there has been a phenomenal increase in the 
services of all these utilities in the years since the war, the facilities 
of the companies have been expanded and extended to meet the 
demand and there is no reason to feel that continuing increases in the 
number of customers and their greater use will not be similarly met. 
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Concerning the water and sewage service in the area the Commission 
does not have the same kind of information as it bas for the other 
utilities, as its jurisdiction does not extend to publicly owned water 
systems and there are no privately owned water systems of any size 
in the area. However, as above indicated, it is our belief that there 
may be a real problem in connection with the future water supply. 
We do not mean to imply that there is any lack of water at this time 
but the water supply would seem to have a place in any long-range 
study. 

With respect to the passenger transportation service there is a real 
problem. Several years ago the Public Service Commission of Mary- 
land pointed out that, aside from the problems all mass transportation 
carriers have encountered in the postwar years, the peculiar situation 
in the Washington metropolitan area has made even more difficult the 
effective regulation of the principal carrier furnishing such service in 
the portion of Maryland counties into which its service extends. 
Besides the problems caused by decreasing riders on the bus and trolley 
lines which has been encountered everywhere, we here have the addi- 
tional problem brought about by the intervention of the line which 
separates the District of Columbia from Maryland and makes it neces- 
sary, under the decisions of the courts, to treat the Maryland opera- 
tions wholly separate from and independent of the operations in the 
District of Columbia. 

This problem has been recognized by the Legislature of Maryland 
and by Joint Resolution No. 12 of the 1954 Session of the General 
Assembly of Maryland the establishment of a Joint Commission To 
Study Passenger Carrier Facilities and Services in the Washington 
metropolitan area was provided for, to consist of three members from 
each jurisdiction, i. e., Maryland, the District of Columbia, and 
Virginia. The resolution states: 

“That the joint commission herein provided for be requested to 
consider the adequacy of present passenger facilities and services in 
the Washington metropolitan area, and the rates charged for such 
services, and whether joint action by the State of Maryland, the 
District of Columbia and the Commonwealth of Virginia is necessary 
or desirable in connection with the regulation of passenger carrier 
facilities operating in such area and the provision of adequate, non- 
discriminatory and uniform service therein.”’ 

The joint commission proposed by the aforesaid resolution has been 
set up, 1 of the 3 Maryland representatives being a member of the 
Public Service Commission of Maryland. 

The joint commission has had no appropriation and no funds are 
available to it. However, the group has been operating in conjunc- 
tion with the National Capital Planning Commission and the National 
Capital Regional Planning Council and, with funds provided these 
agencies by the Congress, a comprehensive study of all aspects of the 
transit situation in the Washington metropolitan area is being made 
and a number of consultants have been employed by the Federal 
agencies. The work of the group is nearing completion and the 
present expectation is that it will be possible to have a final report 
ready for submission to the Congress and the Legislatures of Maryland 
and Virginia not later than June 30, 1958. We believe that this re- 
port w hich will, of course. be avail: ible to your committee immediately 
upon its completion will be of timely interest to your committee and of 
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considerable value and help. We are confident that, until the study is 
completed and the report issued, your committee can have access to all 
data which has been developed by the several groups and agencies that 
have been working on the project. 

The Public Service Commission of Maryland welcomes the oppor- 
tunity afforded by your letter to submit its views in the matter and it 
wishes to assure you of its earnest desire to furnish anything further 
which may be required in connection with the undertaking of the 
committee of which you are chairman. 

Yours very truly, 
Stanrorp Horr, Chairman. 


STavE OF MARYLAND, 
Civit Derense AGENCY, 
Pikesville, November 18, 1957. 
Hon. ALAN BIBLE, 
Chairman, Joint Congressional Committee, 
United States Capitol, Washington, D. C. 

Dear Senator BisueE: In response to your letter of November 1 
may I first say that it’s pretty hard to list the “most pressing sein fee 
created by the grow th and expansion of the District of Columbia and 
its metropolitan area’’ within the jurisdiction of my agency, because 
the total civil-defe nse problem is really the “most pressing’ and it is 
created, not by ‘‘growth and expansion,’’ but simply because Mary- 
land adjoins the Nation’s C apitol, a prime target. 

On the other hand civil-defense planning does cut across practically 
all of the regular governmental services so we become mutually in- 
volved in practically every aspect of local government services, fire, 
police, health, et cetera. 

Perhaps our most basic problem is that of determining what au- 
thority can be established to effectively direct operations within the 
whole area. Admittedly, the problems are basically similar and the 
solutions must be standardized, but the political boundaries do cause 
troubles in assigning, delegating, or accepting responsibilities. I 
believe that your committee will be interested in the organizational 
structure for civil-defense operations which the Washington area 
survival plan project developed and which should be available for 
public discussion by the time you begin holding hearings. 

The basic problem of a unified civil-defense plan raises such sub- 
sidiary ones as the following: 

(a) Authority for local fire and other services to operate outside 
of their regular boundaries in civil-defense emergencies and in training. 

(b) Limitations on the District government in stockpiling civil- 
= ‘nse supplies outside of the District boundaries. 

) Who pays for the civil-defense expenses of surrounding Mary- 
land and Virginia counties insofar as those expenses are primarily 
concerned with services to be rendered to District residents in time of 
disaster? This question concerns both pre- and post-attack expenses. 

Of course, another basic problem for Maryland civil defense concerns 
the whole question of the Federal agencies in the District area—their 
relocation plans and their building plans within Maryland. This, 
perhaps, is beyond the scope of your study. 
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I hope this letter will be of assistance to your committee, and I 
stand ready to assist the committee or its staff in any way possible. 
Very truly yours, 
SHERLEY Ewrna, Director. 


THe Maryitanp-Nationat CapitaL 
PARK AND PLANNING CoMMISSION, 
Riverdale, Md., November 18, 1957. 
Hon. Atan BIBteE, 
Chairman, Joint Congressional Committee, 
United States Senate, Senate Office Building, 
Washington, D. C. 

Dear Senator Bisie: Thank you very much for your letter of 
November 1, 1957, with which you were good enough to enclose a 
copy of House Concurrent Resolution 172 (85th Cong., 1st sess.), re- 
questing this commission to list the metropolitan-area problems, 
created by the growth of the area within its jurisdiction, that should 
receive the study of your committee. 

This matter was given extended consideration at our regular meeting 
last Wednesday, and I am pleased to submit the following items, 
which are listed in the order of their importance to us: 

1. Funds for advance land acquisition.—Acquisition of land for park 
and highway purposes in advance of urbanization with very high con- 
sequent costs. 

2. Highway problems.—Methods of expediting construction of major 
projects already agreed upon, such as Cabin John Bridge, George 
Washington Memorial Parkway, and others; more effective highway 
planning and coordination should be developed. 

3. Stronger regional planning —Methods of strengthening regional 
planning throughout the area with more authoritative representation 
and power to resolve issues. 

4. Potomac River Basin.—Agreement on plans for water supply, pol- 
lution abatement, recreation, and sewage treatment for Washington 
metropolitan area of Potomac River Basin. 

5. Airports —Final decision on location of major commercial air- 
port for the Nation’s Capital. 

6. Federal agency decentralization.—Determination of more effective 
and concrete Federal policy on decentralization of large Federal 
employment centers with consequent impact on local community 
facilities and economy. (Surplus land disposal, a related problem.) 

The commission will appreciate the opportunity to express its 
views, respecting the several matters above mentioned, at your 
convenience. 

Many thanks for your courtesy. 

Sincerely yours, 
Herpert W. We ts, Chairman. 


GROWTH AND EXPANSION OF D. C. AND METROPOLITAN AREA 35 


WASHINGTON SUBURBAN SANITARY COMMISION, 
Hyattsville, Md., November 8, 1987. 
Hon. ALAN Brsue, 
Chairman, Joint Congressional Committee, 
United States Senate, Washington, D. C. 


My Dear Senator Bratz: The commission very much appreciates 
your letter of November 1, 1957, requesting that it advise the joint 
congressional committee, established by House Concurrent Resolution 
172, as to the most pressing problems created by the growth and ex- 
pansion of the District of Columbia and its metropolitan area within 
the jurisdiction of this commission. 

As we understand your letter, what your committee desires at this 
time is a list of the most pressing problems which confront or have 
confronted this commission as a result of the growth and expansion 
of the District of Columbia and the metropolitan area. The list 
follows, with problems given in the order of importance: 

Water supply, including the collection, treatment, and distribu- 
tion of water throughout the area under the commission’s jurisdiction 
and in areas contiguous thereto. 

The collection and disposal of sewage. 

The collection and disposal of refuse. 

4. The relocation and adjustment of the commission’s utility struc- 
tures made necessary by highway-construction programs. 

5. The sanitary problems resulting from the location of Federal 
agencies within and without the limits of the jurisdiction of this com- 
mission. 

The necessity of flood control. 

As this is an agency which pays its own way, the financing of con- 
struction incident to the above problems also is and will be a serious 
concern to the commission. This will be gone into further when the 
committee desires more detailed information with respect to the prob- 
lems outlined above. 

It will be appreciated if it will be possible for the committee to 
advise the commission as to when this more detailed information is 
desired in order that it may be prepared in the manner which will be 
most helpful to your committee. 

Sincerely, 
T. Earte Bourne, Chairman. 


Ciry oF RockvIL1e, 
Tue Mayor anp CovuncIit, 
Rockville, Md., December 17, 1957. 
Senator ALAN BIBLE, 
United States Senate Office Building, 
Washington, D. C. 
Dear SENATOR BrisueE: I am enclosing a list of what we as munici- 
palities in Montgomery County, Md., consider the most pressing 
problems in the metropolitan area. 
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All 15 incorporated municipalities in the county have approved 
this list unanimously. 

On December 19, 1957, the Montgomery County Chapter of the 
Maryland Municipal League will meet jointly with the Prince Georges 
County Chapter (27 municipalities) to consider further joint support 
of the enclosed statement. 

Sincerely yours, 
Dickran Y. Hovseptan, 
Chairman, Montgomery County Chapter, 
Maryland Municipal League. 


Last or THE Most Pressinc ProsBLeMs IN THIS JURISDICTION, 
CREATED BY THE GROWTH AND EXPANSION OF THE DisTRICT OF 
CoLUMBIA AND ITS METROPOLITAN AREA 


1. Establishment of adequate mass transportation system for 
metropolitan area. 

2. The use of Federal matching funds by municipalities, presently 
excluded, for the acquisition and development of major recreational 
areas and the extension of existing or proposed stream valley parks. 

The abatement of pollution and the provision of a sound water 
supply system from the Potomac River is of primary importance to 
this area. A plan for the Potomac River Basin should also include 
provisions for recreational use, silt and flood control and the conserva- 
tion of forest and game preserves, scenic beauty and drainage areas. 

4. Provide an adequate highway system between the central city 
~ its suburban communities and interconnecting roads. 

The establishment of a Federal policy to consult with local 
namaiee in planning the decentralization of Federal operations in the 
peripheral areas. 

6. Preparation of a complete civil defense plan for the entire 
metropolitan region. Design of underground systems (mass trans- 
portation) to incorporate civil defense criteria. 

Providing well-planned industrial sites to attract industry. 


Crry or GREENBELT, MD., 
Orrice oF City CouNcIiL, 
November 8, 1957 
Hon. Atan Brsxe, 
Chairman, Joint Congressional Committee, 
United States Capitol, Washington, D. C. 

Dear Mr. Brave: Your letter of November 4, 1957, requested the 
views of the officials of the city of Greenbelt concerning metropolitan 
area problems, and inasmuch as the Greenbelt City Council will not 
hold another meeting until November 18, it might be too late to 
reply in time for your next meeting. I am therefore submitting the 
views which I feel have been rather firmly expressed in previous 
council discussions. 

The first problem, I believe, is mass transportation. Greenbelt, 
located in Prince Georges County, is on the Baltimore-Washington 
Parkway and will be connected by a cloverleaf to the new Inter- 
County Belt Freeway, and this, I would like to point out, makes it 
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a very advantageous junction point for a terminal for express trans- 
portation to and from the District of Columbia. 

Greenbelt citizens, a major portion of whom are employed in the 
District of Columbia, are using, for the most part, car-pool trans- 
portation, and of course there are a goodly number of citizens travel- 
ing aor and forth to the District with only 1 or 2 passengers in a 
single ¢ 

Adequate express transportation, especially in the mornmg and 
evening hours, would do muct to relieve the parking congestion in 
the District. It is the thought that a terminal located in Greenbelt 
could provide an excellent location for fringe parking, if express 
transportation was available to the District. 

Another problem that Greenbelt Council has felt should mean 
much to any metropolitan program is the facet that the Interior 
Department now owns over 1,100 acres within the boundaries of the 
city of Greenbelt, contemplated for an area park. The city council 
feels that early steps should be taken to develop this park land, 
before pressure groups are able to influence a change in the plan for 
developing this land as park and recreation areas to residential or 
other usage. There has already been some strong efforts to use this 
property for governmental agency buildings. 

I will request that the city council discuss this subject further at 
their next meeting, and inform you of any other conclusions they 
might have. 

Sincerely yours, 
Tuomas J. Cannine, Mayor. 





Mayor anp Common Councit or University PARK, 
University Park, Md., November 20, 1957. 
Hon. ALAN BIBip, 
Chairman, Joint Congressional Committee. 


Dear Senator Brste: This acknowledges your letter of November 
4 in which you solicit the views of the mayor and common council 
relative to problems created in University Park as a result of the 
expansion and growth of the District of Columbia and its metropolitan 
area. 

The mayor and council welcome the opportunity to assist your 
committee in the study of these problems particularly as they affect 
the town of University Park. 

Limiting the scope of our reply to these problems we can briefly 
ee our most important interests as follows: 

We are in need of faster common carrier transit service between 
Cilveralty Park and the central area and major government buildings 
within the District. 

2. We are in need of a modernized system of highways leading into 
the District with limited access and reduced intersections to the extent 
that will pel rmit legal travel from University Park to the central areas 
in a to 25 minutes. 

We need improved educational facilities, particularly in the 
bane at Northwestern Senior High School, which the children of 
University Park attend. 
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The town of University Park is a strictly residential community of 
single-family homes. No professional, commercial or other business 
activities are permitted. 

The residents of the town are primarily business and professional 
people, educators employed by the University of Maryland, research 
workers in the nearby Government and commercial research estab- 
lishments and Government workers employed by the various agencies 
in the District of Columbia. 

Rapid and economical transportation to and from the District of 
Columbia is an extremely important problem to the people of Univer- 
sity Park. The major common carrier service now available to our 
residents is operated by the Greyhound bus system along Route No. 1 
(Washington-Baltimore Boulevard). This service is only fair as to 
frequency and running time within Prince Georges County but irri- 
tatingly slow and ine flicient within the District. The terminal point 
in Washington is located at 12th and New York Avenue, inconviently 
located from the major Government offices. 

We suggest that the Greyhound service be extended within the 
District to provide direct service from this area to Washington Circle 
following a route along New York and Pennsylvania Avenues and 
return. An alternate route would terminate at 24th and Constitution 
Avenue following a route along Bladensburg Road, Maryland and 
Constitution Avenue and return. Perhaps these changes would 
require unification of present transit facilities in this area. If so, we 
would favor this action. 

Highways leading to the District line from this area are generally 
satisfactory but will be inadequate when presently planned housing 
developments adjacent to University Park are completed. Major 
bottlenecks now exist along New York and Rhode Island Avenues 
within the District during the rush hours, particularly the former. 

We would like to see substantial w idening of New York Avenue 
from Bladensburg Road to at least Seventh Street NW. through the 
construction of a limited access highway that will permit normal and 
legal travel from University Park to that point in approximately 20 
to 25 minutes. 

There is a positive need in this area for a bypass truck highway to 
divert the ever increasing heavy truck traffic traveling over Route 
No. 1. Perhaps this can be accomplished by continuing the recon- 
struction of Edmonston Road to Route No. 1 at Beltsville and divert- 
ing southbound truck traffic over this route to the new Washington- 
Baltimore Parkw ay and thence into the District via New York 
Avenue, or some alternate route. 

As outlined previously a large proportion of the residents of Univer- 
sity Park are educators, scientists, research workers and others engaged 
in scientific or engineering pursuits. The children of such parents 
develop, through inheritance and association, a natural interest in the 
sciences. The laboratory and similar facilities at the Northwestern 
Senior High School which these children attend are inadequate both 
in volume and technical refinement to meet the educational eae: 
ments of the more capable students in the sciences. We feel tha 
considering present world conditions, every effort should be made tc 
encourage the study of engineering and the sciences particularly 
among those young people who have exce ptional and natural interests 
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in these fields. We would like to see Northwestern become a model 
training center in this respect. 

Finally, we might mention in closing that the residents of University 
Park would like to see the 50 or so acre tract owned by the Govern- 
ment on route No. 1 and directly east of the town be developed 
through the construction of Government offices within this area to 
provide employment possibilities for Government workers now living 
in this and adjacent communities. 

We regret our inability to reply to your letter by November 20 as 
requested since our regular monthly meeting, at which your letter was 
discussed, was not held until November 18. 

Please be assured of the desire of the mayor and common council to 
fully cooperate with your committee and staff in any future studies 
that would affect the town of University Park. 

Sincerely yours, 
James F. Fox, Mayor. 


Town or LAYTONSVILLE, 
Montgomery County, Md., December 29, 1957 
Hon. ALAN BiB_e, 
Chairman, Joint Congressional Committee, 
United States Capitol, Washington, D. C. 

Dear Str: Thank you for your letter of November 6, 1957, with 
regards to problems of the town of Laytonsville related to the growth 
of the District of Columbia area. I regret that I had not answered 
your letter in time for your November 26 meeting, but I feel sure 
that all the problems will still be with us a month late and so I write 
anyway. 

The very fact that I am late with this letter is of itself a hallmark 
of one of our problems. The very growth of the area is so rapid 
and brings with it so many details that must be handled by town 
officials that time runs out before they can be taken care of. The 
town charter states that town officials shall serve without pay, which 
means that the town business must be handled on an after-hours 
basis in competition with regular business. When Montgomery 
County towns were sleepy crossroads in the country this arrangement 
was fine, but now finding qualified people who have the time and 
desire to take care of zoning, planning, street construction, and all 
the other items is a difficult task. Not the least of these tesks is the 
interminable series of forms sent to us to fill out for all the discon- 
nected agencies with which we deal. Many of these forms seek the 
same information from a little town like Leytensville that is asked 
from the city of Baltimore. We never know just what they want 
and are always late because of the complexity of data asked for. 

It would appear that our major preblem can be summed up by 
saying we seck an orderly growth of our town so that its residential 
nature may be preserved and its values not be intruded upon by 
incompatable land uses. This mesns zoning and planning, and 
attempting to keep up with what the county, State, and Federal 
Governments plan to do in our area. Aleng with this gees highway 
problems geared to reaching the District each day for meny of our 
citizens. These problems extend beyond the area of the town limits 
but must be considered by the council. Finding money with which 
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to carry on town functions is also a problem, as people expect more | 
services than they used to, and a dollar does not go as far as it did 
years ago. 

We are far enough from the city of Washington that transit, water, 
sewer, and streets are not presently problems but they soon ‘will be 
if the present growth keeps up. The installation of AEC at German- 
town will speed this time, and any planning on the future of the area 
should keep these areas before it. 

From this letter it may sound as if we should give up town govern- 
ment and turn it over to the county, but despite problems we want 
to solve them in our own way here at home. We are willing to co- 
operate with other agencies who are also planning for the longer term 
and for a wider area, so long as it does not take away our independence 
to operate our hometown as we see fit. 

In closing may I say that we appreciate your asking for our ideas 
on the area and we are pleased to help in any way we can. One thing 
we ask however, please, please don’t ask us to fill out any more forms. 

Very truly yours 
Lewis C. Kisser, Mayor. 


NORTHERN VIRGINIA REGIONAL PLANNING AND 
Economic DEVELOPMENT COMMISSION, 
Alexandria, Va., November 15, 19. 


Re Committee on the District of Columbia. 
Hon. ALAN Brsxe, 
The United States Senate, 
Washington, D. C. 

Dear Senator: This is a somewhat belated reply to your letter of 
November 1, regarding matters pertaining to House Concurrent 
Resolution 172. Since the second paragraph of your letter indicates 
that the Northern Virginia Regional Planning and Economic Develop- 
ment Commission will have an opportunity at a later date to submit 
a more detailed statement, I shall endeavor to cover rather briefly 
some of northern Virginia’s most pressing problems, problems which 
have arisen because of the enlargement of the Washington metropoli- 
tan area into portions of Maryland and northern Virginia. 

The community problems which concern all or most of our northern 
eee communities, I think, are the following: 

. Inadequate water supplies in certain portions of the region. 

2" Extremely expensive sewer installations which, along with water 
and highways, tend to guide the pattern of residentis il, commere ial, and 
industrial growth. 

3. We need more adequate highways, although the Interstate and 
Defense Highway Act of 1956 is proving of inestimable assistance to 
us with regard to our interstate routes. 

4. Northern Virginia suffers from a great lack of park areas and 
open spaces, there being i in the region extending from Harpers Ferry 
to Quantico (and embrs acing 4 counties and 2 cities) a few hundred 
acres of park land owned by Virginia communities as contrasted with 
some 3,400 to 3,500 acres of par ks in the urbanized portions of Prince 
Georges and Montgomery Counties in Maryland. 
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5. We badly need, I feel, legislative and administrative tools with 
which to tackle many of our most serious problems. We are attempt- 
ing to solve them on a single-jurisdiction basis when it would be much 
more economical and sensible if some means could be found to tie 
together and solve our pressing problems jointly. 

6. Some of the vital decisions made by the Federal Government 
through the Congress and executive branch are made without prior 
consultation with the political jurisdictions which will be affected. 
We feel that such consultation could lead not only to a better relation- 
ship with the Federal departments, but would enable the counties and 
cities in northern Virginia to do more adequate and realistic planning 
so that they may accommodate the changes in land use, traffic, sewers, 
water, and all the other community services which go with the move- 
ment of large Federal agencies into the suburban areas. 

7. I feel that planning for the metropolitan area of Washington 
through the mechanism of the National Capital Regional Planning 
Council, or a substitute therefor, should be drastically strengthened in 
order that the Regional Council, instead of being purely an advisory 
body and, to quote one of its members, a ‘“‘debating society,’ would 
become a strong and vital agency with some authority—naturally 
with safeguards. It would be an authoritative planning body repre- 
senting the metropolitan areas of Virginia and Maryland, as well as the 
District of Columbia. 

8. Everyone, I believe, in the entire area is anxious to remove 
pollution from the Potomac River. How this can be completed, we 
don’t know; but certainly the yeast is fermenting and very concrete 
steps are being taken in most of our jurisdictions to help alleviate the 
polluted condition of the river. 

These are some of the community or metropolitan problems which 
confront Washington and its environs in Virginia; the longer solutions 
to most of these problems are delayed, the more expensive and less 
adequate those solutions will be. 

Any suggestions which your committee may offer will be extremely 
helpful and welcome, I am sure, to all of us in northern Virginia. 

If I can be of further help, please let me know. 

Cordially, 
Cuarues C. Rosrnson, 
txrecutive Director. 


CoMMONWEALTH OF VIRGINIA, 
State CorRPORATION COMMISSION, 
Richmond, November 13, 1957. 
Re House Concurrent Resolution 172. 


Hon. ALAN BIBLE, 
Chairman, Joint Congressional Committee, 


Senate Office Building, Washington, D. ©. 


Dear Senator Bisie: Replying to your letter of November 1 in 
reference to the above-styled matter, will say it seems to me that the 
problem that has been and is now being so much discussed is because 
of the traffic problem within the city of Washington as well as to and 
from the District of Columbia. 
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I am a member representing the State of Virginia on the Metro- 
politan Area Transit Study Commission, and it is my belief from 
observation of being a member of this commission that the problem 
is one of traffic congestion. In my opinion, it would be very bene- 
ficial for employee transportation to be staggered. This obviously 
would relieve the congestion of traffic. 

Another problem which is adding to this congestion is the con- 
tinual expansion of parking facilities. The more provision the Gov- 
ernment makes for employees to park their cars the more people will 
use private automobiles rather than public transportation. If fewer 
private cars were permitted to be used by employees, public trans- 
portation could move more rapidly thereby relieving to some degree 
the traffic congestion. 

I know that engineers most likely feel that they need more bridges 
across the Potomac River. This would, without very serious con- 
sideration, seem to be the answer for this problem, but the result of 
this will be more use of private cars and within a few years the condi- 
tion now existing will again exist. 

It is my belief that this problem should be met head on by the 
staggering of employees and restricting parking facilities. 

So far as I am advised, this is the only problem that needs attention 
in Virginia. 

Your very truly, 
H. Lester Hooker, Commissioner. 


CoMMONWEALTH OF VIRGINIA, 
Strate Water Contro.t Boarp, 
Richmond, November 18, 1957. 
Senator ALAN BIBLE, 
Chairman, Joint Congressional Committee, 
United States Senate, Washington, D. C. 

Dear Senator Bisie: This is in response to your letter dated 
November 1, 1957. 

The principal problem involving the jurisdiction of this board in 
the Virginia portion of the Washington metropolitan area results from 
the difficulties of municipalities and other residential areas in Virginia 
in providing complete sewage-treatment facilities to keep up with 
the growth of population and the prevention of all pollution of the 
Potomac River and its tributaries. This means that in some cases 
a higher degree of sewage treatment is made necessary by reason of 
this large population g growth in the entire me tropolitan ares 

Extensive sewerage facilities have been and are being constructed 
in Virginia to reduce and prevent pollution. The situation with 
respect to pollution of the Potomac River in the Washington metro- 
politan area is set forth on page 16 of A Review of Interstate Pollu- 
tion, the Potomac River in the Washington Metropolitan Area, 
prepared by the Public Health Service of the Department of Health, 
Education, and Welfare and issued in June 1957, as follows: 

“The sewage that causes this interstate pollution originates in the 
following major areas: 
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1 Sewage treated in District of Columbia plant. 


“These figures speak for themselves. The District of Columbia dis- 
charges more than four-fifths of the total load of sewage pollution to 
the river. The three Virginia communities combined contribute less 
than one-sixth of the tot ad poltingions load.”’ 

Yours very truly, 
A. H. Pagssier, 
Executive Secretary. 


COMMONWEALTH OF VIRGINIA, 
DEPARTMENT OF HiGHways, 
Richmond, Va., November 13, 1957. 
Roads in the metropolitan area 


Hon. ALAN BIBLe, 
Chairman, Joint Congressional Committee, 
District of Columbia, 
United States Office Building, Washington, D. C. 


Dear Senator Brsxe: This is in further reference to your letter of 
November 1, and to General Anderson’s reply of November 4. 

During the dec ade, 1940-50, population in the 2 counties, Arlington, 
and Fairfax, and in the 2 cities, Alexandria, and Falls Church, in- 
creased 130 percent, while the population in the District of Columbia 
increased only 22 percent. Reliable estimates made in 1956 indicate 
that the population of the 4 Virginia governmental entities was 
approximately 430,000 or 227 percent above 1940. Obviously, there 
is little room for residential growth in the District of Columbia. 
While the central area of the District of Columbia, in which the 
central Federal buildings are located is the focal point for the majority 
of traffic moving in the metropolitan area, the expansion of the 
metropolitan area is taking place in the fringe areas of Virginia and 
Maryland. The day-to-day traffic moving between home and work, 
and the traffic superimposed by the tourists’ interest in the Nation’s 
Capital, and by the commerce and industry which associates itself 
with growing communities is posing the principle problem in the area. 

As an indication of the trend in daily traffic volumes, the increase 
on all of Virginia’s primary routes, lying in the counties of Arlington 
and Fairfax from 1948 to 1957 has been 114 percent. Daily volumes 
on several routes have increased as much as 150 to 200 percent in the 
10-year period. Of the 171 traffic signals on the 8,000 miles of 
primary roads in Virginia, 85 are located in Arlington and Fairfax 
counties. 

It is estimated that by 1975 the cost of developing the Interstate 
System in the 2 counties and 2 cities will — $215,828,000. In 
addition to this cost, it is estimated that by 1975, $124,287,000, will 
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be needed to develop the primary roads and urban connections in the 
4 places, and the secondary roads in Fairfax County. This aggregates 
$340,115,000 for highway needs within the next 18 years. These 
figures do not include the needs of Arlington County, or the cities of 
Alexandria and Falls Church on streets and highways under the 
immediate jurisdiction of these entities. 

Exclusive of the Interstate System needs, it has been possible for 
the Department to spend an average of only $2,273,000, per year in 
the 4 places during the past 10 years. It can be seen that at this 
rate of expenditure, 55 years would be required to meet the needs of 
only the primary, secondary, and urban extensions of the primary 
system. 

Our estimates of funds to be available under present methods of 
financing for the primary and secondary roads in the Washington 
metropolitan area of Virginia indicate that future expenditures will 
not be any greater, if as great, as during the past 10 years 

Publicly owned utilities that may be encountered in road or street 
development must be moved at the expense of the municipalities. 
This is imposing, in some instances, financial burdens with which 
they cannot cope. For, in most cases, municipalities have insufficient 
funds to meet the obligation of street development, exclusive of the 
cost of moving utilities. 

Realistic long-range planning is extremely difficult under the exist- 
ing rules, regulations, and financial capabilities of the agencies en- 
gaged in highway development. For example, paragraph D of sec- 
tion 4 of polici ies and procedures, memorandum 21—4.1 issued by the 
Bureau of Public Roads on December 31, 1956, reads as follows: 

“Project agreements covering the advance acquisition of rights-of- 
way shall contain a clause providing for the rermbursement of any 
payments made by the Federal Government in the event the project 
is not placed under construction within a reasonable period, in any 

vent, not to exceed 5 years.” 

Tt is unreasonable to expect property owners to reserve land on 
which they would be required to pay taxes for long periods of time 
based upon the mere projection of the highway location. Because of 
the financial inability to acquire the right of way at the time the high- 
way location is established, and because of the rapid residential, in- 
dustrial, and commercial development in the Washington metropoli- 
tan area, rights-of-way costs exceed construction costs of some 
projects. 

We have had numerous studies made of our problems in the area, 
but so far have not found an answer to our lack of adequate funds. 

Toll financing for some of the needed improvements has been in- 
vestigated and found not feasible. 

The pattern of financing set up for the Interstate System offers the 
greatest means of relief, but unfortunate ‘ly this will cover only a small 
part of our needs. 

We greatly appreciate the opportunity of outlining some of the 
serious problems created by the rapid expansion of the Washington 
metropolitan area of Virginia. Whenever we can be of help to your 
committee, please let us know. 

With best regards, 

Sincerely yours, 
F. A. Davis, 


Acting Commissioner. 
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COMMONWEALTH OF VIRGINIA, 
Orrice oF Civit DEFrENnss, 
Richmond, November 19, 1957. 
Hon. ALAN BIBLE, 
Chairman, Joint Congressional Committee, 
United States Capitol, Washington, D. C. 

Dear Senator Braue: In response to your letter of November 1, 
1957, we submit the following comments in regard to the “‘most press- 
ing problems created by the growth and expansion of the District of 
Columbia and its metropolitan area’? within our jurisdiction. 

Our specific interest in the area generally referred to as the metro- 
politan area of Washington, composed of the cities of Alexandria and 
Falls Church and the counties of Arlington and Fairfax, is civil- 
defense planning. The governing authorities of this area are very 
much concerned over the lack of egress routes for evacuees from the 
northern Virginia area and the District of Columbia. With approxi- 
mately 1 million people to be evacuated out of the District of Columbia 
and Maryland into Virginia, it can readily be seen that numerous exit 
routes are very necessary. These we do not have. 

One of the major problems confronting us at this time is the matter 
of financing of implementation of the Washington metropolitan area 
preliminary operational survival plan in receiving this enormous num- 
ber of people into what we designate as reception areas. Counting 
those that are coming out of the District of Columbia and Maryland 
and those to be evacuated from the metropolitan area of Washington 
in Virginia, there will be a total of approximately 1,300,000 people. 
This will necessitate the employment of a number of full-time civil- 
defense workers in order to carry out the plans if and when these 
political subdivisions are evacuated. 

Furthermore, the above plan calls for forty-one 200-bed emergency 
hospitals at an approximate cost of $30,000 each and 200 first-aid 
stations at an approximate cost of $2,500 each. In addition, it will be 
necessary to stock an enormous amount of other materials and supplies 
in antic ipation of an attack. Under present rules and regulations of 
the Federal Civil Defense Administration contributions program, it is 
possible to secure 50 percent from the Federal Civil Defense Adminis- 
tration, but even at this a tremendous amount is left for someone to 
assume. 

We are of the opinion that we have sufficient legal authority to 
handle the situation, but our greatest problem is financing, and since 
the metropolitan area of W ashington i is really the Government of the 
United States, we feel that it has a responsibility that is not applicable 
to other communities. We also feel that the Commonwealth of 
Virginia has a responsibility, yet we do not believe that it should be 
charged with the reception of these evacuees and also the cost of 
implementing. 

Because, as stated above, our specific interest is in civil defense, 
we shall not attempt to enumerate other necessities in that area due 
to the heavy influx of citizens who are working for the Federal Govern- 
ment. 

If we can be of further help, we will appreciate your calling on us. 

Cordially yours, 
J. H. Wyse, Coordinator. 
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COMMONWEALTH OF VIRGINIA, 
County or Farrrax, 
Fairfax, Va., November 20, 1957. 
Hon. ALan BIBLeE, 
Chairman, Joint Congressional Committee, 
United States Senate, Washington, D. C. 

Dear Senator Braue: In reply to your letter of November 1, 1957, 
I wish to advise that I have discussed with various officials of the 
county of Fairfax your committee’s request for a list of the most 
pressing problems created by the growth and expansion of the District 
of Columbia and its metropolitan area for consideration under the 
provisions of House Concurrent Resolution 172 and wish to submit 
the following suggestions: 

1. Transportation, including bridges, expressways, mass transit, and 
air facilities —Fairfax County’s master plan studies in 1954 indicated 
a need for 20 lanes of limited access or 58 lanes of ordinary roads 
leading from the District of Columbia into Virginia by 1980. The 
population figures on which this 1980 estimate was based now appear 
to be too conservative and present indications are that these traffic 
lanes will be needed by 1968 instead of 1980. One of the major 
problems at present is the limited capacity of the existing bridges and 
the approaches to the bridges, particularly on the District side. 

2. Metropolitan area water supply—An adequate safe water supply 
must be provided for the entire metropolitan area and the Potomac 
River appears to be the primary source of such supply. The responsi- 
bility for assuring an adequate and safe supply has been properly 
delegated to the Army engineers. 

3. Pollution abatement.—The desired standards of sanitation can 
be reached and maintained in the metropolitan area only if some new 
means of financing can be developed. Fairfax County has made 
valiant efforts to solve its sewage-disposal problems and to the present 
time has been extremely successful in that its urban areas have avail- 
able, or will have available within a few months, trunk sewers and 
disposal plants providing satisfacory intermediate or secondary treat- 
ment. None of the effluent from these plants flows into the Potomac 
River above the District water-supply intake. 

Fairfax County is facing future sewage problems which may be 
beyond its financial ability to solve. Unfortunately, sewerage facili- 
ties must be provided before there are customers to use and pay for 
them. Fairfax County population is increasing so rapidly that the 
new sewerage system has not had time to prove its financial soundness 
or to accumulate funds for extensions and expansions which will be 
required in the near future. This problem is particularly pressing in 
the areas around the new CIA building and in other areas of unusual 
Federal impact. 

4. Parks and open spaces.—Metropolitan-area planning for parks 
and open spaces becomes more important with each new subdivision. 
Planning, however, is not enough, and some means of purchase and 
operation should be developed before the remaining open spaces have 
vanished. 

Very truly yours, 
CaruTron C. Massey, 
County Executive. 


GROWTH AND EXPANSION OF D. C. AND METROPOLITAN AREA 47 


ARLINGTON County, VA., 
Orrice oF County MANAGER 
Arlington, Va., November 21, 1957. 
Re Joint Congressional Committee on Metropolitan Area Problems. 


Hon. ALAN Brsxe, 
United States Senate, 
Washington, D. C. 

Dear Senator Brsie: We received your communication, and the 
various agencies of the county government were asked to submit 
items on which an area approach could be taken which would be 
beneficial. 

Set forth below are the items which appear to us to fall in the 
category you have in mind. 

Public transportation—buses and taxis 
Private transportation—roads and bridges 
Water supply—supply only, not distribution 
River pollution—criteria and standards only 
Recreation—parks and playgrounds 
Disposition of incinerated refuse 

We will be happy to confer with your representative at a later date 

on the above items. 
Yours truly, 
A. T. LuNDBERG, 
County Manager. 


City or Fatus Cuurca, 
Falls Church, Va., November 15, 1957. 
Hon. ALAN BIBLE, 
Chairman, Joint Congressional Committee, 
United States Capitol, Washington, D. C. 

DraAR ee Brsue: I hereby acknowledge receipt of your letter 
of November 1, 1957, and appreciate the opportunity presented to 
me whereby L may list with you some of the problems accentuated 
here in the city of Falls Church, Va., in regard to the growth of the 
metropolitan area. 

Some of the problems are as follows: 

Construction of new schools created by the influx of pupils 
within the city. 

2. Highway and street problems. It is my thinking that, what- 
ever program is worked up in regard to such, civil defense be taken 
into consideration as to evacuation and its relationship to a highway 
program. 

Continuous and adequate water supply for the future. 
Cordially, 
Lewis Z. JOHNSTON, Jr., 
City Manager. 
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CoMMONWEALTH OF VIRGINIA, 
Town or Farrrax, 
Fairfax, Va., November 7, 1957. 
Hon. ALAN BiBxp, 
Chairman, Joint Congressional Committee, 
United States Capitol, Washington, D. C. 

My Dear Senator Brste: Thank you very much for your letter of 
November 5, 1957, outlining the work of your committee and inquiring 
of us what our chief problems seem to be. 

I think probably the most pressing problem at the moment is the 
public water-supply situation. We are all trying to solve this problem 
in our own way, but it would appear that this is a subject of great 
moment to the entire metropolitan area of Washington. 

Secondly, I think public transportation to the outlying areas is 
definitely in need of study. 

Sewage treatment has already received a good bit of attention, and 
is probably well on its way to being solved, but it, nevertheless, ought 
to be looked into. 

The outlying areas are suffering, too, from a shortage of productive 
industrial enterprises. As a result of the growth of Washington, we 
have become bedroom counties, having all of the liabilities for neces- 
sary services, the largest of which, of course, is the public school, with 
very little or no offsetting industrial development to help the tax situa- 
tion. There may very well be an area here that the Federal Govern- 
ment’s attention might help to solve. 

I know that you will spend considerable time and effort investigat- 
ing these matters, and we will watch the progress of the commiitee’s 
work with great interest. 

Very truly vours, 


Joun C. Woon, Mayor. 





APPENDIX II 


MARYLAND 
(23 COUNTIES AND | INDEPENDENT CITY) 
AND 


DISTRICT OF COLUMBIA 


’ 7 s ” r seereemy 7 
MitstGauvy  ~) @2 it —a “ilies, = Cee ee eee oe eee eee 
/ in ae e o5ey foc ame 4 N cect 


. . yietersienen : 
ARRE y tec med a CARROLL es ak. HARFORD 
CUMBERL AND ? ealaiis } ¢ es p 
. ‘ p “BALTIMORE ce 
. e een ; 57-9 PE aa ‘ KENT 
Os ted 
it oa ae 7 oo 
> Ae mate oO. ats to ol 
ePiugigeaseseenensess ak. wii ‘O12 , 
MONTGOMERY 5 
cits Vehaeat Sosa She. CGM? Ets Lee ~ OvEEN annes f 


fies prec stires sh Sis teemaeacn se : 4 
fois ‘: Sesh | Ol cae 
a “7 mv. GW. - + ete ee . 
+ +] CHURCH: iy Seng tee, tos) ae 
a Re." Ssonaas tance 4 \ 


~, 
2b: 
,_™ . 
m 
> 
7 
S. 
2. 
>. 


ey : mre 
SSI 8 my 
, a 


‘4 / Zw 


STANDARD METROPOLITAN AREAS PE | poncwesrea 


CODE SS 
O12 BALTIMORE T swmaars NO, 9G 
161 WASHINGTON, D. C. ¥ 
‘ 


LEGEND 
e INDEPENDENT CITY HAVING LESS THAN 25,000 


@ PLACES OF 25,000 TO 100,000 


*% PLACES OF 100,000 AND OVER 


Washington Metropolitan Area, one of 168 Standard Metropolitan Areas as defined by 
the Bureau of the Census. (City and County Data Book, 195___) 


7 


f i 
wicomico y 
se 
) ww 7? -- ] 
) WORCESTER 


? 
Pra 


Sn 





20656 O - 58 ( Face p. 48) No. 2 


—— — oe eee ee eee ee ee ee 
\ 








WATERSHED OF THE 


SeeeR eee nese eee ee eee ee eee eee eeeeeeee: 


INTERSTATE COMMISSION ON THE POTO 


Potomac River Drainage Basin (Source: 
The Potomac River |] 








Anacostia R 


Oxon Run 


t SS yn \ 
3H \ 
; } 
2 f j 
> / 
a Y y i? J 
\ A ie 
‘ ¢ = f 
7 R | 
he = & 
om! 
% f } 








> Potom, ; St. Marys R 
“2 \ as x 
HE POTOMAC ae 
ovedesoccencuse a ae ‘ 


E POTOMAC RIVER BASIN = 


surce: Interstate Commission on 


‘iver Basin) 








GROWTH AND EXPANSION OF D. C. AND METROPOLITAN AREA 49 


NEW HAMPSHing 


p MASSACHUSETTS 





2 : RHODE ISL ANT; 


nena CONNECTICUT 


ne ee 





| 7 GEE P=. MEGALOPOLIS 








m : : ; ) DENSITY OF POPULATION, 1950 
Lf yor ad CPTr By Counhe Jependent oNOs: exciuded } 
; Oe f CO . j j f HO per <a Jae mule i 
hs, VEX f 
~ . y 


E & es * 
o joe ” 
snnceinnernnitninneaies 


‘ 
i 


(th heaeattancal aatica ote dnl a te et cil 


Situation of the Washington Metropolitan Area at the southern end of the Atlantic Coastal 
urban belt. (Source: Jean Gottman, “Megalopolis or the urbanization of the North- 
eastern Seaboard,” Economic Geography, July 1957.) 











50 GROWTH AND EXPANSION OF D. C. AND METROPOLITAN AREA 










NEW HAMPSHIRE 


K MASSACHUSETTS 


NEW YORK 






a a 
y Be & 
RHODE AND 


ti 


MEGALOPOLIS 


INCREASE IN POPULATION, 1940-1950 


By counties { independent cities exciuded)} 
ane, PER CENT 
' i* ts +10 





41 to 100 


BF on. 100 


* 0 
i 
‘ Vv é Ramen evlincianananion 








Situation of the Washington Metropolitan Area at the southern end of the Atlantic Coastal 
urban belt. (Source: Jean Gottman, “Megalopolis or the urbanization of the North- 
eastern Seaboard,” Economic Geography, July 1957.) 


GROWTH AND EXPANSION OF D. C. AND METROPOLITAN AREA 51 





{BOO 


ZZ2PUBLIC & SEMI-PUBLIC PROPERTY 
---- BOUNDARY OF ORIGINAL CITY 
@B URBAN DEVELOPMENT 








52 GROWTH AND EXPANSION OF L. C. AND METROPOLITAN AREA 





657 


ZZPUBLIC &€ SEMI-PUBLIC PROPERTY 
---- BOUNDARY OF ORIGINAL CITY 
@® URBAN DEVELOPMENT 


GROWTH AND EXPANSION OF D. C. AND METROPOLITAN AREA 53 


my Vp dd Le 
9) 





1897 


ZZ PUBLIC &€ SEMI-PUBLIC PROPERTY 
---- BOUNDARY OF ORIGINAL CITY 
@® URBAN DEVELOPMENT 








54 GROWTH AND EXPANSION OF D. C. AND METROPOLITAN AREA 





ZZ PUBLIC € SEMI-PUBLIC PROPERTY 
---- BOUNDARY OF ORIGINAL CITY 
@® URBAN DEVELOPMENT 





GROWTH AND EXPANSION OF D. C. AND METROPOLITAN AREA 55 


a i Pr 
a Oe 


a 





ZAPUBLIC € SEMI-PUBLIC PROPERTY 
---- BOUNDARY OF ORIGINAL CITY 
@B URBAN DEVELOPMENT 





O 


& SEMI-PUBLIC PROPERTY 


PUBLIC 
---- BOUNDARY OF ORIGINAL CITY 


@B URBAN DEVELOPMENT 


< 
& 
few} 
= 
HH 
~~ 
e 
°Q 
[on] 
& 
& 
a 
Q 
Z 
“ 
o 
a 
em) 
° 
Z, 
2 
_~ 
79) 
4 
a 
4 
a 
A 
4 
5 
© 
ie] 
So 
© 
uw”) 











I955 


OF ORIGINAL CITY 


NATIONAL CAP 


(9g °d eoeq) es - ¢ 


Ss 
wn 
a 
© 
8 
3 
~ 
w 
a 
' 
wn 
0 
° 
Nn 





4 


br tde 
Pra & 


j al 


@mmm URBAN DEVELOPMENT PUBLIC & SEMI-PuUBL| 
NATIONAL CAPITAL PLANNING COMMISSION a 


Expansion of the Built-up Portion of the Washingt 
National Capital Planning Commission and National ¢ 











aa ‘ GRAPHIC SCALE @ Mes i a 
: : , : “ 
IC PROPERTY ———BOUNDARY OF ORIGINAL CITY 1955 


ashington Metropolitan Region (Source: 
tional Capital Regional Planning Council) 





Calendar No. 125 


85TH CONGRESS SENATE REPoRT 
No. 1231 


2d Session 


AUTHORIZING THE SECRETARY OF THE AIR FORCE TO 
ESTABLISH AND DEVELOP CERTAIN INSTALLATIONS 
FOR THE NATIONAL SECURITY 


JANUARY 28 (legislative day, JANUARY 27), 1958.—Ordered to be printed 


Mr. Stennis, from the Committee on Armed Services, submitted 
the following 


REPORT 


[To accompany H. R. 9739] 


The Committee on Armed Services, to whom was referred the bill 
(H. R. 9739), to authorize the Secretary of the Air Force to establish 
and develop certain installations for the national security, and to 
confer certain authority on the Secretary of Defense, and for other 
purposes, having considered the same, report favorably thereon with 
amendments and recommend that the bill, as amended, do pass. 

The amendments are as follows: 

Strike all after the enacting clause and insert in lieu thereof the 
following: 


That the Secretary of the Air Force may establish or develop military installations 
and facilities by acquiring, constructing, converting, rehabilitating, or installing 
permanent or temporary public works, including site preparation, appurtenances, 
utilities, and equipment, for the following projects except that with respect to the 
authorizations pertaining to the dispersal of the Strategic Air Command forces, 
no authorization for any individual Air Force base shall be utilized unless the Secre- 
tary of the Air Force or his designee has first obtained, from the Secretary of 
Defense and the Joint Chiefs of Staff, approval of the specific locations where the 
dispersal facilities are to be constructed at such Air Force base. 

In the event dispersal locations other than those indicated in this Act are con- 
sidered to be in the best interest of the Nation’s overall strategie dispersal plan, 
the Secretary of the Air Force with the approval of the Secretary of Defense and 
the Joint Chiefs of Staff may utilize any heretofore authorized base or location 
and shall have the authority to reprogram available funds and acquire such adjoin- 
ing lands as are required to establish the essential facilities. 


SEMIAUTOMATIC GROUND ENVIRONMENT SYSTEM (SAGE) 
Grand Forks Air Force Base, Grand Forks, North Dakota: Administrative 
facilities, $270,000. 


K. I. Sawyer Airport, Marquette, Michigan: Administrative facilities, $277,000. 
Larson Air Force Base, Moses Lake, Washington: Utilities, $50,000. 


20006 
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Luke Air Force Base, Phoenix, Arizona: Operational and training facilities, 
and utilities, $11,582,000. 

Malmstrom Air Force Base, Great Falls, Montana: Operational and training 
facilities, and utilities, $6,901,000. 

Minot Air Force Base, Minot, North Dakota: Operational and training facili- 
ties, and utilities, $10,338,000. 

Norton Air Force Base, San Bernardino, California: Utilities, $172,000. 

Syracuse Air Force Station, Syracuse, New York: Troop housing facilities, 
$80,000. 

BALLISTIC MISSILE DETECTION SYSTEM 


Various locations: Operational and training facilities, maintenance and pro- 
duction facilities, research, development, and test facilities, supply facilities, 
hospital and medical facilities, administrative facilities, housing and community 
facilities, utilities, land acquisition, and ground improvements, $189,000,000. 


BALLISTIC MISSILES 


Various locations: Operational and training facilities, maintenance and produc- 
tion facilities, research, development, and test facilities, supply facilities, hospital 
and medical facilities, administrative facilities, housing and community facilities, 
utilities, land acquisition, and ground improvements, $112,400,000. 


ALERT AND DISPERSAL OF STRATEGIC AIR COMMAND FORCES 


Elisworth Air Force Base, Rapid City, South Dakota: Operational and train- 
ing facilities, $3,194,000. 

Fairchild Air Force Base, Spokane, Washington: Operational and training 
facilities, $1,461,000. 

Grand Forks Air Force Base, Grand Forks, North Dakota: Operational and 
training facilities, and utilities, $895,000. 

Griffiss Air Force Base, Rome, New York: Operational and training facilities, 
and utilities, $664,000. 

Larson Air Force Base, Moses Lake, Washington: Operational and training 
facilities, $2,603,000. 

Lockbourne Air Force Base, Columbus, Ohio: Operational and training facili- 
ties, and utilities, $1,089,000. 

Loring Air Force Base, Limestone, Maine: Operational and training facilities, 
$1,524,000. 

Malmstrom Air Force Base, Great Falls, Montana: Operational and training 
facilities, $872,000. 

Minot Air Force Base, Minot, North Dakota: Operational and training facilities, 
and utilities, $867,000. 

Mountain Home Air Force Base, Mountain Home, Idaho: Operational and 
training facilities, and utilities, $4,380,000. 

Offutt Air Force Base, Omaha, Nebraska: Operational and training facilities, 
and utilities, $690,000. 

Pease Air Force Base, Portsmouth, New Hampshire: Operational and training 
facilities, and utilities, $1,668,000. 

Plattsburg Air Force Base, Plattsburg, New York: Operational and training 
facilities, and utilities, $1,116,000. 

Westover Air Force Base, Chicopee Falls, Massachusetts: Operational and 
training facilities, and utilities, $2,368,000. 

Eglin Air Force Base, Valparaiso, Florida: Operational and training faeilities, 
maintenance and production facilities, supply facilities, and utilities and ground 
improvements, $8,958,000. 

Glasgow Air Force Base, Glasgow, Montana: Operational and training facilities, 
maintenance and production facilities, supply facilities, housing and community 
facilities, and utilities, $29,644,000. 

Kinross Air Force Base, Sault Sainte Marie, Michigan: Operational and training 
facilities, supply facilities, housing and community facilities, and_ utilities, 
$23,762,000. 

K. I. Sawyer Airport, Marquette, Michigan: Operational and training facilities, 
supply facilities, housing and community facilities, and utilities, $27,233,000. 

Robins Air Force Base, Macon, Georgia: Operational and training facilities, 
maintenance and production facilities, supply facilities, and utilities, $3,667,000. 

Wright-Patterson Air Force Base, Dayton, Ohio; Operational and training 
facilities, maintenance and production facilities, supply facilities, utilities, and 
ground improvements, $22,622,000. 
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Wurtsmith Air Force Base, Oscoda, Michigan: Operational and training facili- 
ties, maintenance and production facilities, supply facilities, housing and com- 
munity facilities, and utilities, $22,349,000. 

Clinton County Air Force Base, Wilmington, Ohio: Operational and training 
facilities, maintenance and production facilities, supply facilities, housing and 
community facilities, and utilities, $8,776,000. 

Dover Air Force Base, Dover, Delaware: Operational and training facilities, 
maintenance and production facilities, supply facilities, and utilities, $4,715,000. 

Ernest Harmon Air Force Base, Stephenville, Newfoundland: Operational and 
training facilities, and maintenance and production facilities, $2,217,000. 

Goose Air Base, Labrador: Operational and training facilities, and maintenance 
and production facilities, $2,007,000. 

McChord Air Force Base, Tacoma, Washington: Uperational and training 
facilities, supply facilities, and utilities, $4,995,000. 

McGuire Air Force Base, Wrightstown, New Jersey: Operational and training 
facilities, maintenance and production facilities, supply facilities, housing and 
community facilities, and utilities, $6,979,000. 

Otis Air Force Base, Falmouth, Massachusetts: Operational and training 
facilities, maintenance and production facilities, and utilities, $7,079,000. 

Selfridge Air Force Base, Mount Clemens, Michigan: Operational and training 
facilities, maintenance and production facilities, supply facilities, and utilities, 
$17,487,000. 

Various locations: Land acquisition as required for the stations listed above, 
$2,709,000 . 

Sec. 2. The Secretary of the Air Force may proceed to establish or develop instal- 
lations and facilities under this Act without regard to sections 3648 and 3734 of 
the Revised Statutes, as amended, and sections 4774 (d) and 9774 (d) of title 10, 
United States Code. The authority to place permanent or temporary improve- 
ments on land includes authority for surveys, administration, overhead, planning 
and supervision incident to construction. That authority may be exercised before 
title to the land is approved under section 355 of the Revised Statutes, as amended, 
and even though the land is held temporarily. The authority to acquire real 
estate or land includes authority to make surveys and to acquire land, and inter- 
ests in land (including temporary use), by gift, purchase, exchange of Government- 
owned land, or otherwise. 

Sec. 3. There are authorized to be appropriated such sums as may be necessary 
for the purposes of sections 1 and 2 of this Act but appropriations for public 
works projects authorized by those sections may not exceed $549,670,000. 

Src. 4. Whenever— 

(1) the President determines that compliance with section 2313 (b) vf 
title 10, United States Code, for contracts made under this Act for the 
establishment or development of military installations and facilities in 
foreign countries would interfere with the carrying out of this Act; and 

(2) the Secretary of Defense and the Comptroller General have agreed 
upon alternative methods for adequately auditing those contracts; the 
President may exempt those contracts from the requirements of that section, 

Src. 5. Contracts made by the United States under this Act shall be awarded, 
insofar as practicable, on a competitive basis to the lowest responsible bidder, if 
the national security will not be impaired and the award is consistent with chapter 
137 of title 10, United States Code, and section 15 of the Act of August 9, 1955 
(69 Stat. 547, 551). The Secretary of the Air Force shall report semi-annually 
to the President of the Senate and the Speaker of the House of Representatives 
with respect to all contracts awarded on other than a competitive basis to the 
lowest responsible bidder. 

Sec. 6. Any of the amounts named in section 1 of this Act may, in the dis- 
cretion of the Secretary of the Air Force, be increased by 15 per centum. How- 
ever, the total cost of all projects may not be more than the total amount authorized 
to be appropriated by section 3 of this Act. 


Amend the title so as to read: 


An act to authorize the Secretary.of the Air Force to establish and develop 
certain installations for the national security, and for other purposes. 
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PuRPOSE OF THE BILL 


The purpose of this bill is to provide supplemental authorization for 
construction and other related activities for the Department of the 
Air Force within and without the United States. The Air Force 
would be authorized an additional $549,670,000 in this bill to provide 
for the construction of, and other work relating to, facilities to support 
the following programs: 





Semiautomatic ground environment (SAGE)__________-_--------- $29, 670, 000 
Ballistic missile detection system _ -__ ~~ - se staan LG: me chacalaydl ww apres «Ens tak, 
Ballistic missiles__-_-_____-_- Se hs Se acs be Sih wig de. = chy pl Foie os SS 
Alert and dispersal of strategic forces. _____-- GT, NEE En 9 218, 600, 000 

MES hankwcuee ee. a ata OL alle oy sa emer Ne 


NECESSITY FOR THE BILL 


The authorizations requested in this bill support the acceleration of 
certain key offensive and defensive weapon systems. The need for 
this acceleration became apparent during formulation of the fiscal 
year 1959 budget, and was made increasingly clear by dramatic 
evidence of Soviet capabilities in long-range missiles and satellites. 

In the simplest possible terms, the evaluation of our military posture 
has demonstrated the need for accelerating the programs which this 
construction is to support. The programs listed above are those con- 
sidered by the Defense Department and the Air Force as most closely 
related to the increased Soviet threat. 

The committee has long recognized its responsibility in doing all 
that it can to insure effective combat readiness. It realizes that a 
state of effective readiness is one of the most powerful deterrents to 
war known, and may be the most effective deterrent. In past years, 
the committee has supported all programs presented to it which have 
dealt directly with this overriding objective, and has attempted to 
exercise economies only in those areas where savings were possible 
without disadvantage to the national defense. 

Deferral of these projects to the regular fiscal year 1959 authoriza- 
tion bill would, in most instances, preclude initiation of construction 
until late next fall. 

The committee desires to point out that the precise subjects covered 
by this bill are of a highly classified nature and, in the interest of 
national security, it is not possible to deal with all specific aspects. 
Before recommending favorably on this supplemental authorization 
bill, however, the committee carefully considered each aspect of the 
bill, as indicated below. 


SEMIAUTOMATIC GrouND Environment (SAGE) 


The SAGE system is an integral part of the air defense system. 
The warning portion of the system detects and identifies all airborne 
objects. The SAGE centers gather, information from radar sites, 
weather stations, airborne early warning aircraft, Texas towers, picket 
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vessels, and ground observation posts. The intelligence thus received 
is then applied, semiautomatically, to the direction of defensive or 
retaliatory weapons. The system is a vital one simply because the 
amount of information is too complex for manual methods. In addi- 
tion, interception can be controlled through SAGE more accurately, 
faster, and over a larger area. 

This supplemental bill includes $29,670,000 for construction to 
accommodate 5 computers at 3 sites in the SAGE system, and for 
support facilities at 5 sites where construction of technical facilities 
was authorized in previous programs. The computers are essential 
elements of the system and are required on an urgent basis. The Air 
Force has stated that production of computers cannot be stretched out 
without incurring substantial additional costs and that a stretchout 
would also defer, beyond acceptable limits, the date upon which the 
system is scheduled to be operational. 


Bautustic Misstre Derecrion System 


The ballistic missile detection system portion of the program totals 
$189 million required for sites for the detection of enemy ballistic 
missiles. The committee wishes to make it clear that this system is 
quite separate from the SAGE system discussed above. The tech- 
niques for the detection of ballistic missiles are not conveniently or 
economically ‘married’ to those used for the detection of enemy 
aircraft. The two systems used in conjunction, however, are designed 
to provide for the early warning essential to quick reaction of retalia- 
tory forces, as well as warning to military and civilian defense 
organizations. 

The Air Force informed the committee that it is basing its ‘‘offense 
and defense’ on the capability to react within 15 minutes after 
warning. The provision of maximum warning is dependent upon 
effective ballistic missile detection, which makes it, patently, a prime 
factor in the entire defense posture. 

Although the Air Force had previously allowed for a longer research, 
development, and test period prior to actual installation of electronic 
gear, it now plans to make these installations operational at least 2 
years in advance of the previously contemplated schedule. Here, the 
relationship between facilities and equipment is manifest since the 
stepped up program for production of the equipment, which is now 
considered feasible, would be negated if proper facilities are not 
provided. 

Bauuistic Missiues 


The bill includes construction projects in the amount of $112,400,000 
in support of the acceleration of the program covering both the inter- 
continental ballistic missile (ICBM) and the intermediate range 
ballistic missile (IRBM). 

The ICBM missiles are known as Atlas and Titan. From launch- 
ing positions within the North American Continent, they are designed 
to augment the manned bomber force of the Strategic Air Command, 
They will be employed in such a manner as to exploit their hypersonic 
speed and to penetrate enemy defenses. The operational plan for 
these weapons provides for the manning and equipping of Strategic 
Air Command squadrons dispersed for protection against enemy 
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attack, on continuous alert, and capable of launching their missiles 
within minutes after initial warning has been received. 

The Air Force informed the committee that it is emphasizing the 
parallel development of missile and ground support equipment in order 
to avoid an imbalance between equipment and facilities, and that 
reliability and automation are major design objectives. 

The construction proposed in this request includes projects which 
will advance the completion of ICBM training and other facilities at 
Cooke Air Force Base, Calif. Also included are projects to augment 
the complex planned for Warren Air Force Base, Wyo., and authority 
to begin construction at other as yet undetermined sites. 

The intermediate range missiles (RBM) are known as Thor and 
Jupiter. Air Force plans for the IRBM provide for manned and 
equipped Thor and Jupiter squadrons as part of the Strategic Air 
Command; dispersed, alert, and capable of almost instantaneous re- 
taliation as in the case of the ICBM discussed above, Also as in the 
ease of the ICBM, the Air Force a the close relationship 
necessary in developing the equipment for the Thor system and the 
supporting facilities. In addition, the Army is working with the Air 
Force to establish ground equipment and essential training programs 
for the Jupiter system. The construction approved in this program 
will provide IRBM training facilities at Cooke Air Force Base, Calif., 


and operational facilities at other locations. 


ALERT AND DisperRsAL Facimiries ror StrRatTecic AiR CoMMAND 
Forces 


The mission of the Strategic Air Command is to organize, train, 
equip, administer, and prepare a force capable of conducting strategic 
operations. This bill would authorize $218,600,000 for the construc- 
tion of alert and dispersal facilities for the Strategic Air Command. 

As indicated previously in connection with the discussion of the 
ballastic missile detection system, the necessity exists for a capa- 
bility, after initial warning, of a 15-minute reaction by SAC. Under 
this objective, about one-third of the entire SAC force will be main- 
tained on alert at all times. To achieve this capability, the construc- 
tion of special facilities is required. 

If we concede to the enemy the advantages of initiative and surprise, 
our force must be capable of maintaining its strategic offensive force 
in a high state of readiness from which it can react rapidly upon receipt 
of tactical warning of an impending enemy attack. The capability 
of SAC to launch counterstrikes is based on four interdependent 
factors: (1) early warning, (2) alert facilities, (3) proper dispersal, and 
(4) trained ond immediate y available per sonnel. 

The distant early warning line is designed to provide about 3 to 6 
hours warning time of approaching jet aircraft, depending on the 
location of the areas in question. The DEW line and other warning 
systems wil] be adequate, when completed, with respect to aircraft. 
The operational] altitudes and hypersonic speed of ballistic missiles, 
however, vastly complicates the warning problem. These demand 
much faster reaction time on the part of strategic units. This, in turn, 
establishes the requirement for proper alert facilities. To enable a 
15-minute response by one-third of the SAC bomber force, alert 
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facilities are required at all presently programed strategic bomber 
bases. 

It has been demonstrated to the committee that varying types of 
construction are required to achieve this goal. For example, ready- 
room facilities are needed for crews on an alert status, security facili- 
ties are required for the alert areas, parking stubs must be provided 
for rapid access to the takeoff end of the runway; supporting 
items such as Jand and utilities are also needed. 

The committee previously recommended approval, and Congress 
enacted into law, authorization for construction of base facilities 
which directly contribute to the foregoing objectives. Such facili- 
ties were made possible at 7 B-52 bases by the fiscal year 1957 Mili- 
tary Construction Authorization Act (Public Law 968, 84th Cong.), 
and at 5 additional B—52 bases by the fiscal year 1958 Military Con- 
struction Act (Public Law 241, 85th Cong.). The construction which 
would be authorized in this bill will provide the minimum necessary 
alert facilities at all B—52 bases about 1 year sooner than would other- 
wise be the case. 

The requirement for dispersal of strategic air forces has been men- 
tioned above. More specifically, in addition to a necessary increase 
in reaction capability, recent developments have made it mandatory 
that the vulnerability of the strategic strike force be reduced. To 
accomplish this, the Air Force has informed the committee that it has 
established, as a goal, the deployment of SAC heavy bomber units 
on the basis of one squadron of heavy bombers (together with asso- 
ciated tanker aircraft) for each base. This creates a total require- 
ment for 33 heavy bomber bases. 

Under the program supported by this bill, construction of dispersal 
facilities at seven bases in the continental United States is planned. 
Six bases will receive facilities to accommodate heavy bombers and 
one will receive authorization for the construction of a second incre- 
ment. These additional dispersal bases are not new bases in any sense 
of the word, but rather represent the modification of existing installa- 
tions to meet the requirement. 

Among the facilities to be provided by this authorization will be 
runway extensions, aircraft alert aprons, hangar access aprons, access 
taxiways, jet blast deflectors, jet fuel storage facilities, aircraft main- 
tenance facilities, and personnel facilities. When added to the facili- 
ties approved in previous acts, the items in this program will provide 
minimum essential facilities for dispersal of all heavy bomber 
squadrons. 

The relocation of 11 SAC KC~97 refueling tanker squadrons from 
bases in the southern United States to northern bases is essential to 
secure effective deployment. This program includes facilities for 9 
such squadrons, leaving 2 for inclusion in the fiscal year 1959 military 
construction authorization bill. The construction contained in this 
program involves such projects as strengthening and widening of run- 
ways, additional aircraft operational and alert aprons, jet fuel storage 
facilities and hydrants, aircraft maintenance docks, personnel facilities, 
and related utilities items. 
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OveRRUN AUTHORITY AND REAL Estate 


The committee recognized, in the course of its review of this bill, 
that the pressure of time upon the Air Force did not permit the devel- 
opment and presentation of the complete and detailed estimates 
normally supporting such a program; nor was it possible specifically 
to identify exact land acquisitions for which $2,709,000 is earmarked. 
To insure that construction will not be hampered by variations in 
estimates at individual bases which might otherwise require additional 
authorization, a provision for variations up to 15 percent has been 
made in the bill. Although these variations apply to any amount 
named in section 1, the total amount authorized may not be exceeded; 
nor does this particular provision in any way preclude the Air Force 
from coming into agreement with the Committees on Armed Services of 
the House and Senate as required by Public Law 155, 82d Congress. 


COMMITTEE CONCLUSIONS AND RECOMMENDATIONS 


Thus far in the report, the committee has addressed itself to the 
basic principles of the proposed legislation and a general description 
of, and the reasons for, the categories involved. With these the com- 
mittee concurs; however, certain aspects cause grave concern and 
raise fundamental questions. 

The committee’s specific conclusions and recommendations, as set 
out below, cover the areas of agreement and concern, as well as ex- 
plaining the reasons for the differences between the House and Senate 
versions. 


SAGE ($29,670,000) 

The committee concurs and recommends approval as submitted. 
Ballistic missile detection system ($189,000,000) 

The committee concurs and recommends approval. However, be- 
cause of the committee’s knowledge of past contracting experience 
with reference to the construction of DEW line facilities in the extreme 
northern portions of the North American Continent (and it can 
reasonably be expected that any construction of ballistic missile 
detection sites in similar areas will have like problems), the committee 
is of the firm belief that any construction contracts entered into should 
be awarded on a competitive bid basis to the lowest responsible bidder. 

Section 5 of the bill stipulates that contracts made by the United 
States under this act shall be awarded insofar as practicable in this 
manner. In recommending this legislation, it is the intent of the com- 
mittee that unless the national security will be impaired, the award 
of contracts for construction of ballistic missile detection sites on the 
North American Continent shaJl be made on a competitive bid basis 
to the lowest responsible bidder. The committee believes this action 
is not inconsistent with previous policy nor that currently in vogue 
in the Department of the Air Force. In taking testimony on the 
subject, the Air Force stated: 


It is the policy of the United States Air Force to award 
contracts for military construction on a competitive lump- 
sum basis to the maximum extent practicable. Deviations 





AUTHORIZING CERTAIN INSTALLATIONS FOR SECURITY 


from such procedure are made only when definite extenuating 
circumstances indicate that it is in the best interest of the 
United States Government. Construction is performed for 
the United States Air Force by numerous construction 
agencies, including Corps of Engineers of the Department 
of the Army; Bureau of Yards and Docks of the Department 
of the Navy; various foreign governments, such as the 
United Kingdom, France, and others; and subordinate Air 
Force commands both in and outside of the United States. 
In accordance with section 505 of Public Law 85-241, the 
Secretaries of the military departments shall report semi- 
annually to the President of the Senate and the Speaker of 
the House of Representatives with respect to all contracts 
awarded on other than a competitive basis to the lowest 
responsible bidder. The initial report in accordance with 
this law is now being compiled covering the first half of 
fiscal year 1958 and will be submitted to the Congress on 
March 31, 1958. A preliminary report indicates that be- 
tween 94 and 97 percent of the value of all contracts awarded 
by the United States Air Force for military construction are 
on a competitive lump-sum basis. 


Ballistic missiles ($112,400,000) 
The committee concurs and recommends approval. 


Alert and dispersal of SAC forces ($218,600,000) 

(a) Alert facilities ($23,391,000).—The committee concurs and 
recommends approval. 

(6) Dispersal facilities ($195 ,209,000)—The committee concurs in 
principle but questions the proposed method of implementation. The 
committee is in complete accord with the principle of dispersing the 
bomber forces of SAC and SAC’s supporting tanker squadrons. 
However, the committee does not believe that certain of the bases 
proposed by this program effectively accomplishes proper dispersal. 
Examination of the proposed locations raises grave doubts as to the 
soundness of the program. For instance, at one location it is planned 
to add facilities for a heavy bomber squadron at a base which already 
represents, in the opinion of the committee, a vital strategic target, 
thus doubling the attractiveness of the installation as a target. Only 
a short time ago, plans to establish a different function at this site 
were discarded for this very reason. Near another location there 
exists a facility which has repeatedly been characterized as a possible 
strategic target of maximum importance. Obviously, the location of 
a Strategic Air Command squadron here would but compound the 
situation. In another instance, one of the relocated squadrons would 
be placed very close to a very large center of population. This, it 
would seem, multiplies not only the attractiveness of the target, but 
also could imperil the population and in addition raise the question 
for the need to expand civil defense requirements in the area. 

The committee does not question that this program as originally 
proposed in the bill would provide better dispersal for elements of the 
Strategic Air Command. It does not question the need, but it does 
question some of the locations chosen. All witnesses appearing before 
this committee have strongly emphasized that in their opinion our re- 
taliatory force would be the first target of any enemy attack. It does 
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not seem consistent to move such prime targets into areas which will by 
their very location endanger large population centers, industrial com- 
plexes, or other vitally important facilities. The committee appre- 
ciates that in the interest of economy the Department of the Air 
Force has adopted the policy of establishing its dispersal facilities at 
existing installations. The committee believes that such a policy is 
sound only up to the point where it provides true dispersal but not 
when it furnishes a potential enemy the opportunity of destroying 
multiple targets with a minimum of effort. 

It would appear that the prime purpose of a dispersal program would 
be to force a potential aggressor to hunt for widely scattered targets. 
In the committee’s opinion a rapidly increasing stockpile of weapons 
in the hands of a potential enemy, coupled with an increasing capa- 
bility to deliver these weapons, means that a proper dispersal program 
may even require the development of new and additional sites and 
that adequate results may not be achieved by simply reshuffling. 

The committee recommends that the total authorization requested 
for dispersal purposes be approved; however, it has included a pro- 
vision in the bill requiring that no funds will be utilized for the dis- 
persal of SAC forces to locations already considered prime targets 
unless the Secretary of the Air Force has first obtained approval from 
the Secretary of Defense and the Joint Chiefs of Staff indicating that 
the Nation’s overall strategic position is not jeopardized by the close 
proximity of dispersal bases to such targets. In addition, in order 
that the dispersal program may proceed with all possible speed, the 
bill would authorize the Secretary of the Air Force to utilize any 
heretofore authorized base or location in the event that any of the 
sites contemplated by this bill should not prove feasible. 

In substance, then, the provision of the bill pertaining to the dis- 
persal of SAC forces authorizes the same amount of money to be 
utilized for facilities as originally requested, and that the Secretary of 
the Air Force may construct these facilities at any existing or previ- 
ously authorized Air Force base providing that the Secretary of 
Defense and the Joint Chiefs of Staff give the necessary clearance as 
previously indicated. 


Advanced Research Projects Agency 


The bill as it passed the House contained section 7, authorizing the 
Secretary of Defense to establish an Advanced Research Projects 
Agency. This section was added by floor amendment to H. R. 9739. 
If the committee interprets the record correctly, it was added to the 
construction bill because the Secretary of Defense had announced his 
intention of establishing this Agency and some doubt prevails as to 
whether he has the authority to do so under existing law. 

The committee took detailed testimony on the subject and was 
advised by the Office of the Secretary of Defense that— 


the Agency shall direct and manage such advanced projects 
in the field of research and development as the Secretary of 
Defense shall from time to time designate, by individual 
projects or by category. 

The Agency is authorized to direct research and develop- 
ment work in fields as assigned and to arrange for the per- 
formance of work by other agencies of government including 
the military departments. The Agency must also enter into 
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contracts with private business entities or educational or re- 
search institutions, within the limits of assigned funds when 
appropriate, and may establish laboratory facilities upon 
recommendation by the Director and approval by the Secre- 
tary of Defense. 


Without addressing itself to the question of whether the Secretary 
of Defense has the necessary authority to establish such an Agency, 
the committee deleted section 7 from H. R. 9739 because it is a 
matter of organization and is not considered germane to a construc- 
tion bill. The subject itself covers the broad area of space programs, 
manned satellites, rocket propulsion, etc., not now assigned to the 
various services of the Department of Defense. It is the committee’s 
firm conviction that while the Secretary of Defense should be given 
every possible legal assistance necessary to accomplish his assigned 
mission, the subject of organization within the Department of De- 
fense should be dealt with in one package. If authority of this type 
is considered necessary, it should be included in a measure specifically 
designed to amend the National Security Act of 1947, as amended, 
and such legislation is not properly a part of a construction bill, the 
main purpose of which is to furnish authorization to construct facilities 
for the operating services. 


SECTIONAL ANALYSIS 


The bill is divided into six sections as follows: 

Section 1 grants authority to the Secretary of the Air Force to 
establish or develop military installations at a a number of identi- 
fied sites and, in two instances, at undisclosed locations. 

Section 2 

Section 2 is general authorizing language which has appeared for 
several years in military construction bills. It will be noted that 
the authorities granted may be exercised without regard to certain 
sections of the Revised Statutes and 2 sections of title 10, United 
States Code. The laws which will have no application to the con- 
struction authorized by this bill are as follows: 

Section 3648 of the Revised Statutes as found in title 31, United 
States Code, section 529, provides in part as follows: 


No advance of public money shall be made in any case unless 
authorized by the appropriation concerned or other law. 
And in all cases of contracts for the performance of any serv- 
ice, or the delivery of articles of any description for the use 
of the United States, payment shall not exceed the value of 
the service rendered, or of the articles delivered previously 
to such payment. 


There are situations in connection with public works projects where 
it may be necessary to advance money prior to the actual receipt of 
the service or the property to be obtained. For example, where 
utilities such as power, gas or water lines are required to be installed 
and it is necessary for a private utility company to extend its lines to 
the military installation, the military department oftentimes must 
pay for the costs of such extension. These payments are eventually 
recouped by deductions from the periodic payments made for the 
service to the utility company. However, in the strict sense, such 
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initial payment for installation costs are advance payments for the 
service rendered. 

Section 3734 of the Revised Statutes as found in title 40, United 
States Code, section 259, and title 40, United States Code, section 267, 
provides as follows: 


Src. 259. No money shall be paid nor contracts made for 
payment for any site for a public building in excess of the 
amount specifically appropriated therefor. 

Sec. 267. No money shall be expended upon any public 
building until after sketch plans showing the tentative design 
and arrangement of such building, together with outline 
description and detailed estimates of the cost thereof, shall 
have been made by the Administrator of General Services 
(except when otherwise authorized by law) and said sketch 
plans and estimates shall have been approved by the head of 
each executive department who will have officials located in 
such building; but such approval shall not prevent subsequent 
changes in the design, arrangement, materials, or methods 
of construction or cost which may be found necessary or 
advantageous: Provided, That no such changes shall be 
made involving an expense in excess of the limit of cost fixed 
or extended by Congress, and all appropriations made for 
the construction of such building shall be expended within the 
limit of cost so fixed or extended. 


In regard to that part of Revised Statutes 3734 as found in title 
40, United States Code, section 259, the committee feels that the key 
to the analysis of that provision are the words “specifically appropri- 
ated therefor.” It will be noted that the bill permits a 15-percent 
variation for projects authorized by the bill in order to provide neces- 
sary elasticity. It is entirely possible that this elasticity would be 
lost were the construction subject to this section of the Revised 
Statutes. 

With respect to the second part of Revised Statutes 3734 found in 
title 40, United States Code, section 267, regarding the making by 
the General Services of sketch plans, outline descriptions, and detailed 
estimates of the cost of any public building, it is not believed that 
such was intended nor should apply to the varied and multitudinous 
projects authorized by the Military Construction Authorization Acts. 
Such a requirement would place a great administrative burden on the 
General Services Administration which could only result in serious 
delay. 

Section 9774 (d), title 10, United States Code: 

(d) Except when built by members of the Air Force, no 
permanent barrack, quarters, building, or other permanent 
structure may be built unless a detailed estimate of its cost 
has been submitted to Congress and a specific appropria- 
tion has been made therefor. No one may build such 
structure without specific authority of Congress if the cost 
is more than $100,000. 

It is pointed out that detailed estimates of cost are not available in 


many cases until the project has been authorized by Congress and an 
architect and engineering contract has been let and per formed. 
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It will be noted also that the authority granted by this section may 
be exercised before title to the land is approved under section 355 of 
the Revised Statutes. This provision of law provides in pertinent part 
as follows: 

Section 355, Revised Statutes: 


No public money shall be expended upon any site or land 
purchased by the United States for the purposes of erecting 
thereon any armory, arsenal, fort, fortification, navy yard, 
customhouse, lighthouse, or other public building of any kind 
whatever, until the written opinion of the Attorney General 
shall be had in favor of the validity of the title * * *. 


It should be clearly understood that the exception from the require- 
ment that title to land be approved by the Attorney General prior to 
the exercise of the authorities granted in this bill does not mean that 
the opinion of the Attorney General will not be obtained. It means 
merely that urgent construction can proceed prior to the rendering 
of such an opinion by him. 


Section 3 


This section authorizes the appropriations necessary to perform 
the construction authorized by the bill. 
Section 4 

Section 4 provides that whenever the President determines that 
compliance with section 2313 (b) of title 10, United States Code, 
would interfere with the authorizations granted for construction in 
foreign countries, and the Secretary of Defense and the Comptroller 
General have agreed upon alternative methods for auditing contracts 
for this construction, the President may exempt those contracts from 
the requirements of that section. The provision of law referred to is 
as follows: 

Section 2313 (b), title 10, United States Code: 


(b) Each contract negotiated under this chapter shall 
provide that the Comptroller General and his representatives 
are entitled, until the expiration of three years after final 
payment, to examine any books, documents, papers, or 
records of the contractor, or any of his subcontractors, that 
directly pertain to, and involve transactions relating to, the 
contract or subcontract. 
Section 6 
Section 5 relates to the awarding of contracts on a competitive 
basis, and to the requirement that the military department shall 
report to the Congress with respect to contracts awarded on other than 
a competitive basis. The first of the laws referred to is the Armed 
Forces Procurement Act. The second law referred to, which is self- 
explanatory, is as follows: 
Section 15 of the act of August 9, 1955 (69 Stat. 547, 551): 


Sec. 15. Section 3 of the Armed Services Procurement 
Act of 1947 is amended by adding at the end thereof the 
following new paragraph: 

‘*(e) All bids or invitations for bids shall contain in their 
specifications all the necessary language and material re- 
quired and shall be so descriptive both in its language and 
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attachments thereto in order to permit full and free competi- 
tion. Any bid or invitation to bid which shall not carry 
the necessary descriptive language and attachments thereto, 
or if such attachments are not available or accessible to 
all competent, reliable bidders, such bid or invitation to bid 
shall be invalid and any award or awards made to any 
bidder in such case shall be invalidated and rejected.”’ 


Section 6 

This section provides authority to increase by 15 percent any of 
the amounts for the named and unnamed installations in section 1. 
The committee points out, however, that the total cost of all of the 
projects may not be more than the total of the amount authorized by 
section 3 of the bill. 

This 15 percent variation is necessary to permit sufficient elasticity 
in the program and thereby insure that construction will not be 
hampered by variations in estimates at individual bases. 


FiscaL Data 


Enactment into law of H. R. 9739 would involve the expenditure 
of $549,670,000. 

Appropriations to support these authorizations are included in the 
supplemental budget request for fiscal year 1958 which the President 
has submitted. 

DepaRTMENTAL Data 


This measure is part of the legislative program of the Department 
of Defense for the 2d session of the 85th Congress and has been 
approved by the Bureau of the Budget as is evidenced by letter dated 
January 8, 1958, from Secretary of Defense Neil McElroy which is 
set out below and made a part of this report. 

THE SECRETARY OF DEFENSE, 
Washington, January 8, 1958. 
Hon. Sam Raysurn, 
Speaker of the House of Representatives. 

Dear Mr. Speaker: There is forwarded herewith a draft of legis- 
lation to authorize the Secretary of the Air Force to establish and 
develop certain installations for the national security, and for other 
purposes. 

This proposed legislation is a part of the Department of Defense 
legislative program for 1958, and the Bureau of the Budget advises 
that there is no objection to its presentation to the Congress. The 
Department of Defense respectfully recommends that it be enacted. 


PURPOSE OF THE LEGISLATION 


The purpose of the legislation is to provide urgently needed con- 
struction authority as set forth below. Recent developments have 
necessitated an acceleration in the attainment of certain Air Force 
operational objectives. These objectives relate principally to ballistic 
missiles, improved dispersal, readiness and refueling capabilities of the 
forces of the Strategic Air Command, the semiautomatic ground 
environment (SAGE) system, and defense against ballistic missiles. 
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It has been determined that construction of base facilities must be 
initiated as early as possible to achieve these operational objectives, 
We consider it very important that authorizing legislation for con- 
struction of the required facilities be enacted as soon as is practicable. 
so as to preclude loss of the spring and summer construction season 
of 1958. 

COST AND BUDGET DATA 


The objectives to be supported and the amount of additional con- 
struction authorization required in fiscal year 1958 are set forth below: 


Semiautomatic ground environment (SAGE)-_-......-...--------- $29, 670, 000 
Ballistic missile detection system.................-.--------.-.--.- 189, 000, 000 
Alert facilities for Strategic Air Command forces __.__....-.------ 24, 600, 000 
Ballistic. missles... 2... Sa on ee cabs se cn nus dan oneness 112, 400, 000 
Dispersal of Strategic Air Command forces___...........--------- 194, 000, 000 
Road surfacing at Air, Force Academy---.............-..---------- 1, 444, 000 

DOGO. onc knccss s Chews oiwenedae deena keke eee 551, 114, 000 


A draft bill is attached which will accomplish the purposes set forth 
above. 

Funds necessary to accomplish this construction will be included in 
a supplemental appropriation request for fiscal year 1958 which is 
being submitted by separate action. 

We shall greatly appreciate your cooperation in this matter. 

Sincerely yours, 
Nem McE roy. 
Strate SuMMARY or BaseEs 


Arizona: Luke......-..-- $11, 582,000] New Hampshire: Pease_. $1, 668, 000 
California: Norton- --- -- 172, 000} New Jersey: McGuire... 6, 979, 000 
Delaware: Dover____---- 4, 715, 000} New York: 
Florida: Eglin .-.- 8, 958, 000 Capea a =~ 4 ona 664, 000 
Georgia: Robins_.__..... 3, 667, 000 Plattsburgh. -_._--- ~~ 1, 116, 000 
Idaho: Mountain Home__ 4, 380, 000 Syracuse Air Force 
Maine: Loring- --------- 1, 524, 000 RI 80, 000 
Massachusetts: North Dakota: 
CINE wie de em ee 7, 079, 000 Grand Forks__-_-_--_-- 1, 165, 000 
Wwescever... cc. .--.. 2, 368, 000 Dine og ook 5 ae 11, 205, 000 
Michigan: Ohio: 
RE Coder ee os 23, 762, 000 Clinton County --- -- 8, 776, 000 
K. I. Sawyer_...--.. 27, 510, 000 Lockbourne__-_------ 1, 089, 000 
Ls a 17, 487, 000 Wright-Patterson._.. 22, 632, 000 
Wurtsmith- _.___.-- 22, 349, 000 | South Dakota: Ellsworth- 3, 194, 000 
Montana: Washington: 
Glasgow__..-.-----. 29, 644, 000 Ween: 22 3. nade e 1, 461, 000 
Malmstrom.__-_----- 7, 773, 000 epee t 2, 653, 000 
Nebraska: Offutt____- 5 690, 000 DOU ws aw aee 4, 995, 000 
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INVESTIGATIONS BY THE COMMITTEE ON INTERSTATE 
AND FOREIGN COMMERCE 


JANUARY 29 (legislative day, JANUARY 27), 1958.—Ordered to be printed 


Mr. Hennine@s, from the Committee on Rules and Administration, 
submitted the following 


REPORT 


[To accompany 8. Res. 224] 


The Committee on Rules and Administration, to whom was re- 
ferred the resolution (S. Res. 224) authorizing the Committee on Inter- 
state and Foreign Commerce to investigate certain matters under its 
jurisdiction, having considered the same, report favorably thereon 
without additional amendment and recommend that the resolution be 
agreed to by the Senate. 

This resolution would authorize the Committee on Interstate and 
Foreign Commerce, or any subcommittee thereof, to undertake in- 
quires and investigations into interstate and foreign commerce gen- 
erally, maritime matters, communications, and other subjects coming 
within the jurisdiction of the committee from February 1, 1958, to 
January 31, 1959, inclusive, and to expend not more than $225,000 
on such studies. 

The need for this sum and the purposes behind the resolution are 
detailed on a letter from the chairman of the Committee on Interstate 
and Foreign Commerce, Senator Warren G. Magnuson, to the chair- 
man of the Committee on Rules and Administration, Senator Thomas 
C. Hennings, Jr., which, with an accompanying budget, follows: 


COMMITTEE ON INTERSTATE AND ForREIGN COMMERCE, 
January 23, 1958. 
lon. THomas C. HENNINGS, Jr., 
Chairman, Committee on Rules and Administration, 
United States Senate, Washington, Ce ee. 

Dear CHAIRMAN HENNINGS: Senate Resolution 224 is now before 
your committee for consideration and action. ‘This resolution would 
authorize the Committee on Interstate and Foreign Commerce to 
expend not more than $225,000 between February 1, 1958, and Janu- 
ary 31, 1959, upon studies and investigations of any and all matters 
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within its jurisdiction. This is the same amount that was granted 
under Senate Resolution 26, 85th Congress, Ist session, which author- 
ity expires on January 31, 1958, with unexpended funds in the amount 
of approximately $45,000. 

In addition to Senate Resolution 26, 85th Congress, Ist session, the 
Senate approved Senate Resolution 62 in the amount of $50,000 which 
authorized the Committee on Interstate and Foreign Commerce to 
make a complete study and investigation of all matters relating to 
the production, delivery, and distribution for sale or use in interstate 
commerce of petroleum products, in order to provide for conservation 
and more effective use of our petroleum resources in the national 
interest, to properly protect consumers of such products from harmful 
effects brought about by those engaged in interstate activities relating 
to petroleum products and to prevent serious economic dislocation 
with respect to such products. 

This resolution did not relate to nor embrace natural gas. 

The committee later decided that since two other committees of the 
Senate and the Department of Justice were active in this field, these 
funds should not be used at the time. Accordingly the $50,000 that 
was authorized by Senate Resolution 62 on January 30, 1957, will not 
be used. 

In other words, your committee had total authorizations for the 
vear 1957 in the amount of $275,000, an increase over 1956 of $25,000. 
In one sense then, our request for 1958 represents a reduction over our 
total authorizations for 1957. 

During the Ist session of the 85th Congress, the Committee on 
Interstate and Foreign Commerce approved 54 of the 199 bills, 
resolutions, and amendments referred to it. The Senate has approved 
51 of these measures, with 3 pending on the Senate Calendar; 30 of the 
bills have been signed into law by the President. 

During the past year, the committee held 67 days of open hearings 
and 27 executive meetings; 14 major nominations were reported and 
confirmed, along with 506 routine nominations. 

The Committee on Interstate and Foreign Commerce, in accordance 
with section 136 of the Legislative Reorganization Act, has the re- 
sponsibility of exercising ‘‘continuous watchfulness of the execution 
by the administrative agencies concerned of any laws, the subject 
matter of which is within the jurisdiction of such committee.”” This 
committee has legislative jurisdiction over a greater number of quasi- 
judicial agencies than has any other committee; in fact six of these 
“arms of Congress” come under the jurisdiction of the committee. 
They are: 

The Interstate Commerce Commission 
The Federal Communications Commission 
The Federal Trade Commission 

The Federal Power Commission 

The Civil Aeronautics Board 

The Federal Maritime Board 

In addition to these cuasi-judicial boards and commissions, our re- 
sponsibility to legislatively oversee certain of the agencies in the 
executive branch of the Covernment is a major one. Practically all 
of the activities of the Department of Commerce, for exam ple, are 
within the jurisdiction of this committee. To a lesser degree, this 
comm ittee finds within its jurisdiction matters which are the concern 
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of the State, Treasury, Defense, Agriculture, and Interior Depart- 
ments, and the General Services Administration. 

With respect to the foregoing, some examples of such jurisdiction 
would be international air agreements, the Coast Guard, Military Air 
Transport Service, Military Sea Transport Service, transportation 
of farm commodities, fisheries, and transportation of Government 
freight. The committee also has jurisdiction over the Panama Canal. 

I am listing below a brief summary of anticipated activities of the 
committee: 

SURFACE TRANSPORTATION 


The current recession in business is accompanied by a substantial 
decline in the amount and kinds of traffic available to the carriers of 
the United States, thus generating a substantial number of problems 
for these carriers. On January 13, 1958, our Surface Transportation 
Subcommittee opened hearings on the deteriorating railroad situa- 
tion and its effect on the national transportation picture. The heads 
of the various railroads have testified, and they will be followed by 
representatives of other forms of transportation as well as the industry 
in general. Statements filed in advance of the initial hearings indi- 
cated that many proposals for amending the various transportation 
acts will be suggested. Many of these proposed amendments would 
make fundamental changes in current transportation policy affecting 
not only surface but all forms of transportation; consequently con- 
siderable staff analysis and evaluation will be necessary. 


PROPOSED REGULATION OF ALASKAN TRANSPORTATION 


In accordance with the suggestion of this committee in Senate 
Report 2802, 84th Congress, 2d session, the Interstate Commerce 
Commission drew up and submitted a proposed plan for extending, 
with suitable changes, the provisions of the Interstate Commerce Act 
to surface carriers operating within Alaska and to ocean and surface 
carriers operating between Alaska and the United States. Initial 
hearings were held in Alaska in the fall of 1957 to receive the testimony 
of interested parties in the Territory. Further hearings are planned 
in Washington to receive the testimony of those who are located in the 
continental United States and have an interest in the proposed 
legislation. 

ICC LEGISLATIVE RECOMMENDATIONS 


The Interstate Commerce Commission has submitted 10 separate 
proposals for legislative action for consideration by the committee 
during this session. ‘The Commission considers these proposals to be 
of the utmost importance. Included among these legislative recom- 
mendations are: A proposal for changing the basis for determining 
whether proposed unifications or acquisitions in the regulated motor 
carrier industry are exempt from the terms of the Interstate Commerce 
Act, a proposal to amend the Safety Appliance Acts applying to safety 
of operation by the railroads, proposals involving safety Jegislation 
applying to interstate motor carriers, changes to strengthen the Elkins 
Act that now makes unlawful concessions and discriminations to 
shippers by common carriers subject to the jurisdiction of the Inter- 
state Commerce Commission, proposed amendments to the Clayton 
Act and the Federal Trade Commission Act in regard to regulation of 
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contract motor carriers operating in interstate commerce, and a 
redefining of exempt commodities. 

All of these proposals require extensive committee study and, 
most instances, public hearings. 


TELEVISION AND RADIO 


During the Ist session of the 85th Congress, extensive hearings 
were held on various phases of the television industry. On July 23, 
1956, we issued an interim report on the allocations phase of the 
inquiry. Many of the problems stemmed from the limitation of the 12 
channels in the VHF band and the difficulties experienced in utilizing 
the 70 UHF channels allocated for television. The lack of strong 
affirmative action on the part of the Federal Communications Com- 
mission with respect to meeting this problem to date has been of great 
concern to us. 

A special ad hoc committee composed of outstanding communica- 
tions experts was appointed by the committee to reexamine the do- 
mestic allocation of television frequencies, and its report is to be sub- 
mitted in the very near future. After the receipt of the report, a 
study and analysis thereof must be made which may necessitate 
further hearings on this subject. 

The Federal Communications Commission network study has been 
completed and contains 1,485 pages. This report recommends some 
very important changes that will affect the whole structure of tele- 
vision. The committee is awaiting the specific recommendations of 
the FCC which may very well require separate and additional 
hearings. 

The committee is also planning hearings on S. 375, a bill that would 
grant the Federal Communications Commission authority to regulate 
the networks. 

While the subscription-television issue was included in the overall 
inquiry held last session, a number of important events have taken 
place since then. The FCC, on October 17, 1957, adopted its first 
report in the subscription-television proceeding which opened the way 
to consider applications for authorization to continue limited toll- 
television operations under prescribed conditions. There are a 
number of pending bills and others proposed that would prohibit tell 
television, and we anticipate additional public hearings. 

Another very important matter is that of international frequency 
allocations. There has been no change in the international table of 
frequency allocations since 1947. A ‘conference has been scheduled 
by the International Telecommunications Union to be held at Geneva, 
Switzerland, in 1959. Practically all countries are expected to partic- 
ipate in this conference in which the international radio regulations, 
including allocations, will be reviewed and revised, and it promises 
to be the biggest and most important world get-together of its kind. 
Frequency allocation will also require extensive work and analysis by 
the committee. 

Another phase of the communications problem which needs ad- 
ditional study and analysis is one involving the common carriers 
operating in the domestic and international fields. Fifteen years 
ago, Congress issued a mandate requiring Western Union to divest 
itself of its international operations. The company has entered into 
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a conditional agreement for the sale of its cable properties in line with 
the requirements of the Domestic Merger Act of 1943. However, 
a number of conditions must be resolved before a definitive contract 
can be executed, following which approval of the Federal Com- 
munications Commission would be necessary. In view of the un- 
certainties inherent in the situation, including problems associated 
with foreign landing license requirements, the sale of Western Union’s 
cable system at this time has been delayed. 

It becomes increasingly apparent that changing world conditions 
and the more recent developments in the international field necessitate 
a new look at the status of the American telegraph carriers and their 
ability to compete in the international telegraph field. Currently, 
careful study is being made of this subject, and we anticipate legisla- 
tion and public hearings. 

The committee has before it a bill which would prohibit a broad- 
caster from owning an interest in any music publishing or recording 
firm. Hearings are planned on this legislation. 


SECURITIES AND EXCHANGE COMMISSION 


The committee anticipates renewed interest in legislation similar in 
part to S. 2643, 84th Congress, 2d session, which proposed to amend 
certain provisions of the Public Utility Holding Company Act of 1935. 
Now pending before the committee is S. 2552 designed to authorize 
the Securities and Exchange Commission to issue permissive authority 
to operating electric utility companies to form joint enterprises for 
the purpose of constructing additional generating facilities without 
thereby becoming subject to the Holding Company Act solely because 
of such cooperative undertaking. The assurance of an abundant 
supply of electric power to meet the requirements of our expanding 
national economy is of prime importance to our national economic 
life. A pooling of resources for the construction of large generating 
projects capable of producing such additional power at economic rates 
is applicable for the de ‘velopment of electric energy from atomic, as 
well as conventional, power sources. The Holding Company Act, 
however, is of prime importance for the protection of investors and 
consumers alike. An intensive review and study are warranted 
before any changes in existing law can be appropriately recommended 
as being in the public interest. 


AVIATION 


During the vear 1957, domestic air carrier operations reached a 
record high of more than 31 billion revenue passenger-miles, a 14 
percent increase over 1956. The number of passengers carried in- 
creased 8 percent to a total of 49 million. Such increased traffic has 
imposed burdens upon State and municipal airports servicing such 
increased air carrier traffic. Pending in committee are several bills 
which propose amendments to the Federal Airport Act broadening 
the scope of this legislation and granting increased financial aid to 
local authorities to assist them in adequately coping with this problem. 

It is noted also that the year 1957 was marked by an impressive 
increase in the issuance of student certificates, as well as private 
pilot and commercial pilot certificates. The committee, therefore, 
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expects that renewed attention will be focused upon the general ques- 
tion of civil aviation medicine which constitutes an important factor 
in the overall safety program so vital to the best interests of the 
aviation industry and of the traveling public. 

Additionally, international air agreements will undoubtedly con- 
stitute a major source of committee attention in the forthcoming 
session. Our vital national interests require that domestic air carriers 
be given every reasonable assistance consonant with the public 
interest, so that they may fairly compete with wholly subsidized 
foreign carriers. The precise method of appropriately advancing our 
national interests in this area will undoubtedly require considerable 
committee study and review. 


FEDERAL POWER COMMISSION 


Regulatory guides for the Federal Power Commission which has 
jurisdiction over the administration of both the Federal Power Act 
and the Natural Gas Act constitute the subject matter of several 
—— ant bills now pending in the committee. 

5. 2847 proposes ame ndments to the Federal Power Act in several 
ciation respects for the basic purpose of assuring that the future 
licensing of water projects for the generation of electric power shall 
be limited to those which are best adapted to improving or developing 
the water resources of an entire river basin in order to obtain the 
maximum amount of net public benefits by integrated operation. A 
wide range of Commission implementation of congressional policy is 
inherent in this proposal and the committee anticipates the need for 
a _ tailed and specialized review and examination. 


2113 relates to the present policy of the Commission in allowing 
oa trie utility companies to recover through charges to its consumers 
amounts of Federal income taxes which are postponed from year to 
year under the rapid amortization and liberalized depreciation pro- 
visions of the Internal Revenue Code. 


NATURAL GAS AND PETROLEUM PRODUCTS 


During the Ist session of the 85th Congress, the House Committee 
on Interstate and Foreign Commerce favorably recommended the 
enactment of H. R. 8525 proposing amendments to the Natural Gas 
Act in several important features. This bill is pending before the 
House for action and this committee must be prepared to carefully 
review and examine it in the event it reaches the Senate. The effect 
of such proposed legislation, both in the natural gas industry and on 
the consumers throughout the country, is of significant importance. 
Additionally, there is pending in the committee 5. 1220 which seeks 
to amend the Natural Gas Act so as to exempt from its regulatory 
provision the so-called small independent producers who constitute 
more than 90 percent of the independent producing segment of the 
industry. Hearings on this latter bill would naturally be required in 
conjunction with the committee review of the more extensive exemp- 
tive features of the pending House measure. 

In addition to the subject matter of natural gas, the distribution 
and sale of petroleum products, particularly its transportation fea- 
tures, centered principally in pipelines, has been the source of com- 
mittee attention and interest during the Ist session of the 85th 
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Congress. The investigative results of other committees of both the 
House and Senate, which have been recently concluded, have received 
committee surveillance and review. It is expected that continued 
attention by this committee to this subject will be necessary during 
the 2d session of the 85th Congress. The need for special committee 
review will be determined by the urgencies of future problems in the 
general petroleum area. 


MERCHANT MARINE AND FISHERIES 


The Subcommittee on Merchant Marine and Fisheries faces an 
exceptionally active session, comparable to 1957 during which a total 
of 42 bills and resolutions were considered, resulting in 16 public laws. 
Pending for 1958 in the subcommittee are 59 measures. Included 
are a number of controversial proposals of urgent importance to the 
maritime industry, such as the rights of United States vessels on the 
high seas. Also scheduled for early introduction, after months of 
preparation and discussion, are bills to authorize rapid amortization 
of vessels, as well as deposits by unsubsidized operators in the vessel 
construction reserve fund, on a tax deferred basis. Both are con- 
troversial, but are considered by the industry to be essential to its 
continued financial stability. 

We are concerned about our reserve merchant fleet. In time of 
emergency, there is a desperate need for ships. They must be avail- 
able. During the first session of this Congress, legislation was intro- 
duced that would authorize the sale of almost one-fifth of our national 
defense reserve fleet. We have held hearings on 20 of these bills, 
and additional hearings and study are necessary. The time is 
rapidly approaching w hen some final decision must be reached as to 
the disposition, or updating, of this rapidly deteriorating reserve fleet. 

The legislation affecting the rights of United States vessels on the 
high seas is of major importance to the shrimp-fishing industry. 
Your committee held hearings in Texas on this subject during the 
recess, followed by conversations with Mexican officials. Unless the 
United States and Mexico can reach agreement on this vexing problem, 
our fisherman face the loss of the shrimp- fishing grounds. This is 
emphasized by the fact that shrimp is now Mexico’s seventh ranking 
export, and the bulk of it comes into the United States. 

The west coast salmon and tuna fishermen are still having great 
difficulty with low-priced foreign competition, and a heavy flow of 
mail is coming in on this problem. It has been a continuing one, and 
additional hearings in the field will be necessary. Legislation, known 
as the Tuna Import Act of 1958 is pending in both the House and in 
the Senate. 

FOREIGN COMMERCE 


It is the intent of the committee to evaluate the work of the Depart- 
ment of Commerce in the field of international trade. It appears 
that 87 percent of the firms which utilize the services of the Depart- 
ment are small-business men who cannot afford export departments to 
aid them in the conduct of trade abroad. The committee is of the 
opinion much more can be done to promote the sale of American 
products overseas. 
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The committee intends to pursue its study of the broad field of 
foreign commerce. Staff investigation, started during the last session 
of the Congress, will be continued. It is probable extensive public 
hearings will be held this year. The inquiry involves questions of 
existing trade bans, embargoes, travel restrictions, volume of trade, 
analysis of broader trade opportunities for American business in the 
Far East, in Central and South America and the economically expand- 
ing continent of Africa. The committee also is studying technological 
aids to foreign trade, once it has been established. 


MILITARY AIR TRANSPORT SERVICE (MATS) AND THE MILITARY SEA 
TRANSPORTATION SERVICE (MSTS) 


A special subcommittee is inquiring into the large operational costs 
of the military’s two transport services—MATS and MSTS—and of 
their competitive effect upon commercial water and air carriers. 
The committee is fully cognizant of the direct and indirect aid given 
by the Government to privately owned air and water carriers. The 
special subcommittee is interested in determining whether it is in the 
best interests of the United States to continue the present type of 
civil aid and, at the same time, appropriate vast sums of money 
annually to enable a Government airline and steamship operation to 
compete with commercial carriers. We are desirous of determining 
whether or not this competition by the Government’s transport 
services has had the effect of impeding the expansion of commercial 

varriers. We are interested in whether or not the Military Air 
Tekevor! Service is performing within the scope intended by the 
Congress or whether to a point beyond the actual desirous military 
strength necessary for a nucleus fleet suitable for expansion in time 

of war or national emergency. 


AUTOMOBILE MARKETING PRACTICES 


During the Ist session of the 85th Congress, the subcommittee con- 
ducted hearings dealing with the problem of automobile insurance 
overcharges. ‘These overpayments were alleged to have been collected 
from purchasers in virtually every State in the Union by the major 
finance companies through their automobile insurance subsidies. 

Following the committee’s hearings, tens of thousands of dollars were 
returned to automobile insurance purchasers, major reforms were 
instituted in the company insurance programs, and numerous State 
insurance commissioners conducted investigations in their own States, 
based on the subcommittee findings and recommendations. 

The subcommittee hearing covered other so-called sharp practices 
indulged in by a small percentage of automobile dealers to the detri- 
ment of the far larger number of reputable agencies. We have re- 
ceived numerous complaints of such practices, and they are still coming 
in from the general public, automobile dealers, finance companies, 
better business bureaus, and others concerning all phases of the mar- 
keting of cars—improper pressure put on dealers, “tying arrange- 
ments,” automobile bootlegging, automobile safety, ‘“gyp’ y practices 
of used-car dealers in sales to servicemen, automobile pricing and 
insurance. The subcommittee will continue its study of these and 
related automobile marketing matters. 
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PANAMA CANAL 


The facilities of the canal must be improved in the very near future 
so that it can properly handle the anticipated traffic for the next 10 
to 20 years. It is understood that a program estimated to cost 
approximately $20 million will be presented to the Congress early this 
year. Considerable staff work, and hearings will be necessary, since 
this program will be the first step in a major decision as to the future 
of the canal. In the near future, the Congress must decide between 
further improving the present canal by adding new and larger locks, 
or constructing a new sea-level waterway. This decision could involve 
the expenditure of over $6 billion. 

The workload of the Interstate and Foreign Commerce Committee 
is extremely heavy and covers a range of important subjects, vital 
to the well-being of our Nation. Our plans, as outlined above, plus 
the additional legislation that will be referred to the committee from 
the Senate will determine our workload. In view of our wide juris- 
diction and the essential volumes of work it involves, we believe our 
request is a modest one. 

Sincerely yours, 
Warren G. Maanuson, Chairman. 


Budget of the Committee on Interstate and Foreign Commerce to investigate certain 
matters under its jurisdiction pursuant to S. Res. 224 for the period Feb. 1, 1958, 
through Jan. 31, 1959 


| | | 
| Base salary | Gross | Monthly | Total for 


Position Number (per salary (per salary | period of 
; annum) | amnum) | (gross) | budget 
| | (gross) 
| —— — — 
- 
STAFF 
Professional staff: 
Special counsel: Natural gas and elec- | 
tric utility regulation; aviation 1 $8, 000 | $13,617.69 | $1,134.80 | $13, 617. 69 
Staff member: | } 
Fisheries and Wildlife 1 8,000 | 13, 617. 69 | 1, 134. 80 13, 617. 69 
Merchant marine and Coast Guard; | | 
MATS-MSTS investigation 2 6, 300 11, 091. 10 | 924.25 | 22,182.20 
Auto marketing practices; foreign 
trade and newsprint 1 6,000 | 10, 645, 24 | 887.10 | 10,645, 24 
Foreign trade and newsprint; Fish- 
eries and Wildlife 1 6, 000 10, 645. 24 | 887.10 | 10, 645. 24 
General 1 5, 520 9, 931. 84 827. 65 | 9, 931. 84 
Surface transportation; auto mark- | | | 
eting 1 4, 680 8, 605. 76 717. 14 | 8, 605. 76 
General ] 4, 200 7, 789. 89 | 649. 15 | 7, 789. 89 
Communications; aviation 1 4, 080 7, 584. 37 632. 03 | 7, 584. 37 
Clerical and stenographic | | | 
Clerical assistant 1 3,420 | 6, 453. 98 | 537.83 | 6, 453. 98 
Hearings clerk 1 3,420 | 6,453.98] 537.83 | 6,453.98 
Clerical assistant 1 2,940 | 5, 631. 89 469.32 | 5,631.89 
Clerical assistants 3 2,700 | 5, 220.85 | 435. 07 15, 662. 55 
Clerical assistant 2 2, 580 5, 015. 31 417. 94 10, 030. 62 
Do. 1 2, 460 | 4, 809. 79 | 400. 81 | 4, 809. 79 
Clerk-messenger 1 2, 460 | 4, 809. 79 | 400. 81 | 4, 809. 79 
Total 20 | 158, 472. 52 
Bae taetes 
ADMINISTRATIVE | 
| 
Contribution to civil service retirement fund (644 percent of total salaries) ; | 10, 300. 71 


Travel (inclusive of field investigations) | 20, 000. 00 
Hearings (inclusive of reporters’ fees) -- | 15,000. 00 
Witness fees, expenses 2, 000. 00 
Stationery, office supplies 1, 000. 00 
Communications (telephone, telegraph, postage) 3, 000. 00 
Newspapers, magazines, documents | 300. 00 
Contingent fund | 14, 926. 77 

| 

| 


Total administrative expense -__. sniesanghinciaieensh conse eeelaaia ts teacn ae 66, 527 - 48 


Total, S. Res. 224... ie min comer artrebiensnenes eolerhdneibei snes wiandhareinsanenbannte 225, 000. 00 
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INVESTIGATION OF HOUSING BY THE COMMITTEE ON 
BANKING AND CURRENCY 


JANUARY 29 (legislative day, JANUARY 27), 1958.—Ordered to be printed 


Mr. Henninas, from the Committee on Rules and Administration, 
submitted the following 


REPORT 


[To accompany 8. Res. 207] 


The Committee on Rules and Administration to whom was referred 
the resolution (S. Res. 207) to investigate matters pertaining to public 
and private housing, having considered the same, report favorably 
thereon without amendment and recommend that the resolution be 
agreed to by the Senate. 

This resolution would authorize the Committee on Banking and 
Currency to continue its present investigations as well as to initiate 
new inquiries into the field of public and private housing, as part of 
the committee’s jurisdictions, and to report thereon, and to expend 
not more than $104,000 from February 1, 1958, to January 31, 1959, 
inclusive, for such purposes. 

The necessity of the resolution is set forth in Senate Report No. 
1187 (85th Cong., 2d sess.) and in a letter with an accompanying 
budget from the chairman of the Subcommittee on Housing of the 
Committee on Banking and Currency, Senator John Sparkman, to 
the chairman of the Committee on Rules and Administration, Senator 
Thomas C. Hennings, Jr., which letter and budget follow: 

UNITED STATES SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
SUBCOMMITTEE ON Hovusine, 
January 24, 1958. 
Hon. THomas C. HENNINGs, Jr., 
Chairman, Committee on Rules and Administration, 
United States Senate, Washington, D. C. 

Dear SENATOR Henninos: On January 23, 1958, there was referred 
to your committee for consideration Senate Resolution 207, which was 
reported favorably from the Committee on Banking and Currency on 
January 23. 


20008 











INVESTIGATION OF HOUSING 


This resolution requests authorization for the Committee on Bank- 
ing and Currency, or any duly authorized subcommittee, to expend 
funds in an amount not exceeding $104,000. These funds will be used 
by the Subcommittee on Housing of the Committee on Banking and 
Currency to continue its study and investigation of matters relating 
to public and private housing. These functions are authorized by 
section 134 of the Legislative Reorganization Act of 1946, pursuant 
to the committee’s jurisdiction under rule XXV 1 (d) 4 of the Standing 
Rules of the Senate. The subcommittee proposes to employ upon a 
temporary basis such assistance as it deems advisable in connection 
with the scope of activity to be carried out. 

During the Ist session of the 85th Congress, the subcommittee con- 
tinued its study and investigation of all aspects of Federal housing 
programs. Among these were the progress of the slum clearance and 
urban renewal activity under the Housing Act of 1949 and the Hous- 
ing Act of 1954; the rapidly growing need to provide relocation 
housing for families displaced by governmental activity such as slum 
clearance, the Federal aid highway program, local code enforcement 
and the like; low-rent public housing; middle-income housing; and 
many others. On many of these topics, the subcommittee’s findings 
and recommendations have served as a basis for legislative enact- 
ments or administrative actions. The subcommittee also exercised 
a legislative function in holding hearings on all housing bills referred 
to the Committee on Banking and Currency, including the prepara- 
tion for the committee of the omnibus housing bill of 1957. In 
addition, the subcommittee continued to handle a large volume of 
inquiries and complaints received from the public, either directly or 
through senatorial offices, relating to the various operations of the 
Federal housing programs. The situation in residential construction 
and mortgage financing has been, as you know, a critical one for the 
past 2 years. During a period w hen most sectors of the economy were 
booming, housing produc tion fell to the lowest level since the immedi- 
ate post-World War II. The current rate of production is less than 
a million units a year, when the need is more like 1.5 million units. 
Most of the recent aaa in production has occurred in the sectors 
financed by FHA-insured or VA-guaranteed mortgages. 

Now that the economy as a whole is experiencing a recession, many 
economic experts look to the housing industry as one of the principal 
means of arresting or reversing the downward trend. Congressional 
action in the field of housing during this session could have a sub- 
stantial effect upon the entire economy. The information assembled 
by the subcommittee in its continuing study will be especially perti- 
nent in the formulation of congressional pelicies. 

Among the programs that bear directly on progress in the housing 
segment of our economy are the urban-renewal program, which, 
together with the Federal aid highways program, is stimulating an 
accelerated amount of activity leading toward the redevelopment of 
the Nation’s cities. The subcommittee conducted extensive hearings 
in various parts of the country during adjournment, and will submit 
a number of recommendations designed to improve the Nation’s 
housing inventory. 

It is my sincere belief that the $104,000 authorization requested is 
completely justified by size and complexity of the many problems of 
our Federal housing programs and is, in fact, necessary if the Senate 








INVESTIGATION OF HOUSING 3 


is to keep itself informed on these vital matters. I hope that your 
committee will give favorable consideration to this resolution. 
Attached to this letter is a copy of Senate Report 1187 and an 
itemized budget indicating the manner in which the money requested 
by this resolution is proposed to be used. 
Sincerely, 
Enclosure, JOHN SPARKMAN. 


Budget staff, Feb. 1, 1958, to Jan. 31, 1959 


Base salary Gross Monthly | Total for 

Position Number (per salary (per salary period of 
annum) annum) (gross) budget 
(gross) 


Legal and investigative: 
Staff director : $13,617.69 | $1,134.80 | $13,617.69 
Chief counsel... ae 13, 617. 69 1, 134. 80 13, 617. 69 
Assistant counsel___._...--- . 8, 098. 17 74, 84 8, 098. 17 
Investigator x ; : 6, 659. 50 554. 95 13, 319. 00 

Editorial and research: 

Research director 1 c 10, 466. 88 872. 24 10, 466. 88 
Staff assistant. i adele eee 10, 645. 24 887. 10 10, 645. 24 

Administrative and clerical: 

Assistant clerk (secretary to director) .. -- 
Assistant clerk (file) 


5, 323. 61 443. 63 5, 323. 61 


1 
2 5, 015. 31 417. 94 10, 030. 62 
10 


mercinmsidlhagemdaiphtmasiaiedatednmcaan! | ae 


ADMINISTRATIVE 


Contribution to civil service retirement fund (6% percent of total salaries paid) 5, 532. 73 
Travel (inclusive of field investigations) 5, 000. 00 
Hearings (inclusive of reporters’ NN te ee Re sie evo 5, 000. 00 
Witness fees, expenses ._------ Ficcin mn thininenceagiiheieaeeeeaighcain chastiweti ake re oleracea 750. 00 
Stationery, office supplies. - a al 250. 00 
Communic: itions (telephc ne, telegraph) -- a il a les " Saas 400. 00 
Newspapers, magazines, documents................- 200. 00 
Contingent fund. ...............- ‘ vies 1, 748. 37 


Subtotal, administrative expense. 18, 881. -10 





Total 


Fund requested, 8. Res. 207, $104,000.00. 
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INVESTIGATIONS OF THE COMMITTEE ON BANKING 
AND CURRENCY 


JANUARY 29 (legislative day, JANUARY 27), 1958.—Ordered to be printed 


Mr. Hennincs, from the Committee on Rules and Administration, 
submitted the following 


REPORT 


[To accompany 8. Res. 214] 


The Committee on Banking and Currency, to whom was referred 
the resolution (S. Res. 214) authorizing the Committee on Banking 
and Currency to investigate certain matters under its jurisdiction, 
having considered the same, report favorably thereon without amend- 
ment and recommend that the resolution be agreed to by the Senate. 

This resolution would authorize the expenditure of $70,000 by the 
Committee on Banking and Currency to examine and investigate all 
matters under its jurisdiction from February 1, 1958, to January 31, 
1959, inclusive, and to employ the necessary pe srsonnel and incur the 
necessary expenses therefor. The purposes of the resolution are set 
forth in Senate Report No. 1188 (85th Cong., 2d sess.), and in a letter 
with an accompanying budget in further explanation from the chair- 
man of the Committee on Banking and Currency, Senator J. W. 
Fulbright, to the chairman of the Committee on Rules and Adminis- 
tration, Senator Thomas C. Hennings, Jr., which letter and budget 
follow: 

Unitep States SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
January 20, 1958. 
Hon. Toomas C. HENNINGs, Jr., 
Chairman, Committee on Rules and Administration, 
United States Senate, Washington, D. C. 

Dear Mr. CuHairMan: On January 20, 1958, the Committee on 
Banking and Currency agreed unanimously to report Senate Resolu- 
tion 214. 

The resolution authorizes this committee, or any duly authorized 
subcommittee thereof, to employ on a temporary basis:such technical, 
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clerical, and other assistance as may be necessary to carry out studies 
and investigations within the jurisdiction of the committee. 

You undoubtedly will recall that for many years resolutions similar 
to this one have been approved for this committee on an annual basis. 
We introduced and reported this resolution for the amount of $70,000 
because of our need to obtain additional personnel to supplement the 
regular permanent staff, and to cover other expenses incident to 
exercising Our committee responsibilities. Due to the extremely com- 
plex nature of the matters within our jurisdiction, we have found it 
necessary, from time to time, to bring in experts in the various fields 
of our jurisdiction. 

The workload of the committee is extremely heavy under normal 
circumstances; that is, in dealing with legislative matters which recur 
year after year. Experience has shown that we must anticipate during 
each session some special study or legislation, which makes it necessary 
to employ additional staff. 

During the coming session such matters will include the continua- 
tion of a comprehensive study of the banking laws. Although this 
bill has passed the Senate and is now pending before the House 
Committee on Banking and Currency, it is of such a comprehensive 
nature that it requires continuous attention on the part of the staff. 

There are also pending before the committee four bills requested 
by the Securities and Exchange Commission which constitute general 
revision of the Securities Act of 1933, the Investment Advisers Act 
of 1940, the Trust Indenture Act of 1939 and the Investment Com- 
pany Act of 1940. While committee action on these bills is unlikely 
at the current session of Congress, it will be necessary that the staff 
begin preparation for committee action in the future. This will 
require long and detailed study because of the intricate technical and 
legal aspects of the legislation. 

In addition to its legislative responsibilities, the committee nor- 
mally receives requests from Senators, either formally or informally, 
during the course of a session to make special studies of various com- 
modities such as coffee, newsprint, steel scrap, etc. While these 
studies may never reach the stage of formal hearings or investigations, 
they do require a great deal of staff work. 

With the current recession in the economy and this committee’s 
general responsibilities in that area, we feel it is important that, as 
nearly as possible, the committee keep itself abreast of economic 
conditions. 

Of the $100,000 authorized for the last 12-month period under 
Senate Resolution 45, estimated expenditures through January 31, 
1958, are $53,677.65, leaving a balance of $46,322.35. 

Enclosed is a copy of Senate Resolution 214. It is in the form 
prescribed by the sample resolution enclosed with your letter of 
December 16, 1957, except that section 3 of your sample form (re- 
quiring that findings and recommendations be reported not later than 
January 31, 1959) is omitted. The reason for this omission is that 
we contemplate using the funds primarily for carrying out the 
regular committee work. 

Also enclosed is the completed standardized budget form, which is 
prescribed by your letter of December 16, 1957. 

Sincerely yours, 
J. W. Futsricut, Chairman. 
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Budget 


Base salary Gross Monthly | Total for 

Position Number (per salary (per salary period of 
annum) annum) (gross) budget 
(gross) 


STAFF 


Legal and investigative: 
Special counsel. - ---- $13, 617.69 | $1,134.80 | $13, 617. 69 
Assistant counsel ---- ; : 100 9, 292. 39 774. 36 18, 584, 78 

Editorial and research: Staff member-..__- 5 8, 605. 76 717.14 8, 605. 76 

Administrative and clerical: 
Stenographer ___. 5 5, 015. 31 417. 94 5, 015. 31 

Seeie ss. : dead 2, 22 4, 398. 73 366. 56 4, 398. 73 








Subtotal, staff expense 5 ; 50, 222. 27 


ADMINISTRATIVE 


Contribution to civil-service retirement fund (6% percent of total salaries paid) 3, 264. 45 
Reimbursable payments to agencies .- : : 5, 000. 00 
Travel (inclusive of field investigations) __ - nwldiogs bk tet cheeipebeled aie deel ante 3, 500. 00 
Hearings (inclusive of reporters’ fees) __- ee ou oe oe 1, 300. 00 
Witness fees, expenses Je ; , 800. 00 
Stationery, office —- = ; sai all and ae 200. 00 
Communications (telephone, telegr: uph) ‘ icon 2s eid Rane papell 300. 00 
Newspapers, magazines, documents nde I a eae 150. 00 
Contingent fund_. 


Subtotal, administrative expense. paar Se i, 19, 777. 73 


Total... 





Fund requested, 8. Res. 214, $70,000, 
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CLERK HIRE FOR THE COMMITTEE ON LABOR AND 
PUBLIC WELFARE 
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Mr. Henninas, from the Committee on Rules and Administration, 
submitted the following 


REPORT 


[To accompany 8S. Res. 254] 


The Committee on Rules and Administration to whom was referred 
the resolution (S. Res. 254) to authorize additional clerk hire for the 
Committee on Labor and Public Welfare, having considered the same, 
report favorably thereon without amendment and recommend that 
the resolution be agreed to by the Senate. 

This resolution would authorize the employment by the Committee 
on Labor and Public Welfare of four additional clerical assistants at 
rates of compensation to be fixed by the chairman according to law 
up to and including January 31, 1959. The approximate cost to the 
Senate of this resolution would be $23,965. 

The purposes of the resolution are further explained in a letter from 
Senator Lister Hill, chairman of the Committee on Labor and Public 
Welfare, to the chairman of the Committee on Rules and Administra- 
tion, Senator Thomas C. Hennings, Jr., as follows: 

UNITED STATES SENATE, 
CoMMITTEE ON LABOR AND PusBLic WELFARE, 
January 28, 1958. 
Memorandum to Hon. Thomas C. Hennings, Jr., chairman, Com- 
mittee on Rules and Administration. 
From Hon. Lister Hill, chairman, Committee on Labor and Public 
Welfare. 
Re Senate Resolution 254, 2d session, 85th Congress. 

The Committee on Labor and Public Welfare has by unanimous 
vote requested approval of Senate Resolution 254 to authorize this 
committee to continue the employment of four additional clerical 
assistants whose positions were first approved by your committee 
during the Ist session of the 83d Congress by Senate Resolution 37, 
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and subsequently reapproved by Senate Resolution 186 of the 2d ses- 
sion of the 83d Congress, by Senate Resolution 34 of the 1st session 
of the 84th Congress, by Senate Resolution 194 of the 2d session of 
the 84th Congress, and by Senate Resolution 75 of the Ist session of 
the 85th Congress. These positions thus have been authorized since 
February 1, 1953. 

The funds which will be required under the terms of this resolution 
are as follows: 

Total annual ee (February 1, 1958, through January 31, 
1959, $23,966.23 

The semiaaie expects that its workload will continue to be as 
heavy as it has been in previous sessions, and that it will need the serv- 
ices of the 4 additional clerical assistants as much during the next 12 
months as in the past. 

This resolution is to provide solely for the purpose of paying the 
salaries of the following persons at the following gross rates: 
1. Mrs. Vivien Harman $6, 762. 27 
2. Marjorie Whittaker _ _- . 6, 145. 69 
3. Helyn Eagle ; 5, 734. 66 
4. Lucille Gould ; 5, 323. 61 


On behalf of the Committee on Labor and Public Welfare, may I 
express the hope that your committee will be able to give prompt 
approval to Senate Resolution 254? 


Lister HI. 


i 
Ww 
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Mr. Henninas, from the Committee on Rules and Administration, 
submitted the following 


REPORT 


[To accompany 8S. Res. 253] 


The Committee on Rules and Administration to whom was referred 
the resolution (S. Res. 253) authorizing the Committee on Labor and 
Public Welfare to employ certain temporary staff members and assist- 
ants, having considered the same, report favorably thereon with an 
amendment and recommend that the resolution, as amended, be agreed 
to by the Senate. 

This resolution would authorize the Committee on Labor and Public 
Welfare to employ 4 additional professional staff members and 2 addi- 
tional clerical assistants through January 31, 1959, as a means of 
carrying on the committee’s heavy workload this session. The 
amendment added by the Committee on Rules and Administration 
corrects an error in one date of the text. 

The purposes and necessity of the resolution is further explained in 
a memorandum from Senator Lister Hill, chairman of the Committee 
on Labor and Public Welfare, to the chairman of the Committee on 
Rules and Administration, Senator Thomas C. Hennings, Jr., as 
follows: 

UNITED STATES SENATE, 
COMMITTEE ON LABOR AND PusBLic WELFARE, 
January 28, 1958. 
Memorandum to Hon. Thomas C. Hennings, Jr., Chairman, Com- 
mittee on Rules and Administration. 
From Hon. Lister Hill, Chairman, Committee on Labor and Public 
Welfare. 
Re Senate Resolution 253, 2d session, 85th Congress. 

On January 24, the Committee on Labor and Public Welfare, in 
executive session, unanimously approved a resolution extending for 1 
year the authority of this committee to employ certain temporary 
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staff members and assistants. This resolution (S. Res. 253) has been 
referred to your committee. 

This committee expects that its workload during the 2d session of 
the 85th Congress will be as heavy as, if not heavier than, it was during 
the Ist session. ‘The need to increase oe aro the number of 
personnel authorized this committee by the Legislative Reorganization 
Act is as compelling during the present session as it was during the 
previous session. Instead of seeking a large sum of money to be 
expended for general purposes, the committee believes it will be served 
more effectively by requesting that the smaller number of temporary 
personnel authorized during the period March 1, 1957, to January 
31, 1958, be continued for ‘the period of February 1, 1958, through 
January 31, 1959. 

In accordance with its practice of engaging only such personnel for 
such periods of time as are actually needed, the committee expects to 
continue its policy during the coming year of filling positions under 
the proposed resolution only as the workload requires. The committee 
is agreed, however, that its authority to employ on a temporary basis 
four additional staff members and two additional clerical staff members 
should be continued for 1 year. Personnel engaged to fill these posi- 
tions, it is anticipated, will be needed to work on important legislative 
matters related to labor, education, health, and veterans’ affairs. 

If Senate Resolution 253 is approved, the committee intends to 
employ professional staff members at a base annual rate not to exceed 
$8,000, and clerical assistants at a base annual rate not to exceed 
$2,580. 

The Committee on Labor and Public Welfare will appreciate your 

early consideration and favorable action on this resolution. 


Lister HI. 
© 
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Mr. SparKMAN, from the Select Committee on Small Business, 
submitted the following 


REPORT 


I. INrRopUCTION 
A. HISTORY 


The Federal tax system and its impact on the small-business segment 
of the American economy has always been considered by your com- 
mittee to be a significant factor in the economic health of the country. 
From its inception, your committee has made suggestions and rec- 
ommendations to correct or modify unfair or discriminatory provisions 
in our tax laws. 

In 1952, the Subcommittee on Taxation of the Senate Small Busi- 
ness Committee undertook a study of the effect of Federal taxation on 
small business. The subcommittee held a series of hearings in seven 
cities throughout the country and received testimony from 121 
witnesses. 

The full committee unanimously adopted the Taxation Subcom- 
mittee’s findings and recommendations in its report to the Senate ! 
in the Ist session of the 83d Congress. Many of the committee’s 
recommendations were adopted, in whole or in part, in the Revenue 
Code of 1954. These changes were of benefit to the whole economy— 
so far as they went. 

Since that last study, your committee has become increasingly 
aware that, for various reasons, small business has not been sharing 
in the general prosperity of the country. First, recommendations of 
our earlier report not acted upon have, during the intervening years, 
resulted in more acute problems. Second, certain new provisions of 
the 1954 Internal Revenue Code have proved to be discriminatory and 
detrimental to smaller businesses. Third, changed economic circum- 
stances [i e., tight money] have uncovered problems not clearly delin- 
eated before this time. For these reasons, your committee deter- 


18, Rept. 442: Tax Problems of Small Business, Senate Small Business Committee, 83d Cong., Ist sess, 
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mined early in 1957 that a complete study of the problems of small 
concerns relating to Federal taxation was required. 


B. PURPOSE OF THE STUDY 


The purpose of these hearings was dual in nature: (1) to discover 
what, if any, ills of small business were caused or contributed to by the 
Federal tax system, and, (2) to develop corrective legislation to alle- 
viate the problems found to exist. They were intended to give small- 
business men across the country an opportunity to diagnose their own 
ills and join together to help prescribe a cure. 

The committee set out to recommend adjustment to the tax struc- 
ture, where discrimination was found to exist. At all times, equal 
treatment for all business, regardless of the form of organization, has 

- been its prime aim. 
C. SCOPE OF THE STUD) 


The study has been limited to an examination of Federal taxation— 
law and administration—and its effect on the small-business segment 
of the economy. Suggestions were made to look into other areas, 
but your committee determined that a careful investigation, circum- 
scribed in this way, would be most valuable. 

In the fall of 1957, hearings were conducted in the following 14 
cities : 

Phoenix, Ariz., September 16; 

Los Angeles, Calif., September 18; 

San Francisco, Calif., September 20; 

Boston, Mass., September 30; 

New York City, N. Y., October 2; 

Miami, Fla., November 5; 
Chicago, Ill., November 12; 
Minneapolis, Minn., November 13; 
Portland, Oreg., November 15; 
Denver, Colo., November 20; 
Wichita, Kans., November 22; 
Birmingham, Ala., December 2; 
Dallas, Tex., Dec. 4; and 
Milwaukee, Wis., December 10, 1957. 


w~ 


These areas were chosen as representative both in economy and 
geography. Some 293 witnesses appeared personally before the 
committee, and another 163 offered written testimony for the record. 

Persons active in retailing, wholesaling, manufacturing, and service 
industries appeared. Lawyers, economists, business consultants, 
bankers, accountants, and other professional men and women 
acquainted with the matters being investigated also testified. Your 
committee feels that this combination of practical and professional 
testimony has been extremely valuable. 

Many of the witnesses appeared upon invitation of the committee. 
Persons were invited to testify so that there would be a representa- 
tive cross section of the business community. In addition, as many 
people who volunteered were permitted to appear as time allowed. 
All persons unable to appear personally were invited to submit their 
views in writing for the record. 
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Il. Neeps or SMALL BustINgess 


At the outset your committee wishes to congratulate the many 
witnesses who gave testimony—both oral and written—in the course 
of this study. There is little evidence in the record of narrow, 
unrealistic, or selfish statements, Most of the witnesses expressed 
their recognition of the Government’s continuing tax needs and 
responsibilities. The opinions and suggestions were made in the 
light of a responsible understanding of the facts. Many of the state- 
ments involved a great deal of study and all took the time of their 
authors in their preparation. 

The representatives of small business who testified did not ask for 
favors. One witness stated the thought in this way: 


It is the responsibility of the leader of a business to set up 
an atmosphere that is conducive toward bringing out the best 
production and personal initiative in his employees. I 
think that the Federal Government should do the same. 
America was built on the free-enterprise concept; and I 
personally feel we can accomplish far more if we’ll direct some 
of our effort toward working together as a team, to create 
more wealth for the economy, and to make our businesses 
more successful by attracting additional equity capital. 
Let’s solve this tax problem by a positive, enlightened self- 
interest approach.” 


It was said by a witness at the first hearing in Phoenix, Ariz., that 
any business must “grow or die.’”’* This thought echoed throughout 
the hearings as the basic problem facing small business today: How 
to acquire equity capital for necessary growth and expansion. 

Your committee has for some time been cognizant of small-business 
financing problems.‘ Historically the usual manner of financing 
growth of new or small concerns was through retention of earnings. 
During and since World War II, with the high tax rates, this means of 
financing has become extremely difficult and in many cases impossible. 

Although this gap in the need for growth capital for small business 
has long been known, in the past few years the problem has become 
increasingly acute. The general prosperity after World War II was a 
time of easy credit and plentiful money, but even during this period 
small business was unable to fill the need for growth and expansion 
through borrowing. With money becoming tighter and its cost 
dearer, the first to feel ill effects is the Nation’s small-business man who 
is low on the credit totem pole. Thus, during the past 2 years bor- 
rowed growth funds have not been available at any price for many 
small businesses. Thus, there was no substitute for the historic sup- 
ply of growth funds for small business—retained earnings. 

Many were the witnesses who complained of an inability to keep 
up with an expanding market simply because of an inability to obtain 
the necessary funds for plant production or inventory expansion. 
These people have proved that they can compete with the best that 
bigger concerns can produce, but, unlike their larger competitors, 


3 Hearings: Tax Problems of Small Business, Senate Small Business Committee, 85th Cong,, Ist Sess., 
pt. iP 819 (Wayne Field). 

8 Ibid., pt. I, p. 25 (Hilliard Brooke). 

4 See footnote 1, p. 1. 
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they have not the ability to grow with their expanding markets. 
There follows the statement of a typical witness: 


We have not been able to retain enough earnings in the 
business to hold our place in the industry, in the economy, 
and among our competitors. 

This is in spite of the fact that our company has not been 
able to pay any cash dividends but has paid in income taxes 
$107,847.47 during the past 9 years and all earnings have 
been retained in the corporation.® 


Growth is important in real terms and in dollars. Because of the 
expansion of the economy, one must grow merely to maintain the same 
relative position. Further, because of the inflation of the past two 
decades, it takes dollar growth, because of the decreasing value of the 
individual dollar. Since our tax system is based on dollars and does 
not account for inflation in other than a limited extent,® both of these 
factors work to require more dollar investment to stand still relative to 
that market. There is often no choice but “grow or die.”’ 

This primary need for equity financing, which has become increas- 
ingly more acute, has accentuated a need for equality of treatment in 
the application of the tax structure. Many sections of the tax code 
and practices of the collectors, which, now more than ever, discrimi- 
nate against smaller concerns, must be corrected. There is a real 
need to permit all business the same opportunity under our taxing 
system. 

It is generally felt that taxes are a depressant to all business. One 
witness said: 


The tax structure sets up blocks in our economy which in- 
clude the following: 

1. Tends to depress incentives. The investor seeks tax- 
free income (State and municipal government bonds) or 
income at minimum tax (capital-gain investments; also in- 
vestments benefiting from depletion, depreciation, or amor- 
tization tax deductions). Such maneuvering tends to hold 
down activity in the economy, thus minimizing taxable 
revenue. High personal income taxes tend to discourage 
maximum abilities of individuals. 

2. Prevents growth of business through squeeze on work- 
ing ¢ apital and limitations of de .velopment of operating facil- 
ities. Timely acquisition of facilities to meet changes in 
processes and materials may be prevented. Tends to pre- 
vent elimination of inefficiencies in plant operations in meet- 
ing rapid rise of costs. 

3. Prevents adequate return to stockholders, particularly 
where funds are needed for working capital and plant de- 
velopment. 

4. Financing through lending institutions can be adversely 
influenced, thereby further limiting working capital in an 
endeavor to obtain full use of plant facilities. 

5. Maximum employment cannot be obtained in the face 
of biocks mentioned above. 

5 Hearings: Tax Problems of Small Business, Senate Small Business Committee, 85th Gong., Ist sess. 


pt. III, p. 1385 (Herman Williams). 
t LIFO method of pricing inventory provided by sec. 472 of Internal Revenue Code of 1954. 


TAX PROBLEMS OF SMALL BUSINESS 5 


6. Possibility of providing for perpetuity of the business 
enterprise is limited. 

7. Inability to provide for perpetuity may be cause for 
forced liquidation.’ 


This appears to your committee to be especially so for smaller 
concerns. In the words of another businessman: 


1. Identical tar rates hurt a small business more than a large one 


Taxes impede the growth of any profitable business by 
extracting most of the cash which would otherwise be avail- 
able for growth. Large, successful companies can finance 
their growth anyway by resort at reasonable cost to public 
financing, which is not available on comparable terms, if at 
all, to small business. I realize that the Small Business 
Administration has a financing program, something for which 
I shall always be grateful. In 1954 we moved the Spice 
Islands factory to a new plant in south San Francisco, with 
the help of a loan from the Small Business Administration and 
the Canadian Bank of Commerce. This loan required a 
mountain of red tape and our personal guaranties, but it met 
an urgent need, and we have since refinanced it without SBA 
help. 

The economists tell us that income taxes, like any other 
cost of being in business, are passed on to the ultimate con- 
sumer. No doubt the largest companies can pass along their 
income taxes about as easily as they pass along their guar- 
anteed annual increase in wages. I have never seen a small 
business able to pass on its tax burden or other increased 
costs without intense study of its competitive position. 
Without denying that there is sharp competition among our 
largest business enterprises, there is obviously more price 
competition among those of us at the smaller end of the scale, 
and this is where the tax burden pinches most. 


2. The cost of compliance with tax laws is proportionately 
greater for a small business than for a large one 
Large-business enterprises can afford staffs of experts, 

whereas the small-business manager must be a jack-of-all- 
trades at a time when every type of management problem, 
and not just tax problems, are constantly becoming more 
complex. It is true that professional tax advisers are more 
or less available—at a price—to all, but only an unusually 
tax-conscious Manager can recognize some tax problems in 
time to consult counsel.® 





Incentive to the careful entrepreneur has been removed from the 
system. One witness said: 


The present management took control of the Commercial 
Tooling Co. on August 1, 1956. This company, as of that 
date, was hopelessly insolvent. A group of local business 
people from the Dallas-Grand Prairie area were intensely 
interested in seeing that no job shop such as Commercial 


7 Hearings: Tax Problems of Small Business, Senate Small Business Committee, 85th Cong., Ist sess. 
pt. I, p. 152 (Maurice W. Cardwell). 
8 Ibid., pt. I, pp. 259-260 (James R. Bancroft). 
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Tooling should fail in the Dallas-Fort Worth area, which is 
often referred to as the second largest area for aircraft and 
related defense production in the United States. New 
capital was injected into the company and new management 
provided, effective August 1, 1956. Before this action was 
taken, a careful analysis of the financial structure of the 
company was made by independent auditors. This analysis 
reflected that the company was brought to the edge of 
bankruptcy by poor management and lack of working 
capital. Further analysis of the financial position reflected 
that, were the company to continue in operation, it could 
reasonably expect a tax advantage, or tax carry forward, 
in an amount in excess of $200,000. Stating the situation 
very frankly, the only unpledged asset that Commercial 
Tooling had on August 1, 1956, was this tax carry forward. 
This was the prime factor justify: ing the injection of addi- 
tional capital into Commercial Tooling, enabling it to 
continue operation. 

I mention this carry forward, or tax advantage, because 
it has a most pertinent bearing on the purposes, as I under- 
stand them, of this hearing. We, at the very outset, saw 
that we had a tax advantage that could become a valuable 
asset under sound efficient management. The end result 
of the tax position of Commercial Tooling is simply that 
profits in excess of $200,000 could be retained for the reduc- 
tion of debt, planned expansion, or other reasonable business 
purposes. In other words, as it now stands, if we make a 
dollar, we can keep a dollar. 

Under this tax advantage, as it now stands, Commercial 
Tooling Co. has every incentive to operate as efficiently and 
economically as possible, the obvious reason being that if by 
such operation we are able to earn additional profits we can 
retain such earned profits in the business. 

To pursue this thinking to a logical conclusion the question 
is raised as to what changes would be made in operational 
policy in the event we had no such tax advantage. I tell 
you, gentlemen, very frankly, that I would make several 
recommendations to the board of directors, which would in- 
crease our operational cost in various fields, namely, salaries, 
wages, advertising, sales promotional expense, perhaps the 
purchase of a company aircraft, more and better automobiles 
and other rolling equipment, and such other legitimate ex- 
penditures as may be deducted from our earnings before taxes. 

Simply stated, in our present position, we are bending 
every effort toward an ultraconservative operation of Com- 
mercial Tooling Co. Were our tax position different, the 
incentive for the continued type of efficient, economical 
operation of our company would be in a large measure 
destroyed. 

* * * * * 

I do not hesitate to say to this committee that the greatest 
single moral wrong involved in our present tax structure is 
the destruction of the incentive for efficient, economical oper- 
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ation of small business. ‘To have permitted ourselves to get 
into a position where this incentive is rapidly being destroyed 
is a bitter indictment against those who have imposed these 
tax burdens upon small business.® 


Witnesses in testimony across the country insisted that tax laws 
today fostered growth of large concerns, mergers and consolidations: 


Witness. I feel that current tax laws and tax structure 
make it highly advantageous for us as a concern to merge, 
and mergers are sweeping our particular industry, and I am 
sure we are not untypical in that matter, and Pica per- 
sonally of some 11 large potato chip firms across the country 
that have been merged i in the last year all of which are larger 
than ourselves. 

Senator Biste. Merged with whom; with each other? 

Wirness. Merged with larger corporations in each case 
although 7 of them have been merged with 1 particular firm, 
1 large biscuit company. 

Senator Bisnis. They have merged into companies that 
are manufacturing things other than potato chips and shoe- 
strings and that sort of thing? 

Wirness. Yes. One in California has merged into an oil 
company, a hardly understandable merger, but nonetheless, 
it did occur. 

Senator Bisie. Potato chips and oil? 

Witness. Yes; potato chips and oil. 

Senator Brste. Not even vegetable oil? 

Wrrness. That’s right. The situation is true in our 
particular case, and I think this is the key to the merger 
situation, that is someone would come to us and offer a price 
of 10 times earnings, it would certainly behoove us to take 
that price, and, yet, that is not an exorbitant price under 
current purchasing structures of corporations because of the 
fact, if we went out to gain that same equivalent accumulated 
capital, it would take us approximately 16 years considering 
the taxes that we would have to pay in that time, and we 
would be faced with the threat all throughout that same time 
of the possible death of my father, with the looming threat, 
with the subsequent action of an inheritance tax which might 
possibly close the business right up. It would be difficult, 
and we normally do not carry enough cash, working capital, 
liquid assets on hand to pay the inheritance taxes that | 
estimate would have to be paid to continue the business under 
the present management if the loss of the principal stock- 
holder was felt and it was encountered.” 


These are representative of many such remarks. 

Your committee reports that many of these needs have been estab- 
lished by factual testimony and all of them are real in the eyes of 
ae reporting witnesses. Many of the problems presented require 

egislation. Some of the others can be rectified by study and minor 

adjustment or education. 


~*Ibid., pt. III, Ibid., pt. III, pp. 1303-1304 (Wylie Stufflebeme). 
10 Tbid,, pt. III, pp. 1112-1113 (Milo V. Wilson, Jr.). 
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III. Discussion or FINDINGS 


Most of the suggestions and recommendations of the witnesses who 
appeared throughout the hearings were aimed at developing methods 
by which businesses could retain more of their profits for use within 
the enterprises. These proposals, among others, included: gradua- 
tion of corporate tax rates, increasing the corporate surtax rates 
tax foregiveness or deferral for new conc erns, fixed exemption for 
business from all tax, reversal of the corporate normal and surtax 
rates, overall rate reduction and an allowance for reinvestment. 
Your committee has determined, for the reasons and in the manner 
set out below, that a provision for an allowance for reinvestment is 
best suited for the purpose intended. 

In addition to the general suggestions above, testimony was taken 
on specific areas of the tax code and its administration. Much of 
this testimony pointed up necessary changes which will be discussed 
below. 

A. REINVESTMENT ALLOWANCE 
(1) Discussion 

Your committee, after careful examination of the hearing record 
and study of various proposals advanced to provide businesses with 
funds for necessary development, finds that an allowance for profits 
reinvested in a business will best accomplish the desired end by way 
of a tax adjustment. In making this determination, the revenue 
needs of the Federal Government, as well as other factors, were 
considered. 

Many of the other proposals, such as an overall rate reduction, 
increase in corporate surtax exemption, or graduation of corporate tax 
rates, would also provide a tax saving for smaller concerns. These 
tax savings would be automatic, and the taxpayer would be under no 
obligation to use the saving in any specific manner. The purpose of 
a provision of this kind is to provide the equity capital for development 
of small business, which is so badly needed. The allowance to be 
provided for reinvestment can be tailored to benefit only the concerns 
which are in need of and may use such funds. 

Further, most of the other suggestions would cause a far greater 
loss of revenue than the proposed allowance for reinvestment. The 
provision proposed by your committee will, to a large extent, result 
in a deferral of revenue rather than an absolute loss on the same tax 
base. 

Each of the alternative proposals had as many opponents as pro- 
ponents among the witnesses who appeared. Opposition was based 
on philosophical, as well as practical, grounds in most of the cases. 
On the other hand, most of the witnesses testified in favor of a reinvest- 
ment allowance, and there was no substantial opposition. This una- 
nimity of thought and opinion was very impressive to the committee. 

This proposal would avoid the problem of defining “small business.”’ 
It would assist all business concerns, regardless of size, but it would 
give relatively zreater relief to the small. There can be no suggestion 
that this is discriminatory in any manner, as all concerns will benefit 
if they meet the broad general requirements. 

(2) Findings 

An allowance for reinvestment, as discussed above, would permit a 

deduction for income tax purposes for any business, regardless of its 
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form of organization, which increased investment in inventory or 
depreciable assets out of income. The allowance should be permitted 
on a graduated scale which would require the taxpayer to assume full 
responsibility for a portion of the expansion. It is suggested that the 
allowance be made according to the following scale: 


Amount of investment permitted as allowance: 
50 percent on first $10,000 eligible investment 
30 percent of $10,000 to $20,000 of eligible investment 
20 percent of $20,000 to $30,000 of eligible investment 


This would permit a maximum annual allowance of $10,000 for a firm 
investing $30,000 or more in eligible assets. The maximum of $10,000 
is large enough to give relief to concerns which are most in need of 
increased equity investment. 

In order that this provision might not be misused, several concerns 
with the same ownership should be considered and taxed as a single 
unit in order to take advantage of this allowance. Because use of this 
proposed allowance would entail the keeping of extra records, your 
committee would recommend that a taxpayer be permitted to elect 
taking any allowance to which he might be entitled under this 
provision. 

Further safeguards against abuse of this proposal which your com- 
mitteé suggests are (1) that to the extent of reinvestment in depre- 
ciable assets the allowance be applied to same; (2) that no deduction 
for depreciation be permitted for tax purposes, to the extent ot the 
allowance permitted, on assets against which the allowance has been 
applied; and (3) that, on sale of a business in which the allowance has 
been taken, or on the sale of an individual asset or group of assets on 
which the allowance has been applied, any gain on sale be considered 
as ordinary income to the extent of the unexpended accumulated 
allowance. By channeling reinvestment, for the purposes of this 
proposal, into depreciable assets, revenue loss on the same tax base 
will be minimal because any immediate reduction will be picked up 
during the life of the assets against which the allowance is applied. 
No depreciation deduction should be permitted to the extent of the 
allowance permitted or a taxpayer would have a double deduction for 
the same expenditure where this allowance is used. The third safe- 
guard above would prohibit the individuals from avoiding tax by 
reinvesting income merely to be recovered, by sale of an asset or the 
business, at capital gains rates. 

Your committee feels that an allowance for reinvestment, as 
described above, would accomplish more than any other single tax 
adjustment toward permitting small business to grow and prosper. 
In Boston a witness referred to this relief measure in a manner which 
well expresses the view of the committee: 


Economically speaking, this proposal is the soundest one 
advanced and the deduction permitted for additional invest- 
ment during each taxable year can be easily fixed so that 
undue benefits do not accrue to any individual businessman 
whether he be in proprietorship, partnership, or corporate 
unit." 


it Tbid., pt. I, p, 382 (Stephen M. Joyce). 
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B. RETIREMENT 
(1) Discussion 

It has long been evident that persons eligible for membership in 
pension, profit-sharing, or stock-bonus plans, as provided for by 
section 401 of the Internal Revenue Code of 1954, were highly favored 
by the drafters of tax legislation. Only these people have been 
assisted, by favorable tax treatment, toward proper provision for their 
declining years. This is a most worthwhile purpose to be fostered by 
tax legislation, but it is wrong that most taxpayers are discriminated 
against by not being permitted equally advantageous tax treatment. 

This discrimination causes several unfortunate consequences to the 
small businesses of the country. These results were not intended, 
but have developed like so many others where discriminatory legisla- 
tion is permitted to exist. Small businesses are less able to set up 
and maintain plans which will qualify for the preferred treatment 
under section 401. This is true because the professional expense and 
overhead charges of such plans will not be spread over as large a group 
of employees and, thus, will be relatively more costly even where it is 
used. Many are the small employers who simply may not set up 
such a plan because of the excessive cost. 

When an employer does not have a retirement plan—so-called 
fringe benefit—he finds himself at a great disadvantage in competi- 
tion for employees. Even should he pay higher wages equal to a com- 
petitor’s wage and retirement benefits, he would find that, because of 
the favorable tax treatment for the retirement benefits, the applicant 
would be money ahead by going with the larger firm. He must 
expend more just to make equal payment to the employee. Then 
there is the psychological advantage of a pension plan, even if equal 
economic benefit is offered. 

More importantly, most of the small businesses of this country are 
not incorporated. An operator of an unincorporated business may 
not be an ‘“employee’’ for the purpose of membership in a qualified 
plan under section 401." Thus, the individual proprietor, unlike his 
counterpart in the corporate organization, may not get favorable 
treatment for himself, even if he chooses to set up a plan for his 
employees. This is a factor which looms large in any determination 
to provide such a plan. 

For these and other reasons, professional and self-employed groups 
have for some time been attempting to get equal treatment for their 
members. Bills have been introduced in both Houses of Congress to 
accomplish this. Your committee has examined the provisions of 
these proposals and heard testimony on their relative merits. The 
following findings were made only after due consideration of these 
proposals, the comments of witnesses, and the needs for legislation. 
(2) Findings 

Your committee suggests a provision which, although not new in 
concept, is new in technique and breadth of application. It would 
permit all taxpayers of this country the opportunity under the tax 
laws to provide for their own retirement. 

It would seem essential that such a provision include all persons 
not now eligible for membership in a “qualified plan’? who are now 
given favored treatment. All taxpayers covered would be subject to 


12 Sec. 401, Internal Revenue Code of 1954. 
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the same application of this proposed amendment to the 1954 Internal 
Revenue Code. 

Each taxpayer would be permitted a deduction for an amount up to 
10 percent of his taxable income, or $1,000, whichever is the lesser, if 
invested in a prescribed manner. The investment of such funds would 
necessarily have to be in a way which would take them out of the 
control of the taxpayer and apply them solely for the purpose for 
which the deduction is given. Such investment could be made with 
a bank or insurance company in special restricted accounts or policies. 
The recipient financial institution would be required to make regular 
reports to the Internal Revenue Service concerning all such deposits 
or accounts. 

This would provide a rather simple and workable plan whereby the 
taxpayer would be relieved of taxes on reasonable sums set aside for 
his own retirement. The taxpayer would, however, be required to 
pay taxes on all amounts received by way of benefits under his own 
program after retirement. 

Because of the nature of this proposal, vour committee would sug- 
gest a method by which a taxpayer would be entitled to carry over an 
unused portion of his retirement deduction for use at a later time. 
This would make allowance for emergencies, which make equal 
annual deposit impossible. Further, in order that today’s older 
taxpayers may take advantage of this deduction, it should be pro- 
vided that persons over 50 be allowed a progressively greater allow- 
ance, depending on their age. The purpose of these last two modifi- 
cations is to extend equal benefit to as many taxpayers as possible. 

A retirement deduction of this nature would largely eliminate a very 
discriminatory feature in the tax system. Your committee does not 
consider revenue loss, a controlling factor, because what is fair treat- 
ment for one group of taxpayers “should not be denied to the rest. 
This can be said even more forcefully when it is shown what conse- 
quences flow from favoritism in the present law. In addition, the 
benefits extended are such that would equalize opportunity for busi- 
ness so that there would likely be an increase in productivity resulting, 
of course, in a larger tax base. 


C. ESTATE TAXATION 
(1) Diseussion 

In 1953, this committee recommended that the Treasury be lenient 
in extending the period during which estate taxes could be paid where 
the assets of the estate were largely tied up in a closely held business." 
The purpose of the recommendation was to curtail increased economic 
concentration which resulted from the forced sale of closely held 
businesses to pay the Federal estate tax. It had been shown that 
when such sales were forced, the only market was generally a large 
competitor. 

The Internal Revenue Code of 1954 did extend the period from 5 to 
10 years during which time the Commissioner has discretionary power 
to allow installment payments of the estate tax. During the recent 
hearings conducted by your committee, the testimony established 
conclusively that the estate tax still had an adverse effect on small 
business. Witnesses felt that the Commissioner had not been lenient 


188, Rept. 442: Tax Problems of Small Business, Senate Small Business Committee, 83d Cong., Ist 
sess., p. 21. 
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in permitting installment payments. Thus, in spite of the change in 
the law in 1954, the estate tax still fosters economic concentration. 
In fact, because of increased understanding of its effect, it now appears 
that many businesses are sold by the owner and operator so that he 
may avoid, for his family, the results of dying with a nonliquid estate. 
This indicates that concentration may even be fostered to a greater 
extent today. 

The chairman of your committee, joined by several other committee 
members, in January of 1957 offered an amendment to relieve this 
situation by granting an option to the taxpayer to pay the estate tax 


in installments over a 10-year period.’* This proposal is still pending. 


2) Findings 

Your committee suggests that certain qualified estates be permitted 
an absolute election to pay the Federal estate tax in installments over 
a period of up to 10 years and a further extension to 20 vears where 
hardship can be shown. Estates which would qualify for the absolute 
election would be those which had more than 50 percent of their 
assets tied up in a closely held business, whether it be organized as a 
proprie torship, par tnership or corporation. 

This provision need lose no revenue if interest is charged on the 
unpaid balance of estate tax for estates electing to pay by installment. 
There would be a deferral for the first several years, but it would result 
in little decrease in revenues even then, because of the relatively few 
estates which would qualify. For those which did qualify it would 
prove of great help and would also have a psychological impact on 
businessmen—giving a benefit which cannot be measured. 

As a further safeguard it should be provided that a disposition of 
the nonliquid portion of a qualifying estate would make the unpaid 
balance of the estate tax immediately due and payable. This would 
also be the case where any installment payment on the tax was missed 
by the estate. 

D. DEPRECIATION 
Discussion 

There is probably no individual area of tax administration which 
received so much criticism as depreciation policy. ‘This is another 
section which was fully discussed in your committee’s 1953 tax report 
as a prime problem.” Today, if anything, the problems facing busi- 
ness because of the ievenmatenets depreciation policy are more acute 
and more diverse, as seen through the eyes of witnesses who testified 
in the present study. 

First, reserves for depreciation are one means whereby a business 
may accumulate working capital. In an era when high taxes do not 
permit a sufficient retention of earnings for this purpose and tight 
money restricts borrowing, a faster writeoff of capital investment 
provides a temporary source of working funds. Your committee 
does not recommend an easy depreciation policy for this purpose. 
More direct: methods should be developed. But it is important to 
recognize that such a source for working capital is available to those 
concerns which are permitted more liberal methods of depreciation. 

Depreciation policy plays an important part in industrial develop- 
ment. This fact has been used by the Government on many different 

14 See S, 348 introduced by Senator John Sparkman for himself and Senators Hill, Humphrey, Kefauver 


Neuberger, Kennedy, Morse, Thye, Schoeppel, and Kuchel. 
15 Ibid., p. 13. 
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occasions as an incentive to foster growth in specific areas (i. e., certifi- 
cates of necessity for defense facilities.) Business today fears that 
the present policy is a severe depressant, with its very restrictive 
regulations on capital writeoff. Representatives of the machine-tool 
industry are particularly alarmed by the effect on their industry, and 
the economy generally. This position was stated clearly by a witness 
in San Francisco: 

Since I am not a specialist in the field of taxation, certainly 
it is not for me to say the manner in which such relief should 
be accomplished, and therefore I should like to state that I 
am prepared to discuss only one phase of the subject, and 
that has to do with the effect of TD-—4422 and several of its 
amendments, which all have to do with Federal taxation on 
capital equipment, or in simple terms with the manner in 
which the Government allows a business to recover its in- 
vested capital through the medium of writeoff or depreciation 
schedules. 

I do not consider TD-4422 to be a vicious law conceived 
by sinister minds for the purpose of sabotaging industrial 
growth in America, nor to work a hardship on any segment of 
our economy. 

On the contrary, this law was instituted in 1934 when in the 
depression period it became necessary to increase Govern- 
ment revenue and it was possibly a very practical approach 
to the problems of that day. 

Certainly there was some merit to the law, and men who 
are studied on tax matters in Government and in industry 
have found much ground for logical argument on either side 
when they isolated this law as something written on a piece of 
paper and ignored the secondary effect it is having on our 
Nation at large. 

While the strict use of Bulletin F—the big bugaboo in all 
of this—was abandoned in the 1954 code, the general treat- 
ment by the district directors is still based on the historical 
approach to depreciation allowances as established in 
Bulletin F. 

Therefore, while the 1954 code is definitely an improvement 
in the right direction, it has unfortunately not resulted in 
uniform treatment by the Bureau nor has a pattern of con- 
fidence been generated in business to expand under the still 
confining limitations of this law. 

* « * * 


Up through the late thirties, maybe even more recently 
than that, we in America have enjoyed supremacy among the 
industrial nations on earth, and we could feel content in 
the knowledge that when our backs were to the wall, much 
as the critical years of World War II, we were able to out- 
produce our enemy. 

However, there have been some rather alarming shifts in 
this position, and I wonder if you realize how we look by 
roe Perhaps this will give you something to think 
about. 


S. Rept. 1237, 85-2 8 
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At the close of World War II, the Germans had no machine- 
tool industry, as a result of saturation bombing and repara- 
tions. In the year 1956, just about 10 years later, we in 
America employed 87, 600 people all told in the machine-tool 
industry. Occupied West Germany and West Berlin em- 
ployed 86,000. Their curve is going up and ours is not. I 
shall let you guess with me what the f figures will be in 1967, 
and who will be hurt in the process. 

In occupied West Germany, capital equipment, like 
machine tools, is largely depreciated at the discretion of the 
taxpayer. In America, it is depreciated in a Period not less 
than 10 years, and in many instances over a 25-year period. 

In occupied West Germany, and in fact every other 
industrial national in the free world, there is real incentive for 
risk capital and their modernization of capital facilities is 
going on at a terrific pace. 

In America today, more than one-half of the machine tools 
in use today are more than 10 years old, and are definitely 
in the class of obsolete. 

Now, may I explain more directly this effect as it applies 
to small business, and here is the area where I think business, 
in general, and small business in particular, has failed to 
apprise the Government of their problem. 

The premise on which arbitrary long-term depre ciation is 
based is undoubtedly the fact that a given machine has a 
physical life expectancy representing a span from the time it is 
new until it is scrapped, and this has been arbitrarily estab- 
lished by TD-4422 at something between 15 and 25 years. 

However, what the law does not take into account is that 
such a machine is of value to its owner only so long as he can 
market the product or services of that machine at a profit. 

Frankly, I do not know of a small-business man anywhere 
who can be assured of continuity in his business over such a 
projected period of time, 15 or 25 years.'® 

It should be noted that the same people who seem most concerned 
about the need for a liberal depreciation policy also recognize the 
possible abuse of such a position by showing a willingness to give up 

“capital gains” treatment upon the sale of suc ch equipment. A respon- 
sible argument such as this, with the alarming facts presented, has 
impressed the committee with the need for urgent consideration and 
responsible action. 

Witness after witness testified to a discriminatory provision in the 
1954 Internal Revenue Code which works a wholly unintended hard- 
ship. The purchasers of “used’’ equipment or facilities have been 
denied the advantage of the alternative methods of depreciation 
provided by section 167. Used property is purchased most often by 
smaller concerns which cannot afford new machinery. There seems 
to be no reason why the same methods of depreciation should not be 
available to the purchasers of property to be used in a trade or business, 
whether it be new or used. In the Ist session of the 85th Congress, 
Senator John Sparkman, chairman of your committee, who was joined 
by several committee members, offered an amendment to the Internal 


16 Hearings: Tax Problems of Small Business, Senate Small Business Committee, 85th Cong., Ist sess, 
pt. I, pp. 281-283 (J. O. Ellison). 
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Revenue Code to correct this patent inequity.” This amendment is 
still pending. 
(2) Findings 

Your committee finds that the provisions of section 167 of the 
Internal Revenue Code of 1954 should be extended to the purchasers 
of used property for use in a trade or business. To protect against 
abuses, this amendment should be limited to $50,000 for each tax 
year of such purchases. 

Concerning the broader question of general depreciation policy, 
your committee suggests to the Treasury Department that the old 
bulletin F be cast out in practice, as the Congress intended by the 
new depreciation sections written into the 1954 code. The committee 
respectfully commends to the tax-writing committees of both Houses 
of Congress the testimony received on the need for a complete depre- 
ciation policy overhaul. <A thorough study of the law and its admin- 
istration is in order to determine (a) if the intent of Congress is being 
put in practice by the Treasury and (6) in case the policy is being 
applied properly, if circumstances require a change in policy. 


Ei. ELECTION OF CORPORATION TO BE TAXED AS PARTNERSHIP 


(1) Discussion 

Your committee has often expressed a desire to see that all business 
is treated equitably, regardless of its legal form of organization. 
There are many reasons, legal, technical and practical, why one con- 
cern may choose to incorporate and another operate as a proprietorship 
or partnership. The influence of the Federal tax system in making 
such a determination should be minimized. Business should be per- 
mitted to operate in the form best suited to its needs, without penalty 
through the amount of Federal taxes it must pay. Since the Federal 
Government has a large stake in the operation of business, it would 
seem that it should facilitate, rather than encumber, operation in the 
most efficient form and manner. 

At the present time, it is impossible to consider the form of organiza- 
tion of a business without first consulting a tax adviser. Tax advan- 
tage is often the determining factor in such a decision. Several 
businessmen who appeared before the committee described how they 
operated as a proprietorship or a partnership until the exact point 
where taxes would be less as a corporation. Others showed how ad- 
vantages of one form or another were denied to them simply because of 
the tax effect. A witness in Portland, Oreg., expressed the thought 
in this way: 

I feel that the position of all small businesses would be 
greatly improved by incorporation. I believe that this would 
decrease the alarming incidence of small business failures 
and encourage more people to go into business for them- 
selves. In my opinion, the one great deterrent to the 
incorporation of a very small business is the present Federal 
tax structure. 

* * * * * 





f 17 See S. 351 introduced by Senator John Sparkman for himself and Senators Hill, Humphrey, Kefauver, 
Neuberger,jK ,nnedy, Morse, Thye, Schoeppel, and Kuchel, 
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The Federal tax structure discourages very small busi- 
nesses from incorporating by penalizing the earnings of the 
businessman who incorporates. As you know, 30 “cents of 
the first dollar of a corporation’s earnings must be paid as 
Federal income tax. Taking an example from appendix A, 
which is attached, an individual proprietor who earns $15,000 
in 1 year pays about $1,000 less in Federal income tax than 
a corporation preside nt who earns $10,000 in 1 year and tries 
to take the other $5,000 out of his business profit. The same 
penalty for incorporating a very small business holds true 
for any earning which an incorporated business makes and 
which the owners try to withdraw.'® 


Several committee members joined with Senator John Sparkman 
in the first session of this Congress in offering an amendment which 
would permit certain corporations to be taxed as partnerships.” Such 
an option would equalize treatment for small corporations with 
proprietorships and partnerships which under the present law may 
elect to be taxed as corporations.” Such an option would, to a large 
extent, remove tax cc mee all from determinations concerning 


form of operation. 
(2) Findings 

A corporation should be permitted an election, upon agreement of 
its stockholders, to be taxed as a partnership. Such an election must 
necessarily be binding, not only on the corporation but a corporate 
successor. It is the purpose of such an election to permit the tax- 
payer to operate in one form but be taxed as if another, thereby 
allowing the taxpayer the least possible tax. 

For purposes of administering this provision properly, it would be 
necessary to make the election binding for a definite period, to prevent 
constant jumping back and forth. Still, in view of the purpose of 
the provision to give the taxpayer the | enefit of the least tax payable 
under the most favorable form, your committee would not suggest 
a permanent election. Conditions change over a period of time, 
which might well change the basis for such an election. Therefore, 
it is recommended that such an election be binding on a corporation 
for a period of 4 years, after which a new decision might be made. 

Your committee also suggests a correlative amendment to section 
1361 of the 1954 Internal Revenue Code. The election permitted by 
that section should also be subject to a new decision after 4 years. 
In addition, section 1361 should be amended so as not to be limited 
to partnerships “in which capital is a material income-producing 
factor, or 50 percent or more of the gross income of such enterprise 
consists of gains, profits, or income derived from trading as a principal 
or from buying and selling real property, stock securities, or com- 
modities for the account of others.” This last change will extend 
the benefits of this section to many worthy enterprises.”! 


18 Hearings, Tax Problems of Small Business, Senate Small Business Committee, 85th Cong., Ist sess. 


pt. II, p. 944 (Milton H. Mater). 

19 See 8. 349 introduced by Senator John Sparkman for himself and Senators Hill, Humphrey, Kefauver, 
Nueberger, Kennedy, Morse, Thye, Schoeppel, and Kuchel. 

20 Sec, 1361. Internal Revenue Code of 1954. 

21 Senator Proxmire reserves the right to offer a limiting amendment to this section if further study 
shows that it need not have general application to be effective. 
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F. UNREASONABLE ACCUMULATION OF SURPLUS-——PENALTY TAX 


(1) Discussion 

Even with the change in old section 102,” enacted at the recom- 
mendation of your committee, * whereby the burden of proof on the 
reasonableness of the surplus accumulation was shifted to the Govern- 
ment, these sections of the code still are proving troublesome to 
small business. The effect of the provision is almost wholly psycho- 
logical. Although many witnesses testified on the inequity of the 
penalty tax, few had had personal experience with the Treasury of an 
assessment under this section. But the professional people who dis- 
cussed this point were impressive with their testimony concerning its 
real impact on the business community. A lawyer in Milwaukee 
said: 

Another burden in the tax laws which is peculiar to small 
business is the penalty tax for so-called improperly accumu- 
lating surplus. Now I am not an economist, gentlemen, but 
I have heard enough here this morning to lead me to believe 
that today small business can’t improperly accumulate sur- 
plus. Anything that it can accumulate, and the prior wit- 
nesses have pretty conclusively demonstrated it is hard to 
do, but if it did accumulate anything, the tax laws should 
not call it improper and I think I have heard enough today 
to make that quite convincing. It seems to me today there 
is an exception for such accumulations of $60,000, ‘but of 
course that is woefully inadequate, and if we are going to 
have any kind of a penalty tax on corporations for accumu- 
lating their earnings in liquid form, it certainly ought to 
apply after a much bigger exemption * * *.” 


This is another area of the Internal Revenue Code which uninten- 
tionally discriminates against the small closely held corporation. 
This group has great problems in accumulating equity capital for 
ordinar y business needs. As has been suggested above, the greatest 
share of such expansion has historically been financed through reten- 
tion of earnings. Not only is it difficult to retain enough earnings 
after taxes, but management of small corporations must always 
prepare to defend the reasonableness of their accumulation. This 
additional burden is not thrust on larger, public owned corporations, 
because the Treasury has considered broad public ownership to be 
an automatic deterrent to improper accumulation of surplus. 

(2) Findings 

In order that small business might be relieved from the more 
onerous restrictions imposed by the accumulated earnings tax,” your 
committee suggests an amendment to section 535 (c) (2) and (3) 
whereby the minimum accumulated earnings credit be increased from 
$60,000 to $100,000 which will take some of the pressure off the 
smallest. of corporations, who are most restricted presently. The 
amendment will cause little, if any, loss of revenue to the Federal 
Government, will provide some increased equity financing for small 


22 Sec. 102, Internal Revenue Code of 1939. 

% See footnote 1. 

% Secs. 531-535, Internal Revenue Code of 1954. 

% Hearings, Tax Problems of Small Business, Senate Small Business Committee, 85th Cong., Ist sess., 
pt. III, D. 1413 (Roy C. LaBudde). 

2% Sec. 531, Internal Revenue Code of 1954. 
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corporations, and will relieve a great psychological deterrent to the 
development of small business. 


G, SIMPLICITY AND FINALITY 
(1) Discussion 

Again and again the complaint was heard, “if only,the law could be 
made simple enough so that I didn’t have to consult’ a battery of tax 
advisers before each business decision.’ Small business feels this 
need for simplicity, because it is least able to pay for professional 
counsel at each turn of the road. ‘The sentiment was’ often expressed 
that smaller concerns would be money ahead paying more tax if the 
recordkeeping and preparation of returns were not so cumbersome. 

Closely related to the problem of simplicity is that of finality.~ In- 
consistent interpretations of the Internal Revenue Code, resulting from 
the nonacquiescence of the Treasury in judicial rulings, work a far 
greater hardship on small business. Ordinarily, the amounts of tax 
are smaller, and, in many cases, not worth the expense of litigation. 
It is most difficult for a taxpayer to understand why the Treasury 
continues to press a position in defiance of a contrary ruling by the 
Tax Court or a United States Court of Appeals. This is especially 
true when it costs the taxpayer an additional amount in tax not great 
enough to repay the cost of contesting. 

Your committee wishes to commend the Treasury for its recent 
better record in acquiescence and its continuing effort ‘‘to reduce to 
the very minimum the number of cases in which appeal or acquies- 
cence does not follow an adverse decision of the Tax Court.” ” How- 
ever, it would seem that here is an area where Congress should, for 
the benefit of all taxpayers, compel acquiescence in responsible judicial 
determination. 

(2) Findings 

An amendment to the Internal Revenue Code to compel acqui- 
escence by the Treasury in judicial determinations need not be too 
confining or restrictive to be of value. The Treasury ought not to 
be able to dispute decisions of the Tax Court or of a U nited States 
Court of Appeals except by direct appeal to a hiohee court. The 
Treasury would be protected by its right of appeal, and the tax- 
payers—both the one in litigation and those others involved with the 
same question—would gain the advantage of finality and uniformity of 
treatment. 

Where different courts have handed down inconsistent rulings, the 
most recent Court of Appeals decision, as compared to one of the Tax 
Court or an earlier decis‘on of a court of appeals, ought to be followed 
by the Department unless the Department seeks an appeal. This 
would assure uniformity of administration and adequate protections 
for the taxpayer without an undue hardship on the Department. 

It is further suggested that the Treasury Department exert every 
effort to simplify each step of levy and collection. Such simplification 
could be of value, not only to the taxpayer, but to the Treasury itself.** 





27 See Kemarks of Fred C, Scribner, Jr., Assistant Secretary of the Treasury, before the taxation section 
of American Bar Association, in New York, July 12, 1957, published in Bulletin of Taxation Section, October 
1957, p. 7. 

28 While agreeing with that part of the committee report dealing with the importance and desirability 
of achieving certainty in the tax law through acquiescence by the Department of the Treasury in judicial 
decisions, Senator Javits recognizes that the administrative feasibility of requiring such acquiescence by 
law is a matter which must await the hearings on implementing legislation and may well require material 
amendments, 
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H. PROBLEMS OF ADMINISTRATION 
(1) Diseussion 

It was most disconcerting to find that much of the criticism of the 
tax system was leveled not at the way the law was written by Con- 
gress, but the manner in which it is being administered. Your com- 
mittee recognizes the difficult task of the Treasury in trying to please 
people w hile taking their money. But there have been some com- 
plaints, supported — by chapter and verse, that indicate that the 
Treasury has been less than 100 percent responsible in administering 
the law as Congress wrote it. 

In the Internal Revenue Code of 1954, Congress provided that a 
proprietorship or partnership might elect to be taxed as a corporation 
under certain circumstances.” In providing for the election, Con- 
gress stated ‘. an election may be made, in accordance with 
regulations prescribed by the Secretary or his delegate. . . .’” *° 
The manner and method in which the election could be made was 
expressly left to the Secretary. Naturally, the normal working regu- 
lations governing the administration are much more important for a 
new provision such as this, than for a section much like one contained 
in the earlier law. In spite of their importance, today, some 3% years 
after Congress acted, the Treasury still has not proposed the” final 

regulations for this section. 

Testimony was received from professional tax consultants that they 
dared not advise their clients to make an election under section 1361 
until they had had an opportunity to see the final regulations. Since 
the election is irrevocable, they wanted to know the full effect of the 
election before binding their clients. Even though the temporary 
regulations left an escape clause for those choosing to be taxed as 
corporations, until final regulations are promulgated, the lack of 
definitive regulations is all-important in advising a client to set up a 
new bookkeeping system which may turn out to be worthless. 

The full circle was completed when it was argued to the House Ways 
and Means Committee in 1957 that section 1361 should be repealed 
because it had not been effective, as proved by the fact that it had 
not been used. Thus, a section enacted by Congress for the benefit 
of small business has been rendered useless by the failure of the 
Treasury to issue regulations. It has been and will be argued that 
final regulations had to be rewritten for the whole code after the 1954 
revision and thus it cannot be helped. However, most of the regula- 
tions have been proposed in final form, even though, in most respects, 
the law—and, therefore, the regulations—is almost the same as the 
1939 Code. It would seem that a little more care might have been 
shown for this particular section which was intended by Congress to 
benefit a hard-hit area and which was noticeably ineffective without 
the regulations. 

Another example of administrative discrimination toward small 
concerns is exemplified by a statement submitted at the Minneapolis 
hearing: 

I am particularly concerned by an apparent new concept in 


taxing stock redemption by small-business corporations and 
which, if broadly enforced, will result in great tax inequity 


% Sec. 1°61, 
4 Sec, 1361 (a), Internal Revenue Code of 1954. 
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and an impossible tax burden on small corporations. My 
particular case illustrates this inequity very well. 

In 1950, I entered into part ownership in a small auto- 
mobile deale srship with Frank Flint by acquiring at a cost of 
$20,000 100 shares (50-percent interest) in Village Chevrolet 
Co. At the time I was 41 years of age and Mr. Flint was 67 
years of age. During the succeeding 7 years, up to February 
1956, we managed to build up the corporation from a net 
worth of $40,000 to $75,647.04. During this period we took 
very reasonable salaries, upon which we paid Federal income 
taxes. At the same time, the corporation paid Federal in- 
come taxes on the earnings which we were able to retain in our 
growing business. Finally, in 1956, Mr. Flint, due to his age 
and poor health, wanted to sell out his 100 shares (or 50-per- 
cent interest) and withdraw from the business. There, of 
course, was no market as such for his stock and while I had an 
option to buy his stock, I did not have the money to do so. 
He therefore offered to sell it to the corporation at its book 
value of $37,823.52. The corporation did not have the funds 
for this purchase either but was able, through a bank loan, to 
borrow the necessary funds and did thus redeem and retire 
his stock. Mr. Flint realized a capital gain on the sale of his 
stock and paid Federal income taxes on this. 

Now, however, under a so-called new concept, the Internal 
Revenue Service contends that I received a “constructive 
dividend” of $37,823.52 by reason of the corporation’s retir- 
ing Mr. Flint’s stock. This concept, I am told is supported 
by two recent cases of the Tax Court of the United States 
(Joseph R. Holsey, 28 T. C. No. 107, August 1957, and 
Louis H. Zipp, 28 T. C. No. 32, May 1957). This will result 
in additional Federal income tax liability to me personally 
of $14,654.44. The United States Government has taxed 
this sum as corporation profits, they taxed it again as Mr. 
Flint’s capital gain and now seek to tax it a third time to me 
as a constructive dividend. It is obvious to me that I have 
had no gain in income because I, by reason of the retirement 
of Mr. Flint’s stock, still merely own 100 shares (though now 
100 percent) in a corporation whose net worth has been 
reduced to half of what it was prior to the redemption (or 
$37,823.52). In other words, this redemption has not in- 
creased my present net worth in any sense and the ‘con- 
structive dividend” so-called is nonexistent. 

To my way of thinking, this new concept cannot help but 
result in killing off any incentive to let small corporations 
grow. Shareholders, who are also employees, will want to 
withdraw earnings in the form of salaries rather than to 
expand their business, realizing that any expansion will result 
in a greater tax to them when any shareholder dies or wants 
to withdraw. As you can see by my case, it can have a dis- 
astrous effect on anyone who, on a modest scale, has worked 
to build up a sound business in a highly competitive product 
market.*! 


41 Hearings: Tax Problems of Small] Business, Senate Small Business Committee, 85th Cong., Ist sess. 
pt. II, p. 804 (W. 8. Bloomer). 
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This is just another example of the difficulties facing small-business 
men who want to remain independent. 

Much testimony was heard concerning the Treasury’s new use of 
salvage value for the purpose of determining proper depreciation 
schedules. his also is being done without the benefit of legislation 
and what, in many instances, appears to be an attempt to thwart the 
advantage granted by Congress in section 167 of the 1954 Internal 
Revenue Code, which allowed alternative methods of depreciation. 

The Treasury in each of these examples has set out to accomplish 
something not provided for by law and, in the last two instances, 
actually appears to run counter to the intent of Congress. It is also 
important to note that the impact of these administrative moves falls 
most heavily on the smaller concerns. ‘These are only several of the 
many examples of this kind of administrative legislation reported. 

(2) Findings 

In the first instance, your committee wishes to condemn any 
activity which operates to negate a benefit intended by Congress. In 
instances cited in the above discussion, it is clear that Treasury has 
dragged its feet and operated to thwart the intent of C ongress where 
provisions did not meet with Treasury approval. Regulations should 
be issued immediately so that section 1361 might become effective. 
Argument sustaining the absence of the regulations will not be nearly 
as effective as getting the regulations promulgated so that Congress 
can have an opportunity to determine the effectiveness of section 1361 
for the purpose intended. 

Your committee, with other appropriate committees of Congress, 
will continue to watch the Treasury Department to see that legislation 
is administered in the way it was intended. Action should be quickly 
initiated where it appears that a provision is being ul administered. 
The will of the Congress must prevail. 


I. EXCISE TAXES 
(1) Discussion 

The Federal excises, which were largely wartime measures, received 
a great deal of criticism. It was pointed out that this type of taxation 
is a tremendous burden on the businesses affected. In many cases a 
competitor is favored by lack of the excise by using a slightly different 
though competing, product. The taxes on jewelry, for example, 
divert sales to flowers, candy, or other gift articles which are not 
taxed. 

It was also clearly established that some of these excises fall much 
more heavily on small business than on the rest of the economy. A 
witness in Wichita gave a very clear example of this discrimination: 


I would like to point out that that happens to be a pet 
project of mine, this transportation by for-hire carriers, be- 
cause it results in a discrimination between large business 
and small business. This transportation tax is not imposed 
upon carriers. It is imposed on for-hire carriers. As an il- 
lustration, if you have a chain of stores with a central ware- 
house, you may have your own trucking fleet and carry the 
product from your central warehouse to your stores without 
paying the 3-percent transportation tax, but, if I own a 
small store down here in competition with one of your chains 








22 TAX PROBLEMS OF SMALL BUSINESS 


and the warehouse is up here in Wichita and I must have a 
for-hire carrier take the goods from the warehouse in Wichita 
to my store in Arkansas City, I have to pay the Federal Gov- 
ernment an additional 3 percent on top of the other things. 
It does seem a little inequitable. It seems very inequitable 
to the small-business man.” 
(2) Findings 
Your committee favors the repeal of all Federal excise and trans- 
portation taxes at the earliest possible time. This form of discrimi- 
natory taxation should be abandoned by the Federal Government for 
the purpose of raising revenue except in the case of dire emergency. 


J. SMALL BUSINESS AND FOREIGN TRADE 


(1) Discussion 

The importance of foreign trade to this country has long been 
evident. Such trade has been fostered in many ways, including the 
grant of tax concessions for activity in certain parts of the world. 
The allowance of a special deduction for ‘‘Western Hemisphere trade 
corporations” as provided for by sections 921 and 922 of the Internal 
Revenue Code of 1954 is such a concession. 

Testimony in the recent study showed that many smaller concerns 
were being denied the benefits of sections 921 and 922 by action of 
the Treasury. A witness in New York City told the committee of 
the manner in which one business was being hurt by the discrimina- 
tory regulations adopted under these sections of the code: 


We now come to the difficulty which we believe Congress 
should correct. Although section 109—now section 921— 
contained no express definition of the source of income for 
Western Hemisphere trade purposes, the Tre asury regulations 
did provide that the source of income would be determined in 
accordance with the provisions of section 119—now sections 
861—864—under which the source of income from the pur- 
chase and sale of personal property is the country in which 
the property is sold. 

The courts have held under section 119 that such place 
of sale, and therefore the source of income, is the country 
where title to the personal property passes. 

The Commissioner of Internal Revenue has adopted these 
holdings and ruled them to be applicable to the Western 
Hemisphere trade corporation section. 

It will be noted, however, that the basic purpose under- 
lying section 119 was to determine the jurisdiction of the 
United States to tax income, whereas the purpose underlying 
the Western Hemisphere trade corporation section, as stated 
at the time of its adoption, is to eliminate competitive dis- 
advantages between United States corporations dealing with 
South American customers as against foreign corporations. 

In order to accomplish this latter purpose, it would appear 
that the place where the competition exists should determine 
the source of the income. 


2 Ibid., pt. III, p. 1156 (John J, Williams). 
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In view of the state of the law, it was necessary, under the 
Commissioner’s interpretation of section 109, that the com- 
pany establish operating procedures so that title to the con- 
veying machinery would pass outside of the United States. 

Under the general law of sales, the place where title passes 
is a matter to be governed by contract between the parties 
to a sale. 

Many of the legal writers, in the absence of court decisions, 
had indicated that in order to be safe, a Western Hemisphere 
trade corporation should do more, however, than provide 
contractually for the passage of title outside of the United 
States. 

Some legal writers had gone so far as to indicate that a 
Western Hemisphere trade corporation should maintain 
either a warehouse or branch office in South America to 
which the property could be shipped and where possession 
and title could be transferred to the purchaser. 

However, the expense of establishing and maintaining such 
warehouses or branch offices, particularly during the early 
years of the Se of South American trade, would 
have been prohibitive for Alvey Conveyer Export Co., as 
for most smaller corporations. 

In addition, since most of the conveyor systems sold by 
Alvey Conveyor Export Co. were made to order, warehousing 
was totally impractical. The possibility of obtaining agents 
in South America to whom shipment could be made and who 
would transfer title was investigated, and again it was 
determined that this expense and ‘complics ation could not be 
justified from a sound business or competitive standpoint. 

It was also obvious that the intervention of a branch 
office, warehouse, or agent would contribute nothing toward 
furthering the congressional purpose in enacting the 
Western “Hemisphere trade-corporation section and would 
merely add complication and expense. 

The ultimate transaction in any event would be a sale by 
Alvey Conveyor Export Co., solicited and negotiated in 
South America to a South American factory. Alvey Con- 
veyor Export Co. would be competing with foreign manu- 
facturers of conveying machinery for the business of this 
customer. 

It would therefore appear logical that the simplest, least 
expensive means of transporting the property to its ultimate 
destination would be most desirable to effectuate the con- 
gressional purpose. 

It is impractical for our company and small companies like 
ours, to maintain branch offices or warehouses in all of the 
many South American countries. Like ourselves, many of 
these other smaller companies make special equipment for 
our South American customers, and any warehouse, branch 
office, or business arrangement merely for the purpose of 
establishing the fact that the title passed outside of the 
United States is cumbersome, expensive, and contrary to the 
purposes of the original act. 
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Nevertheless, the usual and _ well-established export 
procedures were not available, since it was legally necessary 
for the export company to retain title until the conveying 
machinery arrived in South America, whereas, under normal 
practices, title is transferred as soon as possible.* 
) Findings 
" Fore; ign trade by smaller concerns is as important to this country 
as trade by bigger businesses. Such trade may even be more impor- 
ne to the continued existence and good health of small business. 
Legislation permitting equal application of the Western Hemisphere 
rade- -corporation provisions to small business should be passed 
naleatiods ly. 
K, SCHEDULED RATE REDUCTION 


Many witnesses at each of the cities in which hearings were con- 
ducted suggested that overall rate reduction of individual and corpo- 
rate income taxes would be of the greatest possible assistance to the 
economy. These people would reduce both the personal and corporate 
income- tax rate to a maximum of 42 percent on a step basis over a 

)-year period. 

‘Your committee feels that this suggestion is much too broad and 
all-encompassing for it to pass judgment at this time. It does appear 
that such a plan would entail a loss of revenue to such an extent that 
few if any other changes could be made. It well may be asked if the 
inequities should not be removed before such a costly wholesale opera- 
tion is undertaken which would serve to perpetuate discrimination 
within the system. 

IV. RECOMMENDATIONS 


Your committee offers as an appendix to this report an omnibus 
small-business tax-adjustment bill which is being proposed by mem- 
bers of this committee. This proposed legislation includes the cor- 
rective measures necessary to give basic relief to the small-business 
segment of this economy. Your committee recommends that this 
legislation be enacted into law as soon as possible. 

The tax-adjustment bill is intended to provide necessary corrective 
measures in the most important cases where the present system has 
been found to discriminate against small business. The sections of 
the bill correspond to and are based on the findings of this study as 
published in the previous section of this report, subsections A through 
G. The purpose is to give the maximum assistance which is neces- 
sary for the continued existence and growth of small business as it 
has been known in this country, consistent with current revenue needs. 

These recommendations are made with a real sense of urgency. 
Small business is the cornerstone of the free-enterprise system. Un- 
less a climate is maintained in which such concerns may grow and 
prosper, our economic system cannot survive. The alternative is 
very clear. If only the large are to be given opportunity, business 
will continue its present course of amalgamation which will result in 
domination by a few giant concerns. 


% Ibid., pt. I, pp. 492-493 (Dave L. Cornfeld) 


APPENDIX 


(The following suggested bill will be introduced in the Senate) 


A BILL To amend the Internal Revenue Code of 1954 so as to establish an’initial 
program of tax adjustment for small and independent business and for persons 
engaged in small and independent business. 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That this Act may be cited 
as the ‘Small Business Tax Adjustment Act of 1958”. 


SEC. 2. DEDUCTION FOR ADDITIONAL INVESTMENT IN DEPRECIABLE 
PROPERTY OR INVENTORY. 


(a) ALLOowANCE OF Depuction.—Part VI of subchapter B of 
chapter 1 of the Internal Revenue Code of 1954 (relating to itemized 
deductions for individuals and corporations) is amended by adding at 
the end thereof the following new section: 


“SEC. 178. ADDITIONAL INVESTMENT IN DEPRECIABLE PROPERTY 
OR INVENTORY. 

‘“‘(a) GENERAL RuLe.—In the case of any person engaged in a trade 
or business, there shall be allowed as a deduction, at the election of 
the taxpayer, for additional investment in the trade or business made 
during the taxable year: 

(1) 50 percent of so much of such additional investment as 
does not exceed $10,000; 

(2) 30 percent of so much of such additional investment as 
exceeds $10,000 but does not exceed $20,000; and 

‘““(3) 20 percent of so much of such additional investment as 
exceeds $20,000 but does not exceed $30,000. 

‘““(b) Limiration.—No amount shall be allowed as a deduction 
under subsection (a) which is attributable to additional investment in 
inventory property for the taxable year unless the taxpayer, in the 
election made pursuant to subsection (d), claims the full amount 
allowable as a deduction under subsection (a) which is attributable to 
additional investment in depreciable property for the taxable year 

“(¢) Derinitions.—For purposes of this section— 

‘““(1) ADDITIONAL INVESTMENT IN DEPRECIABLE PROPERTY.— 
The term ‘additional investment in depreciable property’ means, 
with respect to any taxable year, the amount by which— 

“(A) the adjusted basis of all depreciable property (as 
defined in paragraph (4)) used in the trade or business, com- 
puted as of the close of the taxable year and computed for 
the taxable year without regard to subsection (e) and without 
any adjustments under section 1016 (a) (2) (relating to 


adjustments to basis for depreciation allowed for the taxable 
year), exceeds 
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‘B) the adjusted basis of all depreciable property used 
in the trade or business, computed as of the beginning of 
the taxable year. 

“(2) ADDITIONAL INVESTMENT IN INVENTORY PROPERTY.—The 
term ‘additional investment in inventory property’ means, with 
respect to any taxable year, the amount by which— 

“(A) the inventory value of all inventory property (as 
defined in paragraph (5)) of the trade or business, computed 
as of the close of the taxable year, exceeds 

‘“‘(B) the inventory value of all inventory property of the 
trade or business, computed as of the beginning of the 
taxable yea 

(3) ADDITIONAL INVESTMENT IN THE TRADE OR BUSINESS.— 
The term ‘additional investme at in the trade or business’ means, 
with respect to any taxable year, the sum of— 

“(A) the additional ipvelianeal in deprec iable property 
for the taxable year, and 

‘(B) the additional investment in inventory property for 
the taxable year. 

“(4) DeprReCIABLE PROPERTY.—The term ‘depreciable prop- 
erty’ means property used in the trade or business of a character 
which is subject to the allowance for depreciation provided in 
section 167. 

“(5) Inventory PRopERTY.—The term ‘inventory property’ 
means stock in trade and other property of a kind which i 
properly includible in inventory. 


“(d) ELEcTION. 


“(1) Wuen mMAve.—The election provided by subsection (a) 
shall, under regulations prescribed by the Secretary or his del- 
egate, be made for any taxable year within the time prescribed 
by law (including extensions thereof) for filing the return for the 

taxable year. Such election shall apply only to the taxable year 
with oe t to which it is made. 

(2) Contents.—At the time of making the election provided 
by ie tion (a), the taxpayer shall, under regulations prescribed 
by the Secretary or his delegate, file a statement showing— 

“(A) the amount of the deduction under subsection (a) 
which is allowable for additional investment “~ the trade or 
business made by him during the taxable year, and, if the 
taxpayer does not elect to take the full ‘nue allowable, 
the amount of the deduction claimed for the taxable year, 

“(B) the amount of the deduction claimed under subsec- 
tion (a) which is attributable to additional investment in 
depreciable property during the taxable year, 

“(C) the amount of the deduction claimed under subsec- 
tion (a) which is attributable to additional investment in 
inventory property during the taxable year, 

‘‘(D) in respect of the amount desc ribed in subparagraph 
(B), the specific items of depreciable property acquired during 
the taxable year with respect to which adjustments to basis 
have been made under subsection (e) and the amount of the 
adjustment made by the taxpayer for each such item, and 

“(E) such other information as the Secretary or his dele- 
gate may by regulation prescribe. 
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(3) ELecTION IRREVOCABLE.—An election made under sub- 
section (a) for any taxable year may not be revoked except with 
the approval of the Secretary or his delegate. The selection by 
the taxpayer of the items of depreciable property with respect to 
which adjustments to basis under subsection (e) are made, and 
the amount of the adjustment for each such item, as shown in 
the statement filed under paragraph (2), may not be modified 
except with the approval of the Secretary or his delegate. 

‘‘(e) ADJUSTMENTS TO Basis or DepreciABLE Proprerty.—The 
taxpayer shall make proper adjustment to the basis of the items of 
depreciable property acquired during the taxable year, or to such of 
such items as he may select, in suc h amounts as will account for the 
amount of the deduction allowed under subsection (a) for the tax- 
able year which is attributable to the additional investment in 
depreciable property for the taxable year. 

“(f) Gain From Sate or Excuance or DepreciaBLe Prop- 
ERTY.—Gain from the sale or exchange of depreciable property in 
respect of which an adjustment to basis is made under subsection (e) 
shall, to the extent that the adjusted basis of such property is less 
than its adjusted basis determined without regard to any adjustment 
to basis made under section (e), be considered as gain from the sale 
or exchange of property which is neither a capital asset nor property 
described in section 1231. 

“(o¢) Decrease IN INVENTORY VALUE.— 

(1) INCREASE OF TAXABLE INCOME.—I{— 

“(A) the taxpayer has elected to take the deduction 
allowed by subsection (a) for any taxable year, and any 
part of the amount allowed as a deduction for such taxable 
year is attributable to additional investment in inventory 
property, and 

“(B) at the close of any subsequent taxable year, the 
inventory value of the inventory property of the trade or 
business is less than the inventory value of the inventory 
property of the trade or business at the beginning of the first 
taxable year with respect to which the taxpayer elected to 
take the deduction allowed by subsection (a) any part of 
which was attributable to additional investment in inventory 
property, increased by an amount equal to the sum of the 
amounts allowed as a deduction under subsection (a) for all 
prior taxable years which are attributable to additional invest- 
ment in inventory property, and reduced by the sum of the 
amounts by which the taxpayer’s taxable income for all prior 
taxable years has been increased under this subsection, 

then the taxpayer’s taxable income for such subsequent taxable 
year shall, for purposes of this subtitle, be increased by the amount 
determined under paragraph (2). 

(2) AMOUNT OF INCREASE.—The amount of increase in tax- 
able income referred to in paragraph (1) is the lesser of the 
following: 

“(A) the amount by which the inventory value of the 
inventory property at the beginning of such subsequent tax- 
able year exceeds the inventory value of the inventory 
property at the close of such subsequent taxable year, or 
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“(B) the sum of the amounts allowed under subsection (a) 
as a deduction in all prior taxable years which were attrib- 
utable to additional investment in inventory property, 
reduced by the sum of the amounts by which the taxpayer’s 
taxable income has been increased under this subsection for 
all prior taxable years. 

“(3) SPECIAL RULE FOR APPLICATION OF SUBSECTION.—If the 
inventory value of the inventory property at the beginning of any 
taxable year after the first taxable year for which the taxpayer 
has elected to take the deduction allowed by subsection (a) any 
part of which was attributable to additional investment in inven- 
tory property is less than the inventory value of the inventory 
property at the beginning of such first taxable year, then, for 
purposes of paragraphs (1) and (2), any subsequent taxable year 
for which the taxpayer elects to take the deduction allowed by 
subsection (a) any part of which is attributable to additional 
investment in inventory property shall be considered as the first 
taxable year for which the taxpayer has elected to take the 
deduction allowed by subsection (a) any part of which is attrib- 
utable to additional investment in inventory property. 

“(h) SaLe orn ExcHaNGe OF THE TRADE OR Bustness.—lIf a tax- 
payer who has elected for any taxable year to take the deduction 
allowed by subsection (a) sells, exchanges, or otherwise disposes of 
his trade or business— 

(1) the gain upon such sale, exchange, or other disposition 
shall be considered as gain from the sale or exchange of property 
which is neither a capital asset nor property desc ribed in section 
1231 to the extent that the adjusted basis of depreciable property 
used in the trade or business on the date of such sale, exchange, 
or other disposition is less than its adjusted basis determined 
without regard to subsection (e), and 

“(2) the taxpayer’s taxable income for the taxable year in 
which such sale, exchange, or other disposition occurs shall be in- 
creased by the sum of the amounts allowed under subsection (a) 
as a deduction in all taxable years which were attributable to 
additional investment in inventory property, reduced by the sum 
of the amounts by which the taxpayer’s s taxable income has been 
increased in all taxable years under subsection (g). 

“G) Taxpayer Crasine To ENGAGE IN TRADE oR Bustness.—lf 
a taxpayer who has elected for any taxable year to take the deduc- 
tion allowed by subsection (a) ceases to engage in his trade or busi- 
ness, but does not sell, exchange, or otherwise “dispose of the trade or 
business, such ceasing to engage in his trade or business shall, for pur- 
poses of subsection (h), be considered as a sale of such trade or busi- 
ness and the last he on which the taxpayer engages in the trade or 
business shall be considered as the date of sale. 

“(j) Spectra, RuueEs ror APPLICATION OF SECTION.- 

(1) Morr THAN ONE TRADE OR BUSINESS.—For purposes of 
this section, if more than one trade or business is owned, directly 
or indirectly, by the same person or persons, all such trades or 
businesses owned by such person or persons shall, under regula- 
tions prescribed by the Secretary or his delegate, be treated as 
one trade or business. 
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‘“‘(2) PARTNERSHIPS, TRUSTS, AND ESTATES.—The Secretary or 
his delegate shall prescribe regulations for the application of this 
section to partnerships, trusts, and estates,”’ 

(b) TrcuntcaL AMENDMENTS.— 

(1) The table of sections for such part is amended by adding 
at the end thereof 

“Sec. 178. Additional investment in depreciable property or in- 
ventory.” 

(2) Section 63 of the Internal Revenue Code of 1954 (relating 
to definition of taxable income) is amended by adding at the end 
thereof the following new subsection: 

“(c) TaxaBLe INcomME Resuttinc From Decrease In INVEN- 
TORY.— 

“(1) For conditions under which taxable income may be in- 
creased as a result of a decrease in the inventory of a trade or 
business, see section 178 (g). 

‘“‘(2) For conditions under which taxable income may be in- 
oe upon the sale, exchange, or other disposition of a trade 
or business, see section 178 (h).”’ 

(3) Section 1016 (a) of such Code (relating to adjustments to 
basis) is amended by striking out the period at the end of para- 
graph (16) and inserting in lieu thereof a semicolon, and by adding 
after paragraph (16) the following new paragraph: 

‘“‘(17) in the manner and to the extent provided in section 178 
(e), for amounts allowed as deductions under section 178 (a) 
which are attributable to additional investment in depreciable 
property.” 

(c) Errective Date.—The amendments made by this section shall 
apply to taxable years beginning after December 31, 1957. 

SEC. 3. VOLUNTARY RETIREMENT PLANS. 

(a) DepuctTion ror Amounts Parp Aas RETIREMENT Deposits. 

(1) Part VII of subchapter B of chapter 1 of the Internal 
Revenue Code of 1954 (relating to additional itemized deductions 
for individuals) is amended by renumbering section 217 as 218, 
and by inserting after section 216 the following new section: 

“SEC. 217. AMOUNTS PAID AS RETIREMENT DEPOSITS. 

“(a) GENERAL RuuLeE.—In the case of an individual (other than an 
individual described in subsection (e)), there shall be allowed as a 
deduction the amount paid by him within the taxable year as a retire- 
ment deposit, but net in excess of the amount computed under the 
provisions of subsections (b), (c) and (d) of this section. Amounts 
paid by an individual as a retirement deposit within four and one-half 
months after the close of a taxable year may, at the election of the 
taxpayer (made under regulations prescribed by the Secretary or his 
delegate), be treated as havi ing been paid on the last day of the taxable 
year. 

“(b) Limrrations.—Except as provided in subsections (c) and (d), 
the total amount deductible under subsection (a) by any individual 
for any taxable year shall not exceed $1,000 or 10 percent of his 
adjusted gross income (computed without regard to the deduction 
allowed by subsection (a)), whichever is the lesser. 

“(¢) SpeciaL Rute.—In the case of any individual who reached 
his fiftieth birthday before January 1, 1958, the annual limit on the 
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amount deductible by him under subsection (a) shall be increased 
over that provided in subsection (b) by one-tenth for each full year 
of his age in excess of fifty and not in excess of seventy, determined 
as of Januar y 1,1958. The increased deduction under this subsection 
shall not apply to taxable vears of an individual after the taxable 
vear in which he reaches age seventy. 

“(d) Unusep Depuction AbDJUSTMENT. 

“(1) ALLowance.—The limit on the amount annually deduct- 
ible under subsection (a) as determined unders subsections (b) 
or (c), as the case may be, shall be increased in the case of an 
individual having an unused deduction by an amount equal to 
the excess, if any, of $1,000 over the amount deductible under 
subsection (a) without reference to this subsection, but not in 
excess of the taxpayer’s unused deduction adjustment. 

“(2) ComputatTion.—The unused deduction adjustments for 
any taxable vear shall be the aggregate of the unused deduction 
carryovers. 

“(3) DEFINITION OF UNUSED DEDUCTION.—For purposes of 
this subsection, the term ‘unused deduction’ means the excess, 
if any, of (A) the amount which, if paid as a retirement deposit, 
could be ee ‘ted under subsection (a) by an individual during 
the taxable year, over (B) the amount so paid or treated as 
having been paid during such year. 

““(4) AMOUNT OF CARRYOVER.—If for any taxable year begin- 
ning after December 31, 1957, an individual has an unused de due- 
tion, such unused deduction shall be an unused deduction carry- 
over for each of the succeeding five taxable years. The entire 
amount of the unused deduction carryover for any oa year 
shall be carried to the first succeeding taxable year. There 
shall be carried to each of the other four succeeding Seaahie years 
only so much of such unused deduction carryover as was not 
availed of as a deduction in one or more of the prior taxable 
years to which such unused deduction carryover may be carried. 

“(e) InprvipvaLts TO Wuom Section Does Nor Appiy.—Sub- 
section (a) shall not apply for any taxable year to an sidiviiueal— 

“(1) who during the taxable year receives a payment under, 

“(2) in respect of whom during the taxable year a contribution 
is made or treated as having been made under, or 

“(3) who during the taxable year or any prior taxable year 
received a distribution of his interest in 

a pension or annuity plan of an employer qualifying under section 401 
(a), or under section 165 (a) of the Internal Revenue Code of 1939. 

“(f) DerritTion oF RetrREMENT Deposit.—As used in this chap- 
ter, the term ‘retirement deposit’ means a payment in money to a 
restricted retirement fund described in section 405 (a), or to a life 
insurance company (as defined in section 801) as premiums under a 
restricted retirement policy. In the case of retirement deposits paid 
as premiums under a restricted retirement policy, if the policy pro- 
vides for life insurance protection, that portion of such premiums 
which (under regulations prescribed by the Secretary or his delegate) 
is properly allocable to the cost of such life insurance protection shall 
not be deductible under this section. 

“(9) DEFINITION OF RustRicTED RETIREMENT FuNp.—For defini- 
tion of ‘restricted retirement fund,’ see section 405 (a). 
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“(h) Derinition or Restricrep Retirement Poticy.—For pur- 
poses of this chapter, the term ‘restricted retirement policy’ means an 
annuity, endowment, or life insurance contract, or combination 
thereof, other than a term insurance contract, issued by a life insurance 
company on the life of an individual— 
‘*(1) in which such individual has complete ownership and with 
respect to which such individual, in such form and manner as 
may be prescribed by the Secretary or his delegate, has notified 
the insurance company of his intention to deduct premiums from 
gross income pursuant to and subject to the limitations of this 
section and has had an endorsement to that effect entered thereon 
as provided in section 6047, and 
‘“‘(2) which provides that it shall be nonassignable except as to 
the right of the insured (A) to designate one or more beneficiaries 
to receive the proceeds in the event of his death, or (B) to desig- 
nate a joint, survivor, or joint and survivor annuitant effective 
upon his reaching age sixty-five. 
“(1) Cross RererRENCES.—For amounts includible in taxable in- 
come with respect to retirement deposits, see sections 78 and 79.” 
The table of sections for part VII of subchapter B of chap- 
ter 1 of the Internal Revenue Code of 1954 is amended by striking 
out 
“Sec. 217. Cross references.” 

and by inserting in lieu thereof the following: 
“Sec. 217. Amounts paid as retirement deposits. 
‘Sec. 218. Cross references.” 

(3) Section 62 of the Internal Revenue Code of 1954 (relating 
to definition of adjusted gross income) is amended by inserting 
after paragraph (6) the following new paragraph: 

““(7) DepucTION OF AMOUNTS PAID AS RETIREMENT DEPOS- 
1ts.—The deduction allowed by section 217.” 

(b) Rerurns or Lire INsuRANCE CoMPANiEsS AND Banks WITH 
Respect To Restricted ReTrREMENT Powicres AND FuNDs.— 

(1) Subpart B of part III of subchapter A of chapter 61 of the 
Internal Revenue Code of 1954 (relating to information returns) 
is amended by adding at the end thereof the following new 
sections: 


“SEC. 6047. RETURNS OF LIFE INSURANCE COMPANIES WITH 
RESPECT TO RESTRICTED RETIREMENT POLICIES. 
“(a) InrriaL Rerurns.—Every life insurance company, upon 
receiving notification from an individual of his intention, with respect 
to any contract issued by such company, to deduct premiums paid 
as retirement deposits pursuant to section 217, shall within 60 days 
thereafter endorse on such contract the words ‘Restricted Retirement 
Policy Pursuant to Section 217 of the Internal Revenue Code of 1954’ 
and shall make a return in accordance with regulations prescribed by 
the Secretary or his delegate. 
“(b) Furruer Rerurn.—Thereafter, in the event that— 
(1) such a contract is surrendered for its cash value or 
assigned, 0 
(2) a nonforfeiture option under such a contract (other than 
reduced paid-up insurance) becomes operative, or 
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“(3) any part of the cash value of such a contract is borrowed 
or advanced (other than borrowing or advance solely to pay a 
premium thereon, in an amount not in excess of one annual 
premium which is repaid in full within 12 months following the 
due date of such premium) 
such company shall make a return in accordance with regulations 
prescribed by the Secretary or his delegate. 

“(c) Excrprion.—The return provided for under subsection (b) 
shall not be required in the case of exercise by an individual of any 
‘ash, loan, or nonforfeiture value to the extent it had accrued on 
such contract prior to the time it became a restricted retirement 
policy as defined in section 217 (h). 

“SEC. 6048. RETURNS OF BANKS WITH RESPECT TO RESTRICTED 
RETIREMENT FUNDS. 

“Every bank which becomes a trustee or custodian of a restricted 
retirement fund created pursuant to section 217 shall file such re- 
turns, in such form and at such times, as may be prescribed under 
see 7 prescribed by the Secretary or his delegate.” 

) The table of sections for subpart B of part III of sub- 
Fr! ie A of chapter 61 of the Internal Revenue Code of 1954 
is amended by adding at the end thereof the following: 

“Sec. 6047. Returns by life insurance companies with respect to 
restricted retirement policies. 

Sec. 6048. Returns by banks with respect to restricted retire- 
ment funds.”’ 

(c) RestricreD RETIREMENT FuNDs. 

(1) Part I of subchapter D of chapter 1 of the Internal Revenue 
Code of 1954 (relating to pension, profit-sharing, stock bonus 
plans, etc.) is amended by adding at the end thereof the following 
new section: 
“SEC. 405. RESTRICTED RETIREMENT FUNDS. 

‘“‘(a) For purposes of this chapter, the term ‘restricted retirement 
fund’ means a trust or custodian account established under a retire- 
ment plan for individuals. For the purposes of this section, the term 
‘retirement plan’ means either a trust instrument creating a trust or a 
written agreement creating a custodian account for the exclusive 
benefit of the participating individual or individuals who are members 
of the plan for the purpose of investing and reinvesting, and of dis- 
tributing to the respective members prior to the date they have 
reached age 72, or to their beneficiaries (which term, whenever used 
in this section, includes the estate of the individual), the corpus, 
profits, and earnings of the trust or the assets of the custodian account, 
if under the plan 

“(1) the interest of a member is nonassignable, except that he 
may have the right 

“(A) to designate one or more beneficiaries to succeed to 
any interest in the trust or custodian account to which he 
may be entitled at his death; 

“(B) in the case of a trust if the plan so provides, to direct 
the trustee to transfer his interest to a custodian account or 
to another trust to be designated by him which is established 
pursuant to a retirement plan for individuals; and 

“(C) in the case of a custodian account if the plan so pro- 
vides, to direct the custodian to transfer his interest to a 
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trust or to another custodian account to be designated by 
him which is established pursuant to a retirement plan for 
individuals; 

(2) the trustee or custodian is a bank (as defined in section 
581); and 

““(3) the trustee or custodian— 

(A) is authorized and directed under the trust instrument 
or agreement creating the custodian account to invest and 
reinvest the assets of the trust or account only in stock or 
securities listed on a recognized exchange (other than stock 
or securities in a corporation in which a member of the plan 
owns (including ownership attributed under section 318 
(a) (1)) more than 10 percent of the voting stock), bonds or 
other evidence of indebtedness issued by the United States, 
any State, Territory, or the District of Columbia or instru- 
mentalities of any of the foregoing, and stock in a regulated 
investment company meeting the requirements of section 851 ; 

“(B) is prevented under the trust instrument or agreement 
creating the custodian account from applying amounts paid 
into the fund as premiums on a restricted retirement policy 
containing insurance protection unless the insured pays so 
much of such premiums as is attributable to such insurance 
protection; and 

“(C) is directed under the trust instrument or agreement 
creating the custodian account not to exercise any right to 
extended paid-up term insurance. 

‘(b) For purposes of this chapter and of subtitle F (relating to 
procedures and information), a custodian account meeting the require- 
ments of this section shall be treated as if it were an organization 
separate and apart from the member or members participating in the 
retirement plan under which it is established, and the income of the 
fund held in such custodian account shall be treated in accordance 
with the provisions of section 501 and shall not be included in the 
income of such member or members or their beneficiaries except to 
the extent and in the manner provided in sections 78 and 79. 

‘“‘(c) The trustee or custodian shall be empowered to return any 
amount paid to the fund by a member in excess of the amount de- 
ductible under subsections (b), (ec), and (d) of section 217 on satis- 
factory proof that it is in excess of such deductible amount.” 

(2) Subsection (a) of section 501 of the Internal Revenue Code 
of 1954 (relating to exemption from tax of certain organizations) 
is amended to read as follows 

“(a) Exemption From Taxatron.—An organization described in 
subsection (c) or (d), section 401 (a), or section 405 (a), shall be 
exempt from taxation under this subtitle unless such exemption is 
denied under section 502, 503, or 504.” 

The provisions of section 503 shall be applicable to a re- 
stricted retirement fund in the same manner that they are 
applicable in the case of a trust described in section 401 (a). 

(4) Subsection (a) (2) of section 511 of the Internal Revenue 
Code of 1954 (imposing a tax on the unrelated business income of 
certain organizations) is amended to read as follows: 

(2) ORGANIZATIONS SUBJECT TO TAX.— 

(A) ORGANIZATIONS DESCRIBED IN SECTION 501 (€) (2) (8), 
(5), AND (6) AND SECTIONS 401 (a) AND 405 (a).—The taxes im- 
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posed by paragraph (1) shall apply in the case of any organi- 
zation (other than a orn convention, or association of 
churches, or a trust described in subsection (b)) which is 
exempt, except as provided in this part, from taxation under 
this subtitle by reason of section 401 (a), section 405 (a), or 
of paragraph (3), (5), or (6) of section 501 (c). Such taxes 
shall also apply in the case of a corporation described in 
section 501 (c) (2) if the income is payable to an organization 
which itself is subject to the taxes imposed by paragraph (1) 
or to a church or to a convention or association of churches.” 
(5) The table of sections for part I of subchapter D of chapter 
1 of sh Internal Revenue Code of 1954 is amended by adding at 
the end thereof the following: 


“Section 405. Restricted retirement funds.” 


(d) Distrisutions From Restrictep RETIREMENT FUNDS AND 
Unver Resrrictep RETIREMENT POLICIES. 

(1) Part II of subchapter B of chapter 1 of the Internal 
Revenue Code of 1954 (relating to items specifically included in 
gross income) is amended by adding at the end thereof the 
following two new sections: 

““SEC. 78. DISTRIBUTIONS FROM A RESTRICTED RETIREMENT FUND 

“(a) IncLusion 1n Gross INcomr.—Amounts of money and the 
fair market value of property distributed to an individual or his bene- 
ficiary or beneficiaries from a restricted retirement fund (as defined in 
section 405 (a)) shall be includible in the recipient’s gross income for 
the taxable cae in which received. Notwithstanding the provisions 
of section 63 (relating to the definition of taxable income), the tax- 
able income of the recipient for such year (and for any year included 
in the computation under subsection (b) of this section) for purposes 
of sections 1 and 3 shall be deemed to be not less than (i) the amount 
so distributed to him plus (ii) any amount includible in his gross in- 
come for the taxable year under section 79 (a), minus the amount of 
any deductions allowed by section 151 (relating to deductions for per- 
sonal exemptions). 

“(b) Minrmum AND Maximum Tax ON Certain DIstRIBUTIONS.— 
In the case of distributions made to an individual prior to his reaching 
age 65, the tax attributable to the amount included in gross income 
under subsection (a) shall be 110 percent of the aggregate amount of the 
taxes which would have been payable had such amount been included 
in such individual’s gross income ratably over the taxable year and 
the four taxable years immediately prec eding (or such lesser number 
of immediately preceding taxable years in which retirement deposits 
were made or treated as havi ing been made by him under section 217). 

“(e) Lump Sum Disrrisutions, erc.—If within one taxable year 
the entire interest of an individual in all restricted retirement funds 
in which he is a participant— 

“(1) is distributed to him after he has reached age 65 and 
after having been accumulated during at least five taxable years 
(whether or not consecutive), there having been no prior dis- 
tributions to him, o1 

““(2) is distributed to his estate or other beneficiary or benefi- 
ciaries after his death, 
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the tax attributable thereto in the year of distribution shall not be 
greater than five times the increase in tax resulting from the inclusion 
in the gross income of the distributee of 20 per centum of such dis- 
tribution. 

“(d) Annuity, ENpDowmMENT or Lire [NsuRANCE CoNntTRACTS.— 
Annuity, endowment, or life insurance contracts distributed to an 
individual or his beneficiar y shall not be taxed under this section but 
shall be taxed as provided in section 79. 


“SEC. 79. DISTRIBUTIONS UNDER A _ RESTRICTED RETIREMENT 
POLICY. 


“(a) TaxaBinity OF INDIvIDUAL OR BeNEFICIARY.—-Amounts paid 
to an individual or his beneficiary or beneficiaries wnider a restricted 
retirement policy (other than on account of the death of the insured) 
shall be taxable under section 72 (relating to annuities) in the year in 
which so paid, except that section 72 (e) (3) shall not apply. Not- 
withstanding the provisions of section 63 (relating to the definition of 
taxable income), the taxable income of the recipient for such year (and 
for any year included in the computation under subsection (d) of this 
section) for purposes of sections 1 and 3 shall be deemed to be not less 
than (i) the amount so paid to him plus (ii) any amount includible in 
his gross income for the taxable year under section 78 (a), minus the 
amount of any deductions allowed by section 151 (relating to deduc- 
tions for personal exemptions). In computing, for purposes of section 
72 (c) (1) (A), the aggregate amount of premiums or other considera- 
tion paid for the policy, and for purposes of section 72 (e) (1), the 
aggregate premiums or other consideration paid, only such amounts as 
were not deductible under section 217 shall be included. 

‘“(b) Amounts Parip By RgeAsON OF THE DEATH OF THE INSURED. — 
In the case of amounts paid or made available to a beneficiary (which 
term as used herein shall include the estate of the insured) under a 
restricted retirement policy by reason of the death of the insured, such 
amounts, less that part thereof which, under regulations prescribed 
by the Secre tary or his delegate, is attributable to premiums paid to 
a life insurance company under the contract which are not deductible 
under section 217, shall (notwithstanding any other provision of this 
chapter) be includible in gross income of the beneficiary if the year 
in which so paid or made available. 

“(c) Borrowina, etc.—lIf in any taxable year any part of the cash 
value of the restricted retirement policy is borrowed by or advanced 
to the insured (other than a borrowing or advance solely to pay a 
premium thereon in an amount not in excess of one annual premium, 
which borrowing or advance is repaid in full within 12 months follow- 
ing the due date of such premium) the amount so borrowed or advanced 
shall, for the purpose of this section, be deemed to have been paid to 
the insured in such year. If in any taxable year a nonforfeiture option 
(other than to receive reduced paid-up insurance) becomes operative 
as to any restricted retirement policy an amount equal to the cash 
surrender value of such policy shall be treated as having been paid to 
the insured in such year. The provisions of this subsection shall not 
apply in the case of exercise by the insured of rights with respect to 
any cash, loan, or nonforfeiture value solely to the extent that it had 
accrued under any such policy prior to the time it became a restricted 
retirement policy within the meaning of section 217 (h). 
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“(d) Minrmum aNnpD Maximum Tax ON Crrtain DistrisuTions.— 
In the case of an amount paid or deemed under subsection (c) to have 
been paid to an individual under a restricted retirement policy prior to 
his reaching age 65, the tax attributable to the amount included in his 
gross income under this section shal] be 110 percent of the aggregate 
amount of the taxes which would have been payable had the amount so 
paid or treated as having been paid been included in the insured’s gross 
income ratably over the taxable year and the four taxable years 
immediately preceding (or such lesser number of immediately preced- 
ing taxable years in which retirement deposits were made or treated as 
having been made by him under section 217). 

“(e) Lump Sum Disrrisutions, etc.—If within one taxable year 
the entire interest of the insured under all restricted retirement policies 
in which he is the insured— 

“‘(1) is paid to him after he has reached age 65 and after such 
policy has been in force for at least five years, there having been 
no prior distributions to him thereunder, or 

““(2) is paid to his estate or other beneficiary or beneficiaries 
after his death, 

the tax attributable thereto in the year so paid shall not be greater 
than five times the increase in tax resulting from the inclusion in the 
gross income of the recipient of 20 percent of such payment.” 

(2) The table of sections for part II of subchapter B of chapter 1 
of the Internal Revenue Code of 1954 is amended by adding at 
the end thereof the following: 

“Sec. 78. Distributions from a restricted retirement fund. 
“Sec. 79. Distributions under a restricted retirement policy.” 

(e) TreEaTMENT oF AmouNTS RECEIVED BY A SURVIVING SPOUSE 
or OrHer Benericiary Unper a Restricrep RetireMENT FunD 
or Restricted RETIREMENT Po ticy.—Section 691 of the Internal 
Revenue Code of 1954 (relating to recipients of income in respect of 
decedents) is amended by redesignating subsection (e) as (f), and by 
inserting after subsection (d) the following new subsection: 

“(e) DistRIBUTIONS TO A SURVIVING Spouse or OTHER BENE- 
FICIARY OF A PARTICIPANT IN A ReEstRICTED RETIREMENT FuND, 
ETc.—For purposes of this section, distributions to a beneficiary of a 
member of a restricted retirement fund (as defined in section 405 (a)), 
or to a surviving annuitant or distributee under a restricted retire- 
ment policy (as defined in section 217 (h)), shall be deemed to be an 
item of gross income in respect of a decedent which is not properly 
includible in respect of the taxable period in which falls the date of 
his death or a prior period, within the meaning of this section.” 

(f) Errective Dare.—The amendments made by this section shall 
apply only with respect to taxable years beginning after December 31, 
1957. 

SEC. 4. INSTALLMENT PAYMENTS OF ESTATE TAX OF ESTATES 
COMPRISED PRIMARILY OF SMALL-BUSINESS HOLDINGS, 

(a) Erection To Make InsTALLMENT PAayMENts.—Subchapter B 
of chapter 62 of the Internal Revenue Code of 1954 (relating to ex- 
tensions of time for payment of tax) is amended by adding at the end 
thereof the following new section: 
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“SEC. 6166. EXTENSION OF TIME FOR INSTALLMENT PAYMENTS OF 
ESTATE TAX. 


“(a) Evection To Make INSTALLMENT PAYMENTS.— 

(1) PAYMENT IN 2 TO 10 INSTALLMENTS.—The executor of 
any estate subject to the tax imposed by chapter 11 which is a 
small business estate within the meaning of this section may 
elect to pay the amount of such tax in 2 or more (but not exceed- 
ing 10) equal installments. 

(2) PAYMENT IN 11 TO 20 INSTALLMENTS.—If the Secretary 
or his delegate finds that the payment in 10 installments of the 
tax imposed by chapter 11 on any estate which is a small business 
estate within the meaning of this section would result in an 
undue hardship to the estate, the executor of such estate may 
elect to pay the amount of such tax in any number (not exceeding 
20) of equal installments as may be approved by the Secretary 
or his delegate. 

“(b) ExTENSION oF TIME FOR PAYMENT or Tax.—lIf an election 
is made under subsection (a), the time for payment of the tax imposed 
by chaper 11 shall be extended— 

“‘(1) with respect to so much of such tax as is represented by 
the second installment, until one year following the date pre- 
scribed by section 6151 for payment of the tax, and 

(2) with respect to so much of such tax as is represented by 
each succeeding installment, until one year following the date 
prescribed by this subsection for payment of the preceding 
installment. 

“(c) Time For Payment oF InTEREST.—If an election has been 
made under subsection (a), interest payable under section 6601 (a) 
on the unpaid amount of tax shall be paid annually at the same time 
as, and as a part of, each installment payment of the tax. 

“(d) ProratTion oF Dericiency To INsSTALLMENTs.—If an elec- 
tion has been made under subsection (a) and a deficiency is assessed 
prior to the payment of the last installment, the deficiency shall be 
prorated to the installments remaining unpaid on the date of such 
assessment, and the part of the deficiency so prorated to each such 
installment shall be collected at the same time and as a part of such 
installment. 

““(e) INSTALLMENTS Parip 1n Apvancre.—At the election of the 
executor, any installment, or part thereof, under subsection (a) may 
be paid prior to the date prescribed for its payment by subsection (b). 

“(f) AccCELERATION OF PAyMENTs.—If— 

‘“(1) any installment under subsection (a), together with in- 
terest payable under subsection (c), is not paid on or before the 
date prescribed for its payment by subsection (b), or 

‘““(2) more than 50 percent in value of the property comprising 
the gross estate which is property described in paragraphs (1), 
(2), or (3) of subsection (g) is sold, distributed, or otherwise dis- 
posed of by the executor, 

the whole of the unpaid tax, together with any unpaid interest, shall 
be paid upon notice and demand from the Secretary or his delegate. 

“(¢) SmaLtL Bustness Estate Derinep.—For purposes of this 
section, the term ‘small business estate’ means an estate in which 
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property comprising 50 percent or more of the value of the «gross 
estate consists of any of the following: 

“(1) Capital assets (other than money), or property used in 
the trade or business, of an unincorporated business enterprise 
in which the decedent owned a proprietary interest. 

“(2) An undivided proprietary interest in a partnership of 
which the decedent was a partner. 

(3) Stock of a corporation in which the decedent owned (at 
the time of his death) 10 percent or more of all outstanding stock. 

“(h) Bono Nor Requirep.—The provisions of section 6165 shall 
not apply to any extension of time provided by subsection (b) for 
payment of the tax imposed by chapter 11.”’ 

(b) TecunicaL AMENDMENTS.— 

(1) The table of sections for such subchapter is amended by 
adding at the end thereof 

“Sec. 6166. Extension of time for installment payments of estate 
tax.” 

(2) Section 6161 of such Code (relating to extension of time 
for paying tax) is amended by redesignating subsection (d) as 
subsection (e), and by inserting after subsection (c) a new sub- 
section as follows: 

“(d) InstaLLMENT PayMeNt oF Estate Tax.—lIn any case in 
which an executor has elected under section 6166 to pay the tax im- 
posed by chapter 11 in installments, subsection (a) (2) shall not apply 
to the amount determined by the executor as the tax imposed by chap- 
ter 11, and subsection (b) shall not apply to the amount determined 
as a deficiency with respect to any such. tax.”’ 

(3) Section 6601 (h) of such Code (relating to interest on 
underpayments, etc.) is amended to read as follows: 

“(h) Cross REFERENCES. 

**(1) For special provision relating to time for payment of interest on 

the estate tax on small business estates, see section 6166 (c). 

“(2) For provisions prohibiting interest on certain adjustments in 

tax, see section 6205 (a).’’ 

(c) Errective Dare.—The amendments made by this section shall 
apply only with respect to the estates of decedents dying after De- 
cember 31, 1957. 

SEC. 5. USE OF NEW METHODS AND RATES OF DEPRECIATION FOR 
USED PROPERTY. 

(a) Usep Property Acqurirep Arrer 1957.—Section 167 of the 
Internal Revenue Code of 1954 (relating to depreciation) is amended 

(1) by striking out the period at the end of subsection (¢) (2) 
and inserting in lieu thereof ‘, or’’; 

(2) by adding at the end of subsection (c) a new paragraph as 
follows: 

(3) acquired after December 31, 1957, if the original use of 
such property does not commence with the taxpayer, and the use 
of such property by the taxpayer commences after such date.’’; 
and 

(3) by redesignating subsection (h) as (i), and by inserting after 
subsection (g) a new subsection as follows: 
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‘““(h) Limrrations Wirs Respect to Usep Properry.— 

(1) ANNUAL LIMITATION.— Paragraph (3) of subsection (c) 
shall apply to property acquired in any taxable year only to the 
extent that the basis of such property (determined as of the close 
of the day of its acquisition), when added to the basis of all other 
property described in such paragraph (determined as of the close 
of the day of its acquisition) which is acquired by the taxpayer 
during the same taxable year, does not exceed $50,000. his 
paragraph shall not apply to property acquired by the taxpayer 
during any taxable year which is included within a 60-month 
period with respect to which an election under paragraph (2) has 
been made. 

(2) Frve-YEAR LIMITATION.—At the election of the taxpayer, 
paragraph (3) of subsection (c) shall apply to property acquired 
in any taxable year to the extent that the basis of such property 
(determined as of the close of the day of its acquisition), when 
added to the basis of all property described in such paragraph 
(determined as of the close of the day of its acquisition) which 
is acquired by the taxpayer during the 60-month period which 
includes such taxable year, does not exceed $250,000. The 
60-month period shall begin, with respect to any taxable year, 
with the first day of the first taxable year for which the taxpayer 
elects to have the provisions of this paragraph apply. Such 
election shall be irrevocable, except with the approval of the 
Secretary or his delegate, and shall be made in such manner and 
at such time as the Secretary or his delegate shall by regulations 
prescribe.”’ 

(b) Errective Date.—The amendments made by subsection (a) 
shall apply only to taxable years beginning after December 31, 1957. 
SEC. 6. TAXATION OF CORPORATIONS AS PARTNERSHIPS. 

(a) Exection To Be Taxep As PARTNERSHIP.—Subchapter R of 
chapter 1 of the Internal Revenue Code of 1954 (relating to election 
of certain partnerships and proprietorships as to taxable status) is 
amended 

(1) by striking out the heading and table of sections for such 
subchapter and inserting in lieu thereof the following: 


‘Subchapter R——Election of Certain Partnerships, Proprie- 
torships, and Corporations as to Taxable Status 


‘Part I. Alternative taxable status of certain partnerships and 
proprietorships. 
“Part II. Alternative taxable status of certain corporations. 


“PART I. ALTERNATIVE TAXABLE STATUS OF CERTAIN 
PARTNERSHIPS AND PROPRIETORSHIPS 


“Sec. 1361. Unincorporated business enterprises electing to be taxed 
». 


as domestic corporations.”’; 


(2) by inserting after section 1361 a new part as follows: 
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“PART II. ALTERNATIVE TAXABLE STATUS OF CERTAIN 
CORPORATIONS 


“Sec, 1371. Certain corporations electing to be treated as partner- 
ships. 
“SEC. 1371. CERTAIN CORPORATIONS ELECTING TO BE TREATED AS 
PARTNERSHIPS. 

“(a) GenERAL RuLE.—Subject to the qualifications in subsection 
(b), a domestic corporation may, not later than 60 days after the close 
of any taxable year, elect, in accordance with regulations prescribed 
by the Secretary or his delegate, to be treated as a partnership for the 
taxable years during the election period, if all the shareholders owning 
stock in anok corporation at any time on or after the first day of the 
election period and on or before the date of the election consent to the 
election. For purposes of this section, the term ‘election period’ 
means the period beginning with the taxable year with respect to 
which an election is made under this subsection and ending with the 
close of the third taxable year following such taxable year. 

“(b) QuauiFicaTions.—The election described in subsection (a) 
may not be made by a domestic corporation unless at all times on or 
after the first day of the election period and on or before the date of 
election— 

“(1) no shareholder of such corporation is a nonresident alien 
or a foreign partnership; 

“(2) such corporation is not a corporation which was a party 
to a reorganization described in section 368 (b), or a corporation 
to which section 355 (or so much of section 356 as relates to 
section 355) applies and such corporation has not received a 
distribution under section 332 (relating to liquidations of sub- 
sidiaries) except in a case in which the basis of the assets dis- 
tributed is determined under section 334 (b) (2); 

“(3) such corporation has only one class of stock; and 

“(4) no more than 80 percent of the stock of such corporation 
is owned by persons who formerly owned the business of such 
corporation as an unincorporated enterprise taxable as a domestic 
corporation under section 1361. 

“(c) PARTNERSHIP Provisions AppLICcABLE.—Under regulations 
prescribed by the Secretary or his delegate, a domestic corporation 
making the election under subsection (a) shall for the election period 
be considered a partnership for purposes of this subtitle (except 
chapter 2 thereof) and shall be subject to subchapter K (sec. 701 and 
following, relating to partnerships) with respect to formation, opera- 
tion, distributions, liquidation, sale of an interest, and any other 
purpose; and each shareholder of such corporation shall for the election 
period be considered a partner owning an interest in the partnership 
in the proportion which shares owned by such shareholder bear to the 
total number of outstanding shares of such corporation. 

“(d) Exectrion IrrevocaBLe.—Except as provided in subsections 
(e) and (g), the election described in subsection (a) by a domestic 
corporation shall during the election period be irrevocable with respect 
to 

“(1) the electing corporation and its shareholders; and 

“(2) any corporate successor to the business of the electing 
corporation and the shareholders of such successor. 
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“(e) CHANGE oF OwnuErsHIP.—In the first year during the election 
period in which the shareholders who consented to the election de- 
scribed in subsection (a) own 80 percent or less of the stock of a cor- 
poration described in subsection (d), such corporation shall not be 
treated as a partnership for such year or for the remaining taxable 
years in the election period, unless such corporation makes a new 
election in accordance with the provisions of subsection (a). 

“(f) ConstrucTIVE OwnersHIP.—For purposes of subsections (b) 
(4) and (e), the ownership of a stock interest shall be determined in 
accordance with the rules for constructive ownership of stock provided 
in section 267 (c) other than paragraph (3) thereof. 

“(e) DisquaLiricaTion.—lf, during the election period, a corpora- 
tion described in subsection (d) issues stock of a different class than 
that outstanding, the election described in subsection (a) shall be 
deemed never to have been made and the corporation shall be liable 
for all taxes due (except penalties) and such taxes may be assessed 
and collected as if no return had been filed. 

‘“(_h) Cross REFERENCE.— 

‘*For period of limitations on assessment and collection of tax where 

no return has been tiled, see section 6501.’’ 

(b) ELection Preriop FOR PARTNERSHIPS AND PROPRIETORSHIPS 
Evectine To Bre Taxep as CorPpoRATIONS.— 

(1) Section 1361 (a) of such Code (relating to unincorporated 
business enterprises electing to be taxed as domestic corporations) 
is amended by striking out “for such year and subsequent years’ 
and inserting in lieu “ther eof “for the taxable years during the 
election period. For purposes of this section, the term ‘election 
period’ means the period beginning with the taxable year with 
respect to which an election under this subsection is made and 
ending with the close of the third taxable year following such 
taxable year” 

(2) Section 1361 (b) of such Code (relating to qualifications 
for unincorporated business enterprises electing to be taxed as 
domestic corporations) is amended by striking out paragraph (4) 
and inserting in lieu thereof the following new paragraph: 

‘‘(4) no proprietor or partners, having more than 80 percent 
interest in the profits or capital of such enterprise, formerly 
owned stock in a corporation which was treated as a partnership 
under section 1371 and which carried on the business of such 
enterprise.” 

(3) Section 1361 (c) of such Code (relating to application of 
corporate provisions) is amended— 

(A) by striking out “shall, except as provided in subsec- 
tion (m), be considered” and inserting in lieu thereof “shall, 
except as provided in subsection (m), for the election period, 
be considered”’; and 

(B) by striking out “shall be considered a shareholder” 
and inserting in lieu thereof “shall, for the election period, 
be considered. a shareholder” 

(4) Section 1361 (e) of such Code (relating to irrevocability 
of election) is amended by striking out ‘shall be irrevocable”’ 
and inserting in lieu thereof “‘shall, during the election period, be 
irrevocable” 
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(5) Section 1361 (f) of such Code (relating to change in owner- 
ship) is amended— 

(A) by inserting after ‘In any year’’ the following: ‘‘during 
the election period’’; and 

(B) by striking out “subsequent years’”’ and inserting in 
lieu thereof ‘‘the remaining taxable years in the election 
period’’. 

(6) Section 1361 (h) of such Code (relating to imposition of 
taxes) is amended by striking out “shall be subject” and inserting 
in lieu thereof “shall, for the taxable years in the election period, 
be subject’”’ 

(7) Section 1361 (j) of such Code (relating to computation of 
taxable income) is amended by inserting after ‘‘taxable income”’ 
the following: ‘‘for the taxable years in the election period’’. 

(8) Section 1361 (k) of such Code (relating to distributions 
other than in liquidation) is amended by striking out ‘‘a distribu- 
tion with” and inserting in lieu thereof ‘‘a distribution during the 
election period with” 

(9) Section 1361 (1) of such Code (relating to distributions in 
liquidation) is amended by inserting after ‘‘A distribution’’ the 
following: ‘‘during the election period”’ 

) TecunicaL AMENDMENTS 

(1) Section 1504 (b) of such Code (relating to definition of 
includible corporation) is amended by adding at the end thereof 
the following new paragraph: 

“(8) Corporations treated as partnerships under section 1371.” 

(2) The table of subchapters for chapter 1 of such Code is 
amended by striking out 


~ 


“SuBCHAPTER R. Election of certain partnerships and proprietor- 
ships as to taxable status.” 
and inserting in lieu thereof 
“SuspcHapter R. Election of certain partnerships, proprietorships, 
and corporations as to taxable status.”’ 

(d) Errective Date.—The amendments made by subsections (a) 
and (c) shall apply to taxable years beginning after December 31, 
1957. The amendments made by subsection (b) shall apply to taxable 
years beginning after December 31, 1953, and ending after August 16, 
1954. 

SEC. 7. INCREASE OF MINIMUM ACCUMULATED EARNINGS CREDIT 

(a) AMENDMENT OF SEcTION 535 (c).—Sections 535 (c) (2) (relating 
to minimum accumulated earnings credit) and 535 (c) (3) (relating to 
accumulated earnings credit of holding and investment companies) 
are amended by striking out ‘$60,000 and inserting in lieu thereof 
““$100,000”’. 

(b) Errective Datre.—The amendments made by subsection (a) 
shall apply to taxable years beginning after December 31, 1957. 

SEC, 8. ESTABLISHMENT OF PRECEDENTS BINDING IN APPLICATION 
OF THE INTERNAL REVENUE LAWS, 

(a) PRECEDENTS BINDING ON SECRETARY OF THE TREASURY.—Sub- 
chapter A of chapter 80 of the Internal Revenue Code of 1954 (relating 
to application of internal revenue laws) is amended by inserting at the 
end thereof the following new section: 
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“SEC. 7810. PRECEDENTS BINDING ON THE SECRETARY, 
‘“‘(a) OrnpER IN WuicH PREcEDENTs ARE BINDING.— 

‘“‘(1) CouRT RENDERING DECISION.—The Secretary or his dele- 
gate, in formulating rules and regulations under the internal 
revenue laws, in making determinations with respect to tax- 
payers, and in otherwise administering and enforcing the internal 
revenue laws, shall be bound by a precedent of— 

‘“‘(A) the Supreme Court of the United States; 

‘“(B) a United States court of appeals, if there is no pre- 
cedent of the Supreme Court of the United States; and 

“(C) the Tax Court of the United States, if there is no 
precedent of the Supreme Court of the United States or a 
United States court of appeals. 

‘“(2) Time or DEcISION.—lIf on the date on which this section 
is enacted there are two or more conflicting precedents of United 
States courts of appeals and no precedent of the Supreme Court 
of the United States with respect to the matter on which the 
precedents of such United States courts of appeals are in conflict, 
the Secretary or his delegate shall be bound by the most rec ent 
of such conflicting precedents. 

“(b) Errect oF ConFLICTING DEcISIONS OR PRECEDENTS.— 

“(1) Tax Court or THE UnitTep Strates.—lf the decision of 
a case by the Tax Court of the United States is adverse to the 
Secretary or his delegate and conflicts with a precedent which is 
binding on the Secretary or his delegate as provided in subsection 
(a), the Attorney General shall appeal the case upon which such 
adverse decision is based to the appropriate United States court 
of appeals. 

*(2) UNITED STATES COURTS OF APPEALS.—If the decision of a 
case by a United States court of appeals is adverse to the Secre- 
tary or his delegate and is in conflict with a precedent which is 
binding on the Secretary or his delegate as provided in subsection 
(a), the Attorney General shall petition the Supreme Court of the 
United States to review, by a writ of certiorari, the case on which 
ae adverse decision is based. 

(c) Precepent.—For purposes of this section, the term ‘precedent’ 
means the whole or any part of a decision of the Supreme Court of the 
United States, a United States court of appeals, or the Tax Court of 
the United States of a case or any aspect thereof (whether arising under 
the Internal Revenue Code of 1954, the Internal Revenue Code of 
1939, or prior internal revenue laws) which case or aspect thereof is 
factually similar to, and as to which there is no relevant distinction 
from, a matter as to which the Secretary or his delegate is formulating 
rules and regulations, making a determination with respect to a 
taxpayer, or administering or enforcing under the internal revenue 
laws; except that no decision or any part thereof shall be a precedent 
unless such decision is a final decision and until no further action (such 
as a petition for a new trial, appeal, request for review, or request for a 
rehearing) can be taken as to the case with respect to which such final 
decision is made.” 

(b) TecunicaAL AMENDMENT.—The table of sections for subchapter 
A of chapter 80 of the Internal Revenue Code of 1954 is amended by 
adding at the end thereof the following: 


“Sec. 7810. Precedents binding on the Secretary.” 


O 
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SUPPLEMENTAL DEFENSE APPROPRIATION BILL, 1958 
JANUARY 31 (legislative day, JANUARY 27), 1958.—Ordered to be printed 


Mr. Haypen, from the Committee on Appropriations, submitted the 
following 


REPORT 


[To accompany H. R. 10146] 


The Committee on Appropriations to whom was referred the bill 
(H. R. 10146) making supplemental appropriations for the Department 
of Defense for the fiscal year ending June 30, 1958, and for other pur- 
poses, report the same to the Senate with various amendments and 
present herewith information relative to the changes made. 


Amount of bill as passed House and reported to the 
Senate $1, 260, 000, 000 


Amount of budget estimates__._..........-------- 1, 260, 000, 000 


SUMMARY OF ACTION 


The bill as reported by the Senate Appropriations Committee pro- 
vides $1,260,000,000 in appropriations and $150,000,000 in transfer 
authority to accelerate our defense efforts. This is the same amount 
as provided by the House of Representatives. It is above the budget 
estimates by $40,000,000 in transfer authority. 

The supplemental budget request does not include any amounts for 
programs previously submitted to the Congress for fiscal year 1958. 
The request represents that part of the fiscal year 1959 program which 
it is felt should be funded during the current fiscal year in order to 
accelerate high priority programs. 

Briefly, the bill provides for the following items. In the Office of 
the Secretary of Defense, it approves $10,000,000 in transfer authority 
for advanced research. 

Under “Interservice activities,’ it provides an_ additional 
$100,000,000 of transfer authority for the emergency fund which may 
be utilized for research, development, test, and evaluation of new 
technological advances. 


20006 
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In the Department of the Army $40,000,000 in transfer authority 
has been added by the House for 2 projects. This amount will provide 
for the development of the Redstone solid propellant missile, known 
as the Pershing, and for the acceleration of the divisional and corps- 
type missiles. 

For the Department of the Navy the bill provides $350,000,000 for 
the acceleration of the Polaris program, including the construction 
of ballistic missile submarines. 

For the Department of the Air Force there is contained $910,000,000. 
Funds provided are for the acceleration of the intercontinental ballistic 
missile and intermediate range ballistic missile operational capa- 
bility; the acceleration of ballistic missile defense capability ; the con- 
struction of alert and dispersal facilities for the Strategic Air Com- 
mand; ballistic missile facilities and ballistic missile defense facilities; 
and for the construction of semiautomatic ground environment 
(SAGE) facilities. 

Through the early passage of this legislation, the Department of 
Defense will be able to proceed immediately in the development and 
production necessary in vital defense areas so as to augment our 
military strength at an earlier date than would otherwise have proved 
possible. 

OFFICE OF THE SECRETARY OF DEFENSE 


SALARIES AND EXPENSES 


ee eetameiee £20, IGG; S00) of. oi occ cele e eee 1 $10, 000, 000 

wale gms wt pia 1 10, 000, 000 

Senate committee recommendation. -______.._.__._--_-_-.------- 110, 000, 000 
1 By transfer. 


The committee recommends that $10,000,000 be made available by 
transfer for expenses necessary for advanced research. This is the 
same amount requested in the budget estimate and provided by the 
House. The language changes on page 2 and page 5 of the bill ‘have 
been made so as to avoid confusion in the proposed establishment of 
an advanced research organization. 


INTERSERVICE ACTIVITIES 


EMERGENCY FUND 


ge oa hk te ow cae bade men = aa 1 $85, 000, 000 
Supplemental estimate (H. Doc. 298) _......-...---.--------.-- ? 100, 000, 000 
I Es a ww nroke apr wlsate be ow eee 2 100, 000, 000 
Senate committee recommendation -_-_-_-_----------.----------- ? 100, 000, 000 


1 Plus $50,000,000 by transfer. 
? By transfer. 


The committee recommends that an additional amount of 
$100,000,000 be provided by transfer for the emergency fund. This 
action is in agreement with that of the House and is the same as the 
budget estimate. 

The emergency fund is utilized for research and development 
purposes to exploit promptly any breakthroughs or unanticipated 
technological developmerts in this field. According to testimony 
presented to the committee, funds have been used to accelerate such 
important projects as the Jupiter IRBM, the Army backup of the 
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United States scientific satellite, and the Polaris missile development 
programs. Testimony further revealed that the balance available 
in appropriations and transfer authority does not appear to be ade- 
quate to cover additional research requirements during the remainder 
of the present fiscal year. The additional funds will provide for this 
anticipated need. 

DEPARTMENT OF THE ARMY 


RESEARCH AND DEVELOPMENT 


1968 appropriation... ... 02... suspends dosnt bseewe~ sebnien $400, 000, 000 
Supplemental estimate (5. Dine, BOB) « ..n5 cn cnckwedopdesecscond np eenuienel 
Tie REN ONNO..2.5 <= vinccibnnant ake oxac ec nes dada 1 20, 000, 000 
Senate committee recommendation--_-___....---.-------- eee 1 20, 000, 000 


1 By transfer. 


The committee concurs with the House action in approving the 
transfer of $20,000,000 from funds available in the ‘“} ilitary per- 
sonnel” account to the “Research and development” appropriation. 
This action will make it possible for the Army to proceed with the 
development of the Redstone follow-on solid propellant missile, 
known as the Pershing, immediately, instead of dela aying the develop- 
ment of the missile until fiscal year 1959. 


PROCUREMENT AND PRODUCTION 


1068 appropriation. on. iis 6s AG's - pbb dd dS in bWieibUEMA esos ee cesnibeel 
Supplemental estimate (Ti. Dec, 208) . . ......-- ncncccscevescce epeseksnban 
IT INN gs reser —cscererigniiireiic- sean sa gtetvaensbiaeits toiapdicmagh aia a 1 $20, 000, 000 
Senate committee recommendation_______-.---------- Jleeliod 1 20, 000, 000 


1 By transfer, 


The committee agrees with the action of the House in recommend- 
ing the transfer of $20,000,000 from the ‘‘Army military personnel’’ 
appropriation to the “‘ Procurement and production” account. This 
transfer of funds will permit accelerated support of the ‘‘second gene- 
ration” divisional and corps-type missiles. 


DEPARTMENT OF THE Navy 


SHIPBUILDING AND CONVERSION 


1958 appropriation-___--_-..-----.-- on wirab areca cas $1, 584, 000, 000 
Supplemental estimate (H. Doc. 298)________._-_..-.--_L--_e 296, 000, 000 
I I os Fe Sn een ihin hintettiat aie nie melee on 296, 000, 000 
Senate committee recommendation __ _ _- i rinse a eye oe eee eee 296, 000, 000 


The committee recommends an appropriation of $296,000,000 for 
“Shipbuilding and conversion.”” This is the budget estimate and the 
amount recommended by the House. 

These funds are required for the construction of the first three fleet 
ballistic missile submarines designed to employ the Polaris missile. 
Witnesses of the Department of Defense testified that a prompt start 
on these three submarines is essential to bring them into proper phasing 
with the missile which recent developments indicate can be operationa 
appreciably earlier than originally planned. 
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PROCUREMENT OF ORDNANCE AND AMMUNITION 


1958 appropriation _---- a ssa pela gard wx <i fone) se x ed ys 
Supplement: al estimate (H. Doc. 298) - - : 31, 800, 000 
31, 800, 000 


Senate committee recomme ond: ation iu Ld ; Peis. 31, 800, 000 
The committee recommends an appropriation of $31,800,000 for 
“Procurement of ordnance and ammunition.” This is the budget 
estimate and the amount allowed by the House. 
These funds are needed now in order to accelerate facilities, test 
vehicles, and missiles programed under the Polaris program. 


RESEARCH AND DEVELOPMENT 


1958 appropriation _ ...----- $505, 000, 000 
Supplemental estimate (H. Doc. 298) ee oe ER 22, 200, 000 
House allowance__-_------ ie tae pie Sea _ 22, 200, 000 
Senate committee recommendation : eee 22, 200, 000 

The committee rec commends an appropriation of $22,200,000 for 
“Research and development.’’ This is the amount of the budget 
estimate and the same as approved by the House. 

The funds recommended will be utilized in the acceleration of the 
Polaris submarine weapons system. 


DEPARTMENT OF THE AIR ForRCE 


PROCUREMENT OTHER THAN AIRCRAFT 


1958 appropriation a Cy ice aceite ica e $1, 171, 500, 000 
Supplemental estimate (H. Doc. 298) - eollshiveuseus 3860, 000, 000 
House allowance ; ; 360, 000, 000 
Senate committee recommendation ____- : 360, 000, 000 

The committee recommends an appropriation of $360,000,000 for 
“Procurement other than aircraft.’’ This is the amount of the budget 
estimate and agrees with the recommendation of the House. 

These funds will provide for the procurement of special equipment 
needed in support of the ICBM, IRBM, and _ missile-detection 
programs. 

RESEARCH AND DEVELOPMENT 
1958 appropriation ____- . 3 $661, 000, 000 
Supplemental estimate (H. Doc. 298) 30, 000, 000 
House allowance___- : bs 30, 000, 000 
Senate committee recommendation Bo Sue 30, 000, 000 


The Senate committee recommends an appropriation of $30,000,000 
for ‘‘Research and development.”’ This is the amount rec ommended 
in the budget estimate and approved by the House. 

The amount provided is for the purpose of accelerating IRBM 
operational capability in guided missiles. 


MILITARY CONSTRUCTION, AIR FORCE 


Appropriation, to date_- zt PUL i Us _. $900, 000, 000 
Supplemental estimate (H. Doe. 298)._..--- 520, 000, 000 
House allowance 520, 000, 000 
Senate committee recommendation_________- ....-. 520, 000, 000 

The committee concurs with the action of the House in recom- 
mending the appropriation of the budget estimate of $520,000,000 
for “‘Military construction, Air Force.” 
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These funds have been requested to accelerate the following Air 
Force Programs: 


Strategic Air Command alert facilities............--.-..-.-.---- $24, 600, 000 
Dispersal of Strategic Air Command forces ; 194, 000, 000 
Baltatio missile TOGTME.... «cs ae «14a 0cks «bn oben anime 112, 400, 000 
Besnetin missed Wrens... ......-- 4. ncdoschanteonueeeen cee 160, 000, 000 
Semiautomatic ground environment (SAGE) 29, 000, 000 


Total 520, 000, 000 


STRATEGIC AIR COMMAND ALERT FACILITIES 


This program includes alert facilities for 14 bases in the continental 
United States and provides for aircraft alert aprons, ready crew facili- 
ties, security facilities, access taxiways, utilities, and land, as follows: 


Land (various locations) $1, 209, 000 
Elisworth Air Force Base, 8. Dak 3, 194, 000 
Fairchild Air Force Base, Wash 1, 461, 000 
Grand Forks Air Force Base, N. Da 895, 000 
Griffiss Air Force Base, N. Y_----- - Sita Se ta > gh oth Deedee AR eae 664, 000 
Larson Air Force Base, Wash 2, 603, 000 
Lockbourne Air Force Base, Ohio ; 1, 089, 000 
Loring Air Fotoe Tied: PEGs. inci cd nies cwanwdieewdsn cdots 1, 524, 000 
Malmstrom Air Force Base, Mont 872, 000 
Minot Air Force Base, N. Dak 867, 000 
Mountain Home, Idaho 4, 380, 000 
Cruse ‘Alt’ FOI. Tn, SOUS cn chee wee ecdectnecsne eck oLee Lee 690, 000 
Pease Air Force Base, N. H 1, 668, 000 
Plattsburg Air Force Base, N. Y 1, 116, 000 
Westover Air Fores Base; Matte. oi5 cock. dca cape ene 2, 368, 000 


Along with the construction proposed for inclusion in the fiscal 
year 1959, military construction appropriation program items in this 
program will provide minimum essential facilities for completion of 
the alert requirement. 


DISPERSAL OF STRATEGIC AIR COMMAND FORCES 


To accelerate the full dispersal of the SAC heavy bomber retaliatory 
strike force, funds are included in this program for required construc- 
tion at eight bases in the continental United States, as follows: 

Land (various locations)...........--.- aoonned aeeh«sennsennliun $1, 500, 000 
Eglin Air Force Base, Fla h 8, 958, 000 
Glasgow Air Force Base, Mont 29, 644, 000 
Kinross Air Force Base, Mich 23, 762, 000 
K. I. Sawyer MAP, Mich ; 27, 233, 000 
Robins Air Force Base, Ga 3, 667, 000 
Wright-Patterson Air Force Base, Ohio 22, 632, 000 
Wurtsmith Air Force Base, Mich 22, 349, 000 

These funds will provide for runway extensions, aircraft alert apron, 
hangar access aprons, access taxiways, jet blast deflectors, jet fuel 
storage facilities, hydrants, aircraft maintenance facilities, an incre- 
ment of personnel facilities, and associated utilities and site prepara- 
tion. 
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Also included in this program are funds for construction required in 
the relocation of eight KC-—97 tanker squadrons from bases in southern 
United States to northern bases, as follows: 


i Sr nec cwececwencencnccesneueere . $8, 776, 000 
Se uae e enn neneuomen oo 4, 715, 000 
Ernest Harmon Air Force Base, Newfoundland_____..........--_- 2, 217, 000 
Eg ge SR | ee aie Sian sale aes eee ee 2, 007, 000 
MeChord.Air Force Base, Wash....................-.. eden as 4, 995, 000 
Ne en uu wi maweccmeuceceas 6, 979, 000 
ES Se a GS oe ee a 7, 079, 000 
Bomrsane Air Petee maeer Miche 2. es Sk le wu At: abl, G00 


BALLISTIC MISSILE FACILITIES 


Funds in the amount of $112,400,000 are recommended by the com- 
mittee for acceleration of the construction of intercontinental ballistic 
missile facilities (ICBM) at Cook Air Force Base, Calif., Warren Air 
Force Base, Wyo., and to provide initial funds to start construction on 
a third site, location yet undetermined. Also included are funds for 
construction of IRBM facilities at Cook Air Force Base and for two 
overseas squadrons. 


BALLISTIC MISSILE DETECTION 


To advance the completion of phase 1 of the ballistic missile defense 
system, $160,000,000 are included for construction at 3 tentatively 
located operational sites. 


SEMIAUTOMATIC GROUND ENVIRONMENT (SAGE) 


The purpose of the SAGE system is to ensure the coordinated direc- 
tion and control of the air defense of continental United States. The 
$29,000,000 recommended for the program in this measure will provide 
for the accelerated construction of technical facilities at 8 bases, as 
follows: 


Grand Forks Air Force Base, N. Dak pled = ees if _.. $270, 000 
K. I. Sawyer MAP, Michigan. -_-_._......-.-.----_-- SS BDLULL of 277, 000 
Larson Air Force Base, Wash-_-__...-_._---_--- seduce we [tek 50, 000 
Luke Air Force Base, Ariz_--_-_- ia ukeade cea a States eee ie ee 


Malstrom Air Force Base, Mont______.____.__-_-_-- ve! 2b 2L coe: Fara 
Minot Air Force Base, N. Dak__- Kress ce ook 10, 098, 000 
meee gr wwe eee, COM. os ccc coco el ek 172, 000 
SS ED | ee ee eee : pan 80, 000 


GENERAL PROVISIONS 
SECTION 601 


Language was requested by the Department authorizing the creation 
of 15 positions in the professional and scientific service and 10 positions 
in grades 16,-17, and 18 of the general schedule to carry out the 
programs relating to advanced research activities. The committee 
has approved this request but has deleted specific reference to the 
Advanced Research Projects Agency. 
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PROSECUTION OF MILITARY PUBLIC WORKS PROJECTS 


The committee urges that insofar as practical the Department of 
the Air Force utilize the services of the Corps of Engineers, Depart- 
ment of the Army, or the Bureau of Yards and Docks, Department 
of the Navy, in prosecution of all military public works projects 
authorized in this act. It is the opinion of the committee that any 
other action may well prove uneconomical. The committee calls 
attention to the statement made by the Secretary of the Air Force 
during the hearings on the supplemental defense appropriation bill 
in connection with said problems. 
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EXTENDING UNTIL JUNE 30, 1962, AUTHORITY FOR 
TRADE-IN AS “OBSOLETE” OF VESSELS NOT LESS THAN 
12 YEARS OLD 


FEBRUARY 3, 1958.—Ordered to be printed 


Mr. Magnuson, from the Committee on Interstate and Foreign 
Commerce, submitted the following 


REPORT 


[To accompany H. R. 3210] 


The Committee on Interstate and Foreign Commerce, to whom was 
referred the bill (H. R. 3210) to amend section 510 (a) (1) of the Mer- 
chant Marine Act, 1936, as amended, to accelerate the trade-in of old 
vessels with replacement by modern vessels, having considered the 
same, report favorably thereon without amendment and recommend 
that the bill do pass. 


PURPOSE OF THE BILL 


The bill would extend until June 30, 1962, authority currently 
provided by a proviso in section 510 (a) (1), Merchant Marine Act, 
1936, as amended (Public Law 586, 82d Cong., approved July 17, 
1952), that until June 30, 1958, citizen-owned vessels of 1350 or more 
gross tons may be considered ‘‘obsolete’’ for the purpose of trade-in for 
vessel replacement if they are at least 12 years old. If the bill is not 
enacted, vessels could be accepted as “‘obsolete’’ for trade-in thereafter 
only if they were at least 17 years old. 

Extension until June 30, 1962, of authority for acceptance for 
trade-in as ‘‘obsolete’”’ of vessels at least 12 years of age was requested 
by the Secretary of Commerce in order to make possible the necessary 
phasing of new construction under the Maritime Administration’s 
vessel-replacement program covering the various subsidized lines. 

With the majority of subsidized vessels now in active service due to 
reach their normal retirement age of 20 years within the 1962-66 
period, financial and shipyard capacity considerations make it umpera- 
tive that replacement be spread over a term of years. To effect this 
with the least possible strain on all concerned some of the vessels 
involved must be retired prior to their attaining 20 years of ‘service, 
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while others must be continued in service beyond their normal useful 
life span. 

Continued authority to accept some vessels, therefore, for trade-in 
at less than the 17-year age prescribed in section 510 (a) of the 1936 
act will afford the Maritime Administration the necessary flexibilit 
for meeting the specific problems of the various lines. Without suc 
authority, the required progressive financial and construction planning 
to make fullest use of available shipyard facilities, and to offer utmost 
encouragement for vessel replacement, might well be seriously 
impeded. 

he Department of Defense, speaking through the Department of 
the Navy, and the Maritime Administrator favor the legislation. 
The Comptroller General of the United States perceived no objection 
to its enactment. 

The report follow: 


Untrep States DEPARTMENT OF COMMERCE, 
MARITIME ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., January 29, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


Dear Mr. CuHarrRMAN: Your committee staff has informed us that 
the committee may take up for consideration on January 29, 1958, and 
requests a short statement with respect to the bill, H. R. 3210, to 
amend section 510 (a) (1) of the Merchant Marine Act, 1936, as 
amended, to accelerate the trade-in of old vessels with replacement by 
modern vessels. 

H. R. 3210 passed the House on August 19, 1957. It contained the 
same language as the bill, S. 1026. These bills were introduced at the 
request of the Secretary of Commerce, submitted to the Congress, 
with the approval of the Bureau of the Budget, January 3, 1957 
(Congressional Record, February 4, 1957, p. 1289). A statement of 
the purpose and provisions of the measure was printed in House 
Report No. 1040 on H. R. 3210 (p. 3). 

Section 510 of the Merchant Marine Act, 1936, as amended by 
temporary laws, authorizes the Secretary of Commerce until June 30, 
1958, to acquire in return for an allowance on a new vessel, vessels 
that are not less than 12 years old. After June 30, 1958, only vessels 
that are at least 17 years old may be traded in for an allowance on a 
new vessel. 

In the period through June 30, 1958, some 600 war-built dry cargo 
and combination vessels, privately owned, will become 12 years old. 
These ships cannot be replaced, nor can contracts for replacement 
be entered into, in the period of time remaining before June 30, 1958. 

Ship-replacement programs are being worked out with a view to 
overcoming the problems of block obsolescence and the leveling out 
of the construction programs in shipyards. The replacement pro- 
grams involve both acceleration and deceleration of replacement of 
war-built ships. To continue the 12-year eligibility provision in 
operation, would give the Government and the private owners 
flexibility in the selection of vessels to be traded in under their re- 
placement programs, before and during the period of block obsoles- 
cence of war-built vessels (1962-65). 
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We have been forced by circumstances to permit the use, tem- 
porarily, in subsidized service of certain types of vessels, such as the 
war-built Victorys and older, slower, less efficient C-type freighters 
built about 1940. These vessels should be replaced as promptly as 
possible. We must, therefore, permit replacement even of the 
better vessels earlier than they would be otherwise under the perma- 
nent provisions of law, or else the replacements would be so bunched 
up as to further impede construction programs in our yards and 
prevent the meeting of the block obsolescence problem, 

A company with a replacement program should be permitted to 
accelerate the replacement of some of its fleet in order that it can get 
all modern ships into each trade route and maintain a balanced, 
efficient transportation service. This will serve as an inducement to 
the companies to carry out their replacement programs so as to help 
overcome the problem of block obsolescence and at the same time 
level out the new construction in United States yards. 

Sincerely yours, 
Cuiarence G. Morse, 
Maritime Administrator. 


DepaRTMENT OF THE Navy, 
OFFICE OF THE SECRETARY, 
Orrice or LeGisLaTIve LIAISON, 
Washington, D. C., August 30, 1957. 
Hon. Warren G. Maanuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

My Dear Mr. Crarrman: Your request for comment on the bill 
House Report 3210, to amend section 510 (a) (1) of the Merchant 
Marine Act, 1936, as amended, to accelerate the trade-in of old vessels 
with replacement by modern vessels, has been assigned to this Depart- 
ment by the Secretary of Defense for the preparation of a report 
thereon expressing the views of the Department of Defense. 

Subsection 510 (a) (1) of the Merchant Marine Act, 1936, as 
amended, provides that until June 30, 1958 the minimum age for 
determining the eligibility of obsolete vessels for turn-in credit allow- 
ance on a new vessel is reduced from 17 to 12 years. The proposed 
amendment will extend the foregoing provision to June 30, 1962. 

The Department of Defense favors extension of the 12-year mini- 
mum age feature of subsection 510 (a) (1) until June 30, 1962, in order 
to facilitate the construction of new ships and minimize the detri- 
mental effects of block obsolescence of the United States war-built 
merchant fleet which will occur in the years 1960 to 1965. Accord- 
ingly, the Department of the Navy, on behalf of the Department of 
Defense, favors enactment of H. R. 3210. 

This report has been coordinated within the Department of Defense 
in accordance with procedures prescribed by the Secretary of Defense. 

The Department of the Navy has been advised by the Bureau of the 
Budget that there is no objection to the submission of this report on 
H. R. 3210 to the Congress. 

For the Secretary of the Navy. 

Sincerely yours, 
E. C. STepHan, 
Rear Admiral, United States Navy, 
Chief of Legislative Liaison. 
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CompTROLLER GENERAL OF THE UNITED StraTEs, 
Washington, August 28, 1957. 
Hon. WarrREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

Dear Mr. CuarrmMan: Further reference is made to your letter of 
August 21, 1957, acknowledged on August 23, requesting the comments 
of the General Accounting Office c oncerning H. R. 3210, 85th Congress, 
Ist session, entitled “An act to amend section 510 (a) (1) of the 
Merchant Marine Act, 1936, as amended, to accelerate the trade-in 
of old vessels with replacement by modern vessels,’’ which passed 
the House of Representatives on August 19, 1957. 

This bill is similar to S. 1026, 85th Congress, Ist session, which 
was the subject of our comments to your committee in a letter dated 
February 27, 1957. 

Section 510 (a) (1) was amended by section 7 of Public Law 586, 
82d Congress, approved July 17, 1952 (66 Stat. 760), by adding a 
proviso thereto that until June 30, 1958, citizen-owned vessels of at 
least 1,350 gross tons may be considered ‘‘obsolete’’ for the purposes 
of trade-in if they are ‘‘not less than 12 years old.’”’ After June 30, 
1958, such vessels must be ‘“‘not less than 17 years old,’’ to be 
considered “obsolete.”’ 

The Maritime Administration has not acquired any trade-ins under 
the temporary proviso to section 510 (a) (1) to date. The 14 tankers 
that have been acquired since July 1952, were traded in under the 
provisions of section 510 (kh). However, while no agreements for 
the trade-in of dry-cargo vessels have been finalized, the Maritime 
Administration has entered into negotiations with certain operators 
for that purpose. 

We understand that the proposed extension of the 12-year eligibility 
provision is advocated by the Maritime Administration in order to 
give the Government and the vessel owners flexibility in the selec- 
tion of vessels to be traded in and in the owners’ replacement pro- 
grams. Accordingly, inasmuch as the proposed legislation apparently 
is intended to aid in the efforts to avoid block obsolescence of the 


merchant marine fleet, we perceive no objection to H. R. 3210. 


Sincerely yours, 
Frank H. Weirze., 
Assistant Comptroller General of the United States. 
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CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as 
reported, are shown as follows (new matter is printed in italics, matter 
proposed to be omitted in brackets, existing law in which no change is 
proposed is shown in roman.) 

Src. 510. (a) When used in this section— 

(1) The term ‘obsolete vessel” means a vessel or vessels, each of 
which (A) is of not less than one thousand three hundred and fifty 
gross tons, (B) is not less than seventeen years old and, in the judgment 
of the Commission, is obsolete or inadequate for successful operation 
in the domestic or foreign trade of the United States, and (C) is owned 
by a citizen or citizens of the United States and has been owned by 
such citizen or citizens for at least three years immediately prior to 
the date of acquisition hereunder: Provided, That until June 30, 
[1958] 1962, the term “‘obsolete vessel’’ shall mean a vessel or vessels, 
each of which (A) is of not less than one thousand three hundred and 
fifty gross tons, (B) is not less than twelve years old, and (C) is owned 
by a citizen or citizens of the United States and has been owned by 
such citizen or citizens for at least three years immediately prior to 
the date of acquisition hereunder. 


O 
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AUTHORIZING APPOINTMENTS TO UNITED STATES¥MERCHANT 
MARINE ACADEMY FROM DISTRICT OF COLUMBIA, CANAL 
ZONE, GUAM, AMERICAN SAMOA, AND THE VIRGIN ISLANDS 


FEBRUARY 3, 1958.—Ordered to be printed 


Mr. Maanuson, from the Committee on Interstate and Foreign 
Commerce, submitted the following 


REPORT 


[To accompany H. R. 7052] 


The Committee on Interstate and Foreign Commerce, to whom was 
referred the bill (H. R. 7052) to amend section 216 (b) of the Merchant 
Marine Act, 1936, as amended, to provide for appointment of cadets 
from the District of Columbia, Guam, American Samoa, Virgin 
Islands, and the Canal Zone, having considered the same, report 
favorably thereon without amendment and recommend that the bill 
do pass. 

PURPOSE OF THE BILL 


H. R. 7052 is designed to remedy an apparent oversight in the 
drafting of Public Law 415, 84th Congress, in order to extend the 
benefits of that act to the District of Columbia, Guam, American 
Samoa, the Virgin Islands, and the Canal Zone. Under Public Law 
415, approved February 20, 1956 (70 Stat. 25), it is provided that 
appointments to the Academy shall be made by the Secretary of 
Commerce from qualified candidates nominated from the States, the 
number of vacancies allotted to each State to be proportioned to the 
representatives in Congress from that State. The act specifically 
includes the Territories of Alaska and Hawaii and the Common- 
wealth of Puerto Rico within the definition of the term ‘“‘State’’ as 
used in the act, 

Conversely, of course, failure to include the District of Columbia, 
Guam, American Samoa, the Virgin Islands, and the Canal Zone in 
the “‘State’”’ classification precludes appointments from those areas, 
even though nominations from the Canal Zone had been accepted 
prior to enactment of Public Law 415, 84th Congress. 

Meanwhile, cadets had been accepted and are now at the Academy 
from other American Republics, under authority of an act passed in 
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1946. In its report on the bill, dated October 17, 1957, the United 
States Department of the Interior, over the signature of Assistant 
Secretary Fred G. Aandahl, called attention to the fact that— 


Under existing law, in addition to the appointment of ca- 
dets from the several States, the appointment of one cadet 
each from the Territories of Alaska and Hawaii, and the 
Commonwealth of Puerto Rico, is authorized. We believe 
it is appropriate to accord the same privilege and benefit to 
young men from Guam, American Samoa, and the Virgin Is- 
lands, from among candidates nominated by the Governors 
of those areas, as well as to candidates from the District of 
Columbia and the Canal Zone. 


Reporting from the Board of Commissioners, District of Columbia, 
the President of the Board, Robert E. McLaughlin, wrote, on Decem- 
ber 17, 1957: 


The Commissioners are in full accord with the purposes 
of H.R. 7052. They recommend favorable action on the bill. 


In his report on the bill, dated August 29, 1957, Acting Secretary 
of Commerce Walter Williams stated: 


We are advised that the Department of the Interior has 
requested that one vacancy be authorized each year for 
Guam, American Samoa, and the Virgin Islands. It seems 
proper to make this provision, since the law already provides 
for admission of not more than 12 candidates from other 
American Republics. We believe that provision should also 
be made for admission from the District of Columbia. 


All interested Government departments and agencies urge enact- 
ment of the bill. No objection was received from any source. 
The departmental reports are as follows: 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., October 17, 1957. 
Hon. Warren G. MacGnuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


Dear Senator MacGnuson: This responds to your request for the 
views of this Department on H. R. 7052, a bill to amend section 216 
(b) of the Merchant Marine Act, 1936, as amended, to provide for 
appointments of cadets from the District of Columbia, Guam, Ameri- 
can Samoa, Virgin Islands, and the Canal Zone. 

We recommend that the bill be enacted. 

The bill would amend section 216 (b) of the Merchant Marine Act, 
1936, as amended by the act of February 20, 1956 (Public Law 415, 
84th Cong., 70 Stat. 25), to provide for the appointment of cadets 
to the Merchant Marine Academy from the District of Columbia, 
Guam, American Samoa, the Virgin Islands, and the Canal Zone. 
Under existing law, in addition to the appointment of cadets from the 
several States, the appointment of one cadet each from the Territories 
of Alaska and Hawaii, and the Commonwealth of Puerto Rico, is 
authorized. We believe it is appropriate to accord the same privilege 
and benefit to young men from Guam, American Samoa, and the 
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Virgin Islands, from among candidates nominated by the Governors 
of those areas, as well as to candidates from the District of Columbia 
and the Canal Zone. 

The Bureau of the Budget has advised that there is no objection 
to the submission of this report to your committee. 

Sincerely yours, 
Frep G. AANDAHL, 
Assistant Secretary of the Interior. 





DEcEMBER 17, 1957. 
Hon. Warren G. Maanuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senai:, Washington, D. C. 

My Dear Senator Maanuson: The Commissioners of the District 
of Columbia have for report H. R. 7052, a bill to amend section 216 (b) 
of the Merchant Marine Act. 1936, as amended, to provide for appoint- 
ments of cadets from the District of Columbia, Guam, American 
Samoa, Virgin Islands, and the Canal Zone. 

The purpose of this bill is to provide that 2 vacancies in the Mer- 
chant Marine Academy shall be allocated each year to the Canal 
Zone, 1 each to Guam, American Samoa, and the Virgin Islands, and 
4 to the District of Columbia. The vacancies allocated to the District 
of Columbia would be filled by qualified candidates nominated by the 
Commissioners of the District of Columbia. 

This bill also amends the definition of the word ‘“State’’ occurring 
in paragraph 5 (b) of the Merchant Marine Act, 1936, as amended, so 
as to include within such word the Territories of Alaska and Hawaii, 
the District of Columbia, the Commonwealth of Puerto Rico, the 
Canal Zone, Guam, American Samoa, and the Virgin Islands. 

The Commissioners are in full accord with the purposes of H. R. 
7052. They recommend favorable action on the bill. 

The Commissioners have been advised by the Bureau of the Budget 
that there is no objection on the part of that office to the submission 
of this report to the Congress. 

Yours very sincerely, 
Rospert E. McLavueutin, 
President, Board of Commissioners, District of Columbia. 





THE SECRETARY OF COMMERCE, 
Washington, August 29, 1957. 
Hon. WarREN G. MaGnuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

Dear Mr. Cuarrman: This letter is in reply to your request of 
August ol. 1957, for the views of this Department with respect to 
H. R. 7052, a bill to amend section 216 (b) of the Merchant Marine 
Act, 1936, as amended, to provide for appointments of cadets from 
the District of Columbia, Guam, American Samoa, Virgin Islands, 
and the Canal Zone. 
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The purpose of the bill is to provide for allocations each year in the 
Merchant Marine Academy at Kings Point, N. Y., as follows: 2 va- 
cancies to be filled by qualified candidates from among sons of residents 
of the Canal Zone and the sons of personnel of the United States 
Government and the Panal Canal Company residing in the Republic 
of Panama, to be nominated by the Governor of the Canal Zone; 1 
vacancy to be filled by qualified candidates from each of the following: 
Guam, American Samoa, and the Vi irgin Islands, nominated by the 
respective governors thereof; and 4 vacancies to be filled by qualified 
candidates nominated by the Commissioners of the District of 
Columbia. 

The Department of Commerce recommends favorable consideration 
of the bill. 

Candidates from the Canal Zone, if found qualified, have heretofore 
been admitted as cadets to the Academy at Kings Point. In 1956, 
five candidates from the Zone were admitted to the Academy. How- 
ever, the Canal zone was omitted from the definition of the term 
“State” in Public Law 415, 84th Congress, approved February 20, 
1956 (70 Stat. 25), though Territories of Alaska and Hawaii and the 
Commonwealth of Puerto Rico were included. 

We are advised that the Department of the Interior has requested 
that one vac ancy be authorized each year for Guam, Americ an Samoa, 
and the Virgin Islands. It seems proper to make this provision, since 
the law already provides for admission of not more than 12 candidates 
from other American Republics. We believe that provision should 
also be made for admission from the District of Columbia. 

It is noted that allocations of vacancies under the bill would be on a 
maximum basis for each nominating entity, since proportioning 
vacancies on the basis of representation in Congress cannot apply. 

The Department recommends favorable consideration of the bill. 

The Bureau of the Budget has advised that it would interpose no 
objection to the submission of this letter to your committee. 

Sincerely yours, 
Water WILLIAMS, 
Acting Secretary of Commerce. 


CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as re- 
ported, are shown as follows (new matter is printed in italics, matter 
proposed to be omitted in brackets, existing law in which no change is 
proposed is shown in roman): 


MercHant MarINeE Act, 1936, 4s AMENDED 


* * * * * 

sac. 216. (a) * * * 

(b) (1) The Secretary of Commerce shall maintain a Merchant 
Marine Academy at Kings Point, New York, for the instruction and 
preparation for service in the merchant marine of selected persons as 
officers thereof. Competitive examinations shall be held annually 
among those persons nominated as candidates to the Academy by 
Senators and Representatives, and by the Governors of the Canal Zone, 
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Guam, American Samoa, and the Virgin Islands, and the Commissioners 
of the District of Columbia. The number of vacancies allocated to 
each State shall be proportioned to the representatives in Congress 
from that State; but two vacancies shall be allocated each year to the 
Canal Zone, to be filled by qualified candidates nominated by the Governor 
of the Canal Zone from among the sons of residents of the Canal Zone 
and the sons of personnel of the United States Government and the Panama 
Canal Company residing in the Republic of Panama, one vacancy each 
shall be allocated each year to Guam, American Samoa, and the Virgin 
Islands, to be filled by qualified candidates nominated by the Governors 
of Guam, American Samoa, and the Virgin Islands, and four vacancies 
shall be allocated each year to the District of Columbia, to be filled by 
qualified candidates nominated by the Commissioners thereof. Appoint- 
ments from each State shall be made by the Secretary of Commerce 
from among qualified candidates nominated from that State in the 
order of merit established by the examinations. In case vacancies 
remain after the appointments under the preceding sentence have 
been made, the Secretary of Commerce shall fill them + appointments 
from qualified candidates from other States. 

(2) * * * 

(3) * * * 

(4) *** 

6) @ *** 

(b) [‘‘State’”’ as used in this Act shall include Territories of Alaska, 
Hawaii, and the Commonwealth of Puerto Rico.] “State” as used in 
this Act shall include the Territories of Alaska and Hawaii, the District 
of Columbia, the Commonwealth of Puerto Rico, the Canal Zone, Guam, 
American Samoa, and the Virgin Islands. 


O 
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Mr. Jackson, from the Committee on Government Operations, 
submitted the following 


REPORT 


INTRODUCTION 


In 1954 the Civil Aeronautics Board was contemplating the granting 
of additional air service between New York, N. Y., and Miami, Fla. 
Applications for this route were filed with the Board by the following 
airlines: Capital, Colonial, Delta, Eastern, National, North American 
Northeast, Pan American, Resort, and Riddle. According to usual 
procedure, all available information was studied by a Board examiner 
who issued a preliminary decision in April of 1956 in favor of Delta 
Airlines. The examiner was Mr. Wrenn, hence the name ‘Wrenn 
report.’ As is usual, exceptions to the examiner’s decision were filed 
_ the Board and oral argument was then made before the full 
Soard. 

On August 2, 1956, the members of the Civil Aeronautics Board 
met in secret session, reversed the decision of the examiner, and voted 
3 to 2 to award the New York-Florida route to Northeast Airlines. 
The vote was at approximately 9 p. m. In addition to the 5 CAB 
members, there were 20 staff members present. On August 3, 1956, 
some 24,000 shares of Northeast Airlines stock were traded on the 
American Stock Exchange, whereas on the average date prior to 
August 3 approximately 500 shares per day were traded. It became 
apparent that the secret vote of the Board had been leaked. All 
present at the meeting of August 2, 1956, held very responsible posi- 
tions in this regulatory agency of the Government. These 25 CAB 
employees were interviewed by the subcommittee staff but no one 
admitted the leak or any knowledge of it. On August 10, 1956, because 
of the leak of information of the decision of August 2, 1956, the Civil 
Aeronautics Board published its former secret vote and made it official. 

The subcommittee was very much concerned with these leaks, 
particularly where some person acquired inside information and used 
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it for his financial gain. The matter was pursued to ascertain if the 
existing procedures and regulations of the Civil Aeronautics Board 
were sufficient to cope with the problem or if there was any need for 
legislation. 

On April 9, 1957, Senator John L. McClellan (Democrat, of Arkan- 
sas), chairman of the Senate Permanent Subcommittee on Investiga- 
tions, designated Senator Henry M. Jackson (Democrat, of Washing- 
ton) as acting chairman of the subcommittee to hold hearings covering 
leaks from the Civil Aeronautics Board. 


CAB LEAK NO. I 


Robert W. Oliver, an attorney in the Washington, D. C., law firm 
of Pogue & Neal, testified that this firm has been doing the Washing- 
ton, D. C., legal work for Delta Air Lines since about 1952. The 
account was handled by Attorney L. Welch Pogue. Oliver had 
worked for the CAB from 1939 to 1942 and from 1945 to 1946 as an 
attorney in the International Division, then as an attorney in the 
General Counsel’s office, and later as Assistant Director of the 
Economics Bureau.! 

On the night of August 2, 1956, Oliver was working late in the 
evening in his office as was his custom. At approximately 10 p. m., 
he left the office, ate, and returned about 10:30 p.m. Approximately 
one-half hour later, he received an anonymous telephone call, and the 
caller asked who was on the phone. When he replied ‘Bob Oliver,”’ 
he was informed that the CAB had that evening awarded the New 
York-Florida route to Northeast Airlines. The caller then hung up. 
Mr. Oliver said that it was a male voice but that he did not recognize 
it and that the caller did not identify himself. A short time later, 
Mr. Pogue, who was on vacation in Iowa, telephoned Oliver, at which 
time Oliver related the anonymous call to Mr. Pogue. Pogue said 
that he would call Mr. C. E. Woolman, president of Delta Air Lines, 
in Atlanta, Ga., and inform him. He suggested that Oliver call 
Robert L. Griffith who was the Washington representative of Delta 
Air Lines. About 11:20 or 11:30 p. m., Oliver said he called Griffith 
and informed him he had talked to Mr. Pogue and advised that it 
looked bad for Delta Air Lines. He told Griffith he had received an 
anonymous telephone call informing him that the Civil Aeronautics 
Board had awarded the route to Northeast Airlines and that he did 
not know who had made the telephone call. Oliver made no other 
telephone calls relating to the matter at issue that evening.’ 

Robert L. Griffith, assistant to the president of Delta Air Lines, 
testified he had held this position since November 21, 1955. Prior 
to that date, he had been employed as Chief of the Office of Com- 
pliance, CAB, from July 1953 until November 21, 1955. He said 
that on August 2, 1956, he was in Atlanta, Ga., on official company 
business and while there stopped in to have a casual visit with Robert 
Snodgrass, president, Atlas Finance Co. Atlanta, Ga., is the head- 
quarters for Delta Air Lines, and Robert Snodgrass, as a citizen, was 
very interested in the welfare of Atlanta and hoped Delta would 

1 P. 32, 
1 Pp, 32-35. 
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receive this new route. They were together less than an hour and 
discussed the prospects of Northeast Airlines, Delta Air Lines, Pan 
American Airlines, and Capital Airlines, all of whom were appli- 
cants in the New York-Florida route. Griffith was very optimistic 
that Delta would receive the award. He said he was asked by Mr. 
Snodgrass to let him know if he heard anything more regarding the 
case, and he agreed to do this. Griffith flew back to Washington 
on August 2, 1956, arriving sometime between 11:30 and 11:45 p. m., 
and he then departed for his home. He made no telephone calls and 
received none during this period. Sometime around 11:40 p. m. he 
said he received a telephone call at his home from Robert Oliver 
of the law firm of Pogue & Neal. Griffith testified that Oliver in 
substance said, “It looks terrible and it looks very bad indeed, and I 
think Northeast has the route.’”’ It was Mr. Griffith’s recollection 
that on this telephone call from Oliver, he said he “thought” that 
Northeast had the award. Mr. Griffith had no recollection of being 
told of the source of Mr. Oliver’s information and did not ask any ques- 
tions of Mr. Oliver. Griffith then called C. E. Woolman, president 
of Delta Air Lines, in Atlanta, Ga., and informed him of the telephone 
call from Robert Oliver.* 

On the morning of August 3, 1956, at approximately 8:30 a. m., 
Griffith telephoned Mr. Snodgrass in Atlanta, Ga., and informed 
him he had received some information on the New York-Florida 
route case and that he thought the award was going to Northeast. 
He does not recall that he was any more definite than this and was 
merely passing on certain information to Snodgrass. He had no 
indication that Mr. Snodgrass intended to use the information that 
he related to buy stock, and if he had known it, he would not have 
called him.‘ 

After talking with Snodgrass, he telephoned Tod Cole, vice president 
of finances, Delta Air Lines, Atlanta, Ga., and furnished substantially 
the same information to him. Griffith then went to the law firm of 
Pogue & Neal, arriving there approximately at 9:15a.m. He waited 
approximately 30 minutes for Mr. Oliver to arrive, and they there- 
after visited with each other for some 10 to 15 minutes. Their con- 
versation involved mutual expressions of incredulity as to the de- 
cision.® 

Griffith testified that at the time he was first contacted by the sub- 
committee staff, he refused to name Oliver as the source of the tele- 
phone call made to him on August 2, 1956, because he had given his 
word to Robert Oliver that he would not divulge his name because of 
a confidential lawyer-client relationship. He was requested by the 
staff member to recontact his source for the release of his name, but 
Mr. Oliver’s answer again was ““No.”” Several weeks later Mr. Griffith 
appeared before a grand jury investigating this leak situation in Wash- 
ington, D. C., and advised them that Oliver was his source. After- 
wards, he immediately gave it to the staff of the subcommittee.® 

Griffith testified that during the tenure of his employment with 
CAB he knew of no leaks in violation of CAB regulations except one 
known as the Denver case. This involved a newspaper which printed 

* Pp. 2-8. 
4 Pp. 6, 11, 12. 


’ Pp. 8,9. 
¢Pp 13, 14. 
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a CAB decision prior to its release by the Board. He was in no way 
affiliated with any leaks while he was with CAB.’ 

Robert Snodgrass, president of the Atlas Finance Co., Atlanta, Ga., 
testified that on August 2, 1956, he was visited in that city by Robert 
Griffith, assistant to the president of Delta Airlines. He regards 
Griffith as a business acquaintance. They spent approximately one- 
half hour or 45 minutes together and generally discussed the applica- 
tion of Delta Airlines for the New York-Florida route. Snodgrass 
said that he was very active in the civic enterprises of Atlanta, ‘Ga., 
and that he had been president of the Atlanta Chamber of Commerce. 
He had taken a very active part in promoting the competitive air 
service in the Southeast, and he realized that the Atlanta Chamber of 
Commerce would find the business interests of the community en- 
hanced if Delta obtained the route. During this conversation he 
asked Griffith to keep him advised if he heard anything concerning 
this route case. The following morning, August 3, 1956, he received a 
telephone call at approximately 8:30 a. m. at his apartment from Mr. 
Griffith who advised that it appeared that Delta would not receive the 
award. Snodgrass testified Griffith did not inform him that Northeast 
had received the award and he, Snodgrass, was not aware that the 
CAB generally does not make an official award for several days after 
the decision is made. He arrived at his office at 9 a. m. and shortly 
thereafter called his broker, Clement Evans. It is his recollection 
that he asked Mr. Evans what was the price of the Northeast stock 
and inquired concerning its activity. He did not recall that he 
ordered this stock at the market price but does know that he ordered 
1,000 shares. He felt that had he known definitely that Northeast was 
going to get the route, he probably would have purchased more than 
the 1,000 shares.® 

Clement A. Evans, of the investment firm, Clement A. Evans Co., 
Inc., testified that on August 3, 1956, at 9:15 a. m., Snodgrass tele- 
phoned him and ordered 1,000 shares of Northeast Airlines stock at 
the market. Evans said that Snodgrass did not at this time inquire 
as to the activity of the stock market and did not mention anything 
other than the actual purchase.’ 

Subsequently, on that date 500 shares of stock were purchased for 
Snodgrass’ wife, but Snodgrass does not recall whether he placed the 
order or whether Mrs. Snodgrass’ bank placed the order.’® Evans 
testified, however, that at 10 a. m. Snodgrass ordered 500 shares of 
this stock for the account of his wife.” 

Snodgrass said he did not know that he had received an improper 
leak and, had he known it, he would not have bought the stock under 
those circumstances. He sold his Northeast stock on August 16, 1956, 
and made a net profit of $1,875. His wife sold her stock on August 17, 
1956, and made a net profit of $784.87." 

During August 3, 1956, he advised Deane Kelly, treasurer of Atlas 
Finance Co., Atlanta, Ga., and Louis Regenstein, Jr., Snodgrass’ 
attorney, that he had purchased stock in Northeast Airlines but did 
not know at the time whether or not they purchased any stock.” 





7 Pp. 12, 13. 

8 Pp. 19-22, 24, 
9 P. 28. 

10 P, 22. 

il Pp, 28, 29. 

13 Pp. 24, 25. 

8 Pp. 25, 26. 
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Mr. Evans produced a buy order for the account of W. Deane 
Kelly for 200 shares of Northeast Airlines stock on August 3, 1956, 
and a sales order dated August 9, 1956. Mr. Kelly made a net profit 
of $285.87.'4 

There was introduced as an exhibit an affidavit from Louis Regen- 
stein, Jr., which reveals that on August 3, 1956, between 11 and 12 
o’clock he was advised by his client, Robert Snodgrass, that Northeast 
Airlines stock might be a good buy. Almost immediately following 
that conversation, he telephoned lis broker and found out that there 
was a considerable volume in the trade of stock, so he ordered 500 
shares at $11 per share. He sold this on August 13, 1956, at $14 per 
share and made in the neighborhood of $1,500." 

The Securities and Exchange Commission furnished to the sub- 
committee a complete list of all persons other than members of the 
American Stock Exchange who bought Northeast Airlines stock on 
August 3, 1956. This list reveals 3,000 shares were purchased in 
Atlanta, Ga., on August 3, 1956.'® 


ROBERT OLIVER’S STOCK PURCHASE OF AUGUST 3, 1956 


Robert Oliver related the following concerning a stock purchase 
which he made on the morning of August 3, 1956. His law firm has 
represented Alaska Airlines, Inc., since 1947, and the account is 
handled by Oliver. In May 1955, a decision was handed down by 
the CAB urging a merger of Alaska Airlines, Inc., with Pacific Northern 
Airlines, indicating that this would be in the public interests. This 
order was signed by the President of the United States, but as of 
August 1, 1956, this merger had not materialized.” 

On that date, CAB issued a rate order proposing new and higher 
rates for Pacific Northern Airlines. Oliver, upon reading this order 
on August 1, 1956, concluded that the CAB would give up on the 
merger proposal. It so happens that Northwest Airlines covers the 
same route as Pacific Northern Airlines. Oliver concluded that since 
there would be no merger between Alaska and Pacific, possibly there 
might be a merger between Alaska and Northwest. Oliver reached 
this conclusion despite the fact there was no information in his posses- 
sion indicating this to be the case. He knew of no petition which had 
been filed with the CAB proposing this new merger. He had no 
inside information from Alaska Airlines indicating such a merger. 
His company did not represent Northwest and he never owned any 
Northwest stock. He was not an active stock market player, as he 
owned 2,000 shares of Alaska Airlines, Inc., which he purchased 3 
years ago, 600 shares of stock in a helicopter carrier, and some deben- 
tures in a local service carrier. He was not a wealthy man.'® 

Oliver did not discuss his reasoning with anyone. He said he 
checked his finances on the evening of August 1, 1956, and determined 
that he could invest $2,500 in Northwest stock on a margin basis. He 
claims that on August 2, 1956, he telephoned Merrill Lynch, Pierce, 
Fenner & Beane, a Washington, D. C., investment firm, and ascer- 
tained that Mr. R. H. Foster had his account. He did not place any 
ay hr 

16 P, 222, exhibit. 
16 Pp. 268, 269, exhibit. 
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order for stock because Foster’s line was busy and he could not recall 
with whom he had talked on the telephone at the brokerage house.'® 

On the morning of August 3, 1956, he arrived downtown at approxi- 
mately 9:45 a.m. The brokerage house is located one block from 
his office; so he went there. He informed Mr. Foster that he had 
$2,500 to invest on a margin basis and desired to purchase Northwest 
stock. At that time, he did not know the actual price of the North- 
west stock but said he had seen it listed at a little better than $17 
several days prior to August 3, 1956. He claimed Mr. Foster esti- 
mated that the cost of the stock to him would be $2,700, which figure 
he accepted. He also claimed that Foster did not tell him the name of 
the stock he had purchased. He further claimed he informed Mr. 
Foster not to call him with regard to the execution of the stock pur- 
chase because he did not wish to receive calls from a customer’s man 
at a brokerage house. During this discussion, he said that Foster 
could not find a margin card for him and suggested he execute a new 
one. A new card was not presented to him, however. He spent 
approximately 8 minutes with Mr. Foster; and, as he felt he had been 
there substantially longer than he had planned and was in a hurry to 
get to his office, he left.” 

Robert H. Foster, who has been in the investment business for 
22 years, contradicted Mr. Oliver’s story, maintaining that Oliver 
ordered 400 shares of Northeast stock. He has no recollection of the 
mention of $2,500 and does not recall any conversation concerning a 
margin account. He said the margin accounts are maintained in the 
cashier’s department, and he did not go there. He is positive that at 
the time he informed Oliver he had purchased 400 shares of Northeast 
stock, as this is the normal procedure.”! 

Oliver testified that upon arriving at his office he met Mr. Griffith, 
whom he had telephoned the night before, and they discussed the 
failure of Delta Airlines to get the route. They talked for some 
10 minutes. For the rest of the morning, Oliver prepared a compli- 
cated legal letter. Oliver claimed that sometime during the morning 
he called Mr. Foster at the brokerage house and was informed the 
stock had gone up but was not told that it was Northwest or North- 
east.” 

Foster again contradicted Oliver, as he testified that he calls the 
client on the execution of the order, and, in this particular instance, 
he made attempts to telephone Oliver without success. He has 
absolutely no recollection of being informed by Oliver not to telephone 
him, and he has no recollection of receiv ing any telephone calls from 
Mr. Oliver on August 3, 1956.” 

Oliver testified that he lunched alone that day at the Washington 
Hotel and, being curious about the stock, he went into a brokerage 
house off the lobby of this hotel. He approached one of the broker’s 
employees and inquired as to the activity in Northwest stock but was 
advised that the activity was in Northeast and not Northwest. He 
does not know of whom he inquired and could not in any way identify 
the person he purportedly approached, although he thought it was a 
man. He then returned to his office and later that day visited Mr. 

1 Pp. 41, 42. 
20 Pp, 42, 43. 
21 Pp. 57, 58. 
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Foster at the stock brokerage house. At this time, he testified, he 
became aware of the fact that 400 shares of Northeast stock had been 
urchased for him by Mr. Foster. He informed Foster there had 
heh a mistake because he wanted Northwest. It is of interest to 
note he did not telephone Foster but actually visited him. He 
informed Foster to sell the Northeast stock and buy Northwest.* 

Foster testified that since Northeast stock had been quite active, a 
substantial amount of money had been made by Mr. Oliver, but Mr. 
Oliver did not wish to accept the profit. Foster said this was the first 
time in his 22 years in the brokerage business that an individual who 
played the stock market had failed to accept any gain.” 

Oliver testified he then went to see the resident manager, who was 
unavailable, and since it was a Friday he wasn’t able to see him until 
the following Monday, August 16, 1956. On that date, he informed 
Francis C. Hunter, the resident manager, that his law firm represented 
a client and there was a possibility of a conflict-of-interest situation in 
this Northeast stock. Oliver did not feel that he should accept any 
profit in this transaction, even though he had actually made $878.45.” 

Francis C. Hunter, resident manager of the brokerage firm for 9 
years, said he had been in this business since 1928. He said Oliver 
came to see him on Monday morning and informed him he wished to 
have the purchase of Northeast stock on August 3, 1956, taken from 
the records. He wanted it removed completely and wanted it to 
appear that it had never occurred. Oliver advised him he did not 
desire to accept the profit, which amounted to $878.45. This was the 
first time that Hunter recalled this ever happening. ‘The profit was 
thereupon credited to the brokerage house. Hunter said he had also 
been informed that Oliver either owned or in the past had owned 
Northwest stock. This was denied by Mr. Oliver at the time he 
testified.” 

Oliver said he did not inform his law partner, Mr. Pogue, of his 
stock transaction until he found out there was going to be a grand 
jury investigation because he was very much embarrassed at the 
coincidence which had occurred. Mr. Pogue was disturbed that 
Oliver had not told him about the situation. Oliver did appear 
before a grand jury in Washington, D. C., but was asked no questions 
about the stock transaction and he volunteered no information. He 
was, in fact, asked if he ever owned any Northeast stock, and he 
informed the grand jury that he had not.” 

At the time Oliver was interviewed by a staff member of this sub- 
committee, he refused to give the name of the Northwest stock that 
he had purchased because of a lawyer-client relationship. Oliver 
admitted this to be the case and claimed this was a true statement. 
However, since he did not represent Northwest Airlines, he testified he 
probably was mistaken in claiming privilege. Interestingly enough, 
the list of stock purchasers supplied by the Securities and Exchange 
Commission does not give Mr. Oliver’s name. There is a mere 
statement of fact that there had been some stock purchased at Merrill 
Lynch, Pierce, Fenner & Beane in error,” 

4 Pp. 45-48. 
% Pp. 59, 60. 
% Pp. 48, 49. 
27 Pp. 48, 60, 61, and 63. 
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CAB LEAK NO, II 


Laurence Henderson, an employee of the Fairchild Engine & 
Airplane Corp., Hagerstown, Md., testified on May 2, 1957, that he 
was employed by the Trans American Airlines from January 1954 
until the fall of 1956. On June 29, 1956, he formed an agreement with 
Raimond Bowles, of Manchester, N. H., a public-relations man, and 
Gillis Long, of Washington, D. C., an attorney, to find purchasers for 
Northeast Airlines stock owned by the Atlas Corp. Atlas Corp. has 
a controlling interest of 55 percent in Northeast Airlines and owned 
approximately 500,000 shares of stock. In late May or early June 
1956, Gillis Long had a conversation with David Stretch, vice presi- 
dent of Atlas Corp., who indicated that the stock was for sale at a 
price. Sometime in July, Mr. Stretch reaffirmed this viewpoint. It 
was not the intention of the signers of this agreement to purchase the 
stock themselves, but they were to operate on a finders-fee basis in 
locating purchasers. In this regard, they got in contact with Forrester 
Clark, of Boston, Mass., a partner in H. C. Wainwright & Co., an 
investment business. Mr. Clark was enthusiastic about their proposal 
and was to locate purchasers in the New England area. Prior to 
August 3, 1956, however, Mr. Clark did not attempt to locate pur- 
chasers, although Henderson felt that he should have. Henderson 
felt because the examiner at CAB had ruled against Northeast Airlines 
in April 1956 that this company would not receive the award, and, 
therefore, Atlas Corp. would be willing to sell its Northeast stock.” 

He stated that 2 or 3 times a week he made telephone calls to a 
stockbroker in Washington relative to any activity in Northeast 
Airlines stock. On August 3, 1956, he testified he called an investment 
firm around 11 a. m. and ascertained that the stock was quite active 
and had gained in the neighborhood of 1% or 2 points. He did not 
recall with whom he spoke. Shortly thereafter he telephoned For- 
rester Clark in Boston, Mass., and advised him that the CAB had 
awarded the route to Northeast Airlines on the basis of a 3 to 2 vote. 
He said the 3 to 2 vote was speculation on his part because he knew 
there were persons in the CAB against Northeast on the basis of their 
previous philosophical views. He denied receiving any information 
from anybody concerning the secret decision by the ‘CAB on August 2 
1956. He was very firm concerning the time and the reasons for his 
telephone call to Mr. Clark because he remembered thinking the 
increase in the stock market price of Northeast meant about a million 
dollars to the three individuals who had signed the agreement. *? 

He also admitted he called Mr. Bowles in Manchester, N. H., on 
August 3, 1956, around 12 0’clock. His conversation was pretty much 
along the same lines as with Mr. Clark except, of course, that Clark 
felt there was very little purpose in the group pursuing the possibility 
of buying Northeast Airlines stock held by the Atlas Corp. A letter 
was introduced under date of August 6, 1956, from Mr. Bowles to 
Mr. Clark which stated in part: 


As I understand it, the written opinion of the Board will 
contain a 5-year limitation on the award of this route, during 
which the management will have to prove its right to merit 
the award of this highly competitive route. 





= a. 69-74. 
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There was also introduced into the record a “chronology of instructions 
to the staff, New York-Florida case, to the time of the executive session 
on August 10, 1956,’’ which had been furnished to the subcommittee 
staff by CAB. This chronology contained, among other things, the 
following additional instructions, ‘make Northeast certificate tem- 
porary for a period of 5 years.”” Mr. Henderson denied giving such 
information to Mr. Bowles.** However, Raimond Bowles, of Man- 
chester, N. H., testified that such information necessarily would have 
to come to him from Henderson.* 

Mr. Henderson was released from the stand and a staff investigator 
then introduced an original telephone ticket, subpenaed from the files 
of the Chesapeake & Potomac Telephone Co., Washington, D. C.., 
which revealed that on August 3, 1956, Mr. Henderson placed a tele- 
phone call to Forrester Clark in Boston at 10:06 a. m., which conver- 
sation lasted for 9 minutes. At the same time, there was introduced 
into the record a letter from the Securities and Exchange Commission 
dated November 15, 1956, which showed that the first purchase of 
Northeast Airlines stock was at 10:04 a. m., being 400 shares at 9%. 
The second purchase was at 10:14 a. m. and was for 500 shares at 9%.* 

Mr. Henderson was recalled to the stand and shown both exhibits. 
At this time, he stated that if the telephone slip was correct, it was bis 
best judgment that the information that he passed on to Clark came 
from information that he must have received from Raymond Sawyer, 
Executive Staff Director of CAB. 

Senator Jackson. It is obvious that the information that 
you had, based on this telephone record and based on the 
sales of the stock, had to be independent of the action of the 
stock market, because that is no longer a basis of justifica- 
tion for your contention. 

Mr. Henperson. Yes, sir. 

Senator Jackson. That is right? 

Mr. HenpeErson. Yes, sir. 

Senator Jackson. So that you have no doubt based on the 
information you now have, and your recollection, that Mr. 
Sawyer might have been the source of your information? 

Mr. Henperson. Yes, sir. 

Senator Jackson. What is your answer? 

Mr. Henperson. That would be the only other possible 
source if this telephone slip is correct; yes, sir. 

Senator Jackson. So that Sawyer presumably called you 
and gave you the information? 

Mr. Henperson. That would have been the only other 
way I could have found out. There was no other person I 
have talked to at the Board. 

Senator Jackson. Did he call you? 

Mr. Henperson. He did call me, as I outlined the 
sequence of events here; that is my best recollection of it. 

Senator Jackson. So that it is your testimony now that 
based on that—— 

Mr. Henperson. He did call me. 

% Pp, 86-88. 
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Senator Jackson. Justa moment. I want to be fair with 
you and give you full opportunity to answer, but I want to 
put the question, and then you answer. 

It is your best recollection now, after you have had an 
opportunity of looking at that letter from the Securities and 
Exchange Commission, which gives the exact time of the 
sale of the first stock on August 3, 400 shares, and based 
on the telephone call that you had put in, the official slip, the 
original, and having seen both of those items it is now your 
best judgment that the information that you passed on to 
Mr. Clark about the fact that you were certain that this 
thing had occurred, or that is the award to Northeast, came 
from information you must have received from Mr. Saw- 
yer? 9 35a 

Mr. Henperson. Yes, sir, if that telephone slip is correct. 


He still maintained that the 3-to-2 vote which he gave to Mr. Clark 
was a deduction that he had made.*® 

Under date of November 2, 1956, Henderson had submitted to the 
subcommittee an affidavit which revealed that he did not receive any 
information, directly or indirectly, regarding or relating to a decision 
of the CAB between August 2 and 10, 1956. A letter oceans 
this affidavit which stated that Henderson, around August 9, 1956, 
August 13, 1956, received a telephone call from Raymond Sawver. 
Executive Director of CAB, concerning whether or not Trans Americ an 
Airlines had any interest in acquiring Northeast Airlines. When 
confronted with this affidavit, Henderson testified that the affidavit 
was inaccurate, but it was true according to his best recollection at the 
time he executed it.*7 He was confronted with a telegram dated July 
31, 1956, that he had sent to Mr. Clark wherein the following appears, 
“Believe your conversation with Lee and Sawyer will convince you that 
new ownership and management will issue a favorable decision on the 
Miamiroute.” He claimed he predicated this telegram on information 
supplied to him by Bowles. He pointed out that he had probably 
met Sawyer not more than 4 or 5 times in his life but explained that 
Bowles and Sawyer were long-time personal friends. He said he was 
not in touch with Sawyer on-the plan to purchase Atlas Corp.’s 
Northeast Airlines stock.* 

On May 20, 1957, Henderson again appeared before the subcom- 
mittee, at which time records were introduced showing that he was 
in Chicago at the Conrad Hilton Hotel from August 7 to 17, 1956. 
A review of the telephone records which were mizoduced showed no 
telephone call made from Henderson to Sawyer from August 7 to 17, 
1956. *° 

Henderson had no specific recollection of any discussion with Mr. 
Sawyer concerning Northeast Airlines on August 3, 1956. He re- 
affirmed his previous testimony to the extent that his best recollection 
was that there were only two ways he was aware of the CAB decision 
of August 2, 1956: (1) By the activity of the stock market, and (2) 
Raymond Sawyer. 
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Mr. O’Donnewt. Mr. Henderson, when you appeared 
before us on May 2 you testified in essence that the only 
possible source that you could have received the information 
on August 3 relating to the award given to Northeast Air- 
lines was from Ray Sawyer; is that correct? 

Mr. Henperson. Substantially so. My best recollection 
was that there were only two ways I was aware of a decision. 
The first was by the activity of the stock market. The only 
other possible source I would have had would have been 
Mr. Sawyer. 

Mr. O’Donnewu. If you made this telephone call at 10:06 
to Mr. Clark, which reflected or which indicated that there 
was only 400 shares of stock that was on the ticker tape out 
of New York at 10:04, do you think you could have acquired 
the information by stock ac tivity? 

Mr. Henperson. The rise of that first, the price rise in that 
first sale was quite sharp. I think it was the greatest of any 
time in the last few months. However, I did make several 
calls to the brokerage house that day. However, as I stated 
before, my conclusion was that in all probability the only 
other possible source could have been Mr. Sawyer. 

Mr. O’Donnetu, Are you saying that at the present time 
you might have received your information from calling 
Merrill Lynch? 

Mr. Henperson. As I recall, the first time—I don’t recall 
the specific price except I remember it was a very substantial 
jump the first time I talked to them. 

Mr. O’Donnetu. When you say substantial jump, it was 
what? 

Mr. Henperson. I think it was in the neighborhood of a 
point and a half, something like that, which is about a million 
dollars. 

Mr. O’Donnett. A point and a half would be in the area 
of around 11:30 in the morning, would it not? 

Mr. Henperson. About 11 o’clock, I believe, from the 
previous day’s close; yes, sir. 

Mr. O’DonneELL. That would support your position that 
you may have called them sometime during the morning? 

Mr. Henperson. Yes, sir. 

Mr. O’Donne tu. But not support your position that you 
called them prior to 10:06. 

Senator Jackson. Prior to your call to Mr. Clark? 

Mr. Henperson. That is mght. That is how I testified; 
yes, sir. 

Mr. O’Donne ut. If the ticker tape out of New York 
carried the first sale of stock at 10:04, you made the call 
at 10:06, would it have been practically impossible to get 
that information from Merrill Lynch in 2 minutes? 

Mr. Henverson. It would be unlikely, sir.” 
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Later in his testimony he said that he was forced to conclude that 
Sawyer must have indicated the decision to him as indicated by the 
following: 


Senator Curtis. Mr. Henderson, did Mr. Sawyer tell you 
of the decision in this Northeast case and advise you it was 
a 3 to 2 decision? 

Mr. Henperson. Sir, I don’t believe I did have a con- 
versation with him concerning the Northeast matter. I am 
forced to conclude that he must have indicated the decision 
because that was the only other possible source of my infor- 
mation. I never discussed with anyone else on the Board— 

I am quite certain that any conversation we had did not 
indicate any 3 to 2 vote. 

Senator Curtis. I have heard you state 2 or 3 times that 
was the only basis you could get the information. What I 
want to know is, Did you get the information from him? 

Mr. Henperson. My best recollection was that I got it 
from the movement of the stock. As you know, sir, I 
bought no stock myself. 

Senator Curtis. All right, but I am not concerned about 
that. I want to know, Did Mr. Sawyer tell you what the 
decision was and that it was a 3 to 2 vote? 

Mr. Henperson. I could not testify affirmatively that he 
did. I could not testify that he did not. 

Senator Revercoms. Do I understand that when you say 
you are forced to conclude that Sawyer gave you information 
you really don’t know and have no recollection of it; you 
are trying to rationalize with yourself as to where you might 
have gotten the information? 

Mr. Henperson. No, sir. I know I did have a discussion 
with Mr. Sawyer on the general problem of Northeast and 
my interest in it. 

Senator Revercoms. But you cannot state that he said 
anything to you about the award being made to Northeast? 

Mr. Henperson. I can only conclude—— 

Senator Revercoms. Don’t conclude. You either know 
or don’t know. 

Mr. Henperson. I am not certain in my own mind, 
Senator.“ 

He was confronted with Sawyer’s testimony that he, Sawyer, had 
talked with him on the 10th, and he admitted that he could not have 
talked with Sawyer from the 7th to the 17th since he was in Chicago, 
and the records indicated no telephone calls were made. August 3 
was on a Friday, and August 7, when Henderson went to Chicago, 
was on Tuesday. Henderson testified that he generally did not go to 
work on Saturday and that if he received a telephone call from 
Sawyer at his home Saturday he would definitely remember it. 

Thus, if he talked to Sawyer, it would necessarily have to be prior 
to August 4, 1956, or subsequent to August 17, 1956. He was unable 
to pinpoint the date. Information he had previously submitted to 
the subcommittee staff on November 2, 1956, indicating he talked to 
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Sawyer between August 9 and 13 obviously was in error. Henderson 
said he had not purchased any Northeast stock on August 3, 1956.” 

Raymond Sawyer, Associate Director of the Bureau of Air Oper- 
ations, CAB, testified that on August 2, 1956, he was Executive 
Director of that agency, and he was present at the meeting of August 2 
when the secret vote was taken making an award to the Northeast 
Airlines. That meeting started at 7:30 p. m. and terminated between 
10:30 and 11 p.m. The vote making the award was at approximately 
9:10 p.m. He said between 9:30 and 10 p. m., he left the room to go 
to the toilet. He talked to no one and called no one while he was out 
of the room. After the meeting, he went home and made no telephone 
calls and received none. On the morning of August 3, he made no 
telephone calls and received none prior to his arrival at the office. 
During the day, he contacted nobody concerning this decision.* 

He is a very close friend of Raimond Bowles of Manchester, N. H. 
He said early in July he received a telephone call from Bowles inform- 
ing him Bowles was going to attempt to organize a group of New Eng- 
land people to buy Northeast Airlines stock. Bowles did not mention 
Mr. Henderson or Mr. Long or the Atlas Corp. It was Sawyer’s per- 
sonal feeling, which he did not voice to Mr. Bowles, that the plan was 
not a practical one.“* Raimond Bowles, however, testified that he 
first contacted Sawyer by a long-distance telephone call from Man- 
chester to Washington on July 6 to ascertain the general status of the 
pending Florida case and to introduce to Sawyer the plan of his group 
to purchase control of Northeast Airlines. Bowles’ recollection was 
that Sawyer was sympathetic to the purchase plan.“ Later in July 
Sawyer received another telephone call from Mr. Bowles asking him 
to call Mr. Clark in Boston, Mass. Bowles wanted him to tell Clark 
that the Board had a policy of getting airlines off subsidy, and it 
probably would be a good thing for New Englanders to control the 
Northeast Airlines in view of the adverse report made by the examiner 
during the New York-Florida case. Sawyer had never met Clark 
and refused to call him. A letter dated August 2, 1956, from Bowles 
to Clark was read into the record indicating that Bowles felt that 
Clark should talk on a confidential basis with Raymond Sawyer, who 
was a long-time personal friend. Sawyer said he had never been called 
by Clark and felt that Bowles was using a salesman’s license of over- 
stating what he had when he wrote the letter. He testified these two 
telephone conversations with Bowles were the only contacts he had 
between early July and August 3, 1956." 

Sawyer said he had a telephone conversation with Laurence Hender- 
son on August 10, 1956, because he was told by the publisher of 
American Aviation, a trade journal, that it had evidence that Trans- 
American Airlines was trying to buy the Northeast Airlines stock 
owned by the Atlas Corp. The publisher had correspondence identify- 
ing various individuals who were involved and among them was 
Laurence Henderson. He asked Sawyer to advise the Chairman of 
the Civil Aeronautics Board that, in his opinion, the Board should not 
put out a press release until his story was released. It is to be noted 
that the Board had contemplated and, in fact, did issue, a press 
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release as to its decision on August 10, 1956. Upon receipt of this 
information, Sawyer claims he telephoned Mr. Henderson and in- 
quired whether he was representing TransAmerican Airlines in this 

urported purchase agreement or whether he was associated with 

owles. According to Sawyer’s memorandum of August 10, 1956, 
Henderson advised that he was not working for TransAmerican Airlines. 
Sawyer was positive in his testimony of May 2, 1957, that he talked 
to Henderson August 10,1956. He affirmatively made this statement 
at least seven times during his testimony, and even stated that the 
August 10 call was a local telephone call. He denied discussing with 
Henderson at any time the award of August 2, 1956. He said he was 
only casually acquainted with Henderson, having met him only once 
or twice in his life prior to August 2, 1956.7 Bow les, on November 1, 
1956, furnished an interrogatory to a staff investigator which reads: 


Sawyer said, ‘Your friend Henderson has just been talking 
too damn much about all of this operation, the way it looks 
right now, and if I had known he was in this thing in the 
beginning, if you had told me that, I don’t think that I would 
have been as sympathetic as I was.”’ 


During his testimony Bowles confirmed the fact that the quotation was 
his best recollection at the time he gave the interrogatory.* 

Sawyer denied ever having made any statements to Bowles con- 
cerning the New York-F lorida route case despite the fact that Bowles 
in his interrogatory to a staff investigator advised that between 
July 24 and July 26, 1956, Sawyer stated to him: 


He (Sawyer) says, “I don’t know. Some of the Board 
members are very pronounced in their views on some of 
those things.”” He says, ‘‘At least three of them haven’t 
given any indication as to how they are going to vote in a 
preliminary way.” Then he said, “I don’t know.” 

ok * * * * 

I don’t know, but you may well be right on that. In any 
event, he said, “I think that it is much better for New 
England interests to control a reasonable basic area in this 
case just as I think it is in the interest of other regional airlines 
to be controlled by local money.” ® 


Bowles testified that this particular information was his best recol- 
lection at the time he gave it. Sawyer claimed that when this pur- 
ported statement was made by him, he could not have known the 
attitude of the Board members because the Board had not discussed 
the case. He felt, that it would be impossible for him to have made 
those statements.° 

Sawyer, who bad not been present during the testimony of Laurence 
Henderson, was at this time confronted with what Henderson had 
told the subcommittee; namely, that it was his best judgment the 
information he passed on to Clark must have been received from 
Sawyer. Sawyer, however, still maintained he called Henderson on 
the 10th of August and testified, “The call was on the 10th, and I[ 
am very sure about that.” He categorically denied calling Mr. 





#7 Pp. 111, 158, 159. 
48 P, 144. 

4 Pp. 142, 143. 

# P. 130. 


LEAKS OF CAB DECISION OF AUGUST 2, 1956 15 


Henderson on the 3d of August. Sawyer was excused as a witness in 
order to permit him to review the transcript of the testimony that had 
been given.” 

On May 20, 1957, Sawyer was recalled as a witness, at which time 
he was confronted with the fact that on at least 7 occasions in 
his previous testimony he was positive that on August 10, 1956, he 
had talked with Henderson. Sawyer said he had been informed by 
the staff that Henderson was in Chicago on August 10, 1956, and if 
this be the case obviously he could not have called him on this date. 
He said he was, therefore, less positive in his own mind than when 
he previously testified, but his best recollection was that it was August 
10 when he learned Henderson was leaving Trans American Airlines 
to go to work for Fairchild Aircraft. He claimed the memorandum 
he had been referring to was dated August 10 but it was a recon- 
structed date as his secretary had retyped the memorandum after a 
staff investigator had contacted him on November 2, 1956. He 
claimed the memorandum did not state that Henderson had told 
him what day, and it does not state that he telephoned Henderson 
that day. He steadfastly denied having called Henderson on August 
3 and having advised Henderson at any time of the CAB decision 
of August 2, 1956.°? 

Forrester A. Clark, a partner in the investment firm of H. C. 
Wainwright & Co. in Boston, Mass., testified that in July of 1956 he 
was contacted by Mr. Henderson and Mr. Raimond Bowles relative 
to the purchase of Northeast Airlines stock owned by the Atlas Corp. 
which controlled Northeast Airlines. Clark was very much interested 
in such an enterprise as back in 1951 he was interested in securing 
purchases of this particular stock and, in fact, had talked with certain 
Atlas company officials at that time. In 1951 the venture did not 
develop. He said Henderson and Bowles revitalized his interest. 
He, Clark, was to locate individuals to purchase this stock and 
Bowles and Henderson would receive only a finders fee. It was not 
until the middle of August 1956, however, that he saw one of the 
officials of Atlas Corp. and was advised that the corporation did not 
desire to sell the stock.™ 

There was introduced into the record a photostatic copy of a letter 
dated July 26, 1956, from Mr. Clark to Mr. Bowles, the last paragraph 
of which reads as follows: 


I had no more than finished dictating this letter than I 
received a call from Mr. Laurence Henderson in Washington, 
agreeing that our move—if any—should come immediately 
after the tentative decision of the CAB is known by him and 
you, about 2 weeks from now. [Italic supplied.] * 


Mr. Clark testified that the words “tentative decision” insofar as 
he was concerned meant that when the decision was made, at least a 
month would go by before a final report was issued, and any number 
of things might happen during that month. For example, a rival 
applicant might upset the decision that was made. He disclaimed 
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any knowledge about the tentative decision except what he was told 
by Mr. Henderson and Mr. Bowles.® 

On the basis of a telegram which he received from Mr. Henderson 
on July 30, 1956, Clark contacted Francis Ward, a partner in his 
investment firm, and told him he was interested in buying 1,000 shares 
of Northeast Airlines stock, and for him to buy it using his time and 
his discretion. On the morning of August 3, Clark said he received 
a telephone call from Mr. Henderson advising him there was a rumor 
that Northeast Airlines had received the award and the vote was 3 to 
2. He had no independent recollection as to the time of this tele- 
phone call, and when presented with the exhibits which had been 
introduced showing it was 10:06 a. m., this did not completely refresh 
his recollection. Clark did recall that at 10:15 a. m. on August 3 he 
received a telephone call from Mr. Ward advising him there was con- 
siderable activity in Northeast Airlines. He felt it was because of 
the combination of the telephone call from Henderson and the call 
from Ward that he purchased stock. He recalls he advised Ward to 
buy him 500 shares. It is of interest to note that the telephone call 
made to Clark by Henderson started at 10:06 a. m. and ended at 
10:15 a. m. which was the approximate time Mr. Ward called Mr. 
Clark. The exhibits show the order for his 500 shares of stock was 
placed by Ward at 10:23 a. m.*® 

During the course of the preliminary inquiry by the staff, Mr. Clark 
executed an affidavit in which he denied receiving any information, 
indirectly or directly, regarding or relating to the decision of the Civil 
Aeronautics Board making an award to Northeast Airlines between 
the dates of August 2 and 10, 1956. He admitted at the time of his 
testimony he had signed this affidavit and realizes he made a mistake.” 


MILTON SHAPIRO’S STOCK PURCHASE OF AUGUST 3, 1956 


According to the Securities and Exchange Commission, Milton 
Shapiro, a real-estate dealer in Concord, N. H., was the first purchaser 
of Northeast Airlines stock on August 3, 1956, when he bought 500 
shares at 9%. Shapiro testified he purchased this stock at the opening 
of the stock market. He said he had been following the activities of 
the New York-Florida route case in the newspapers, and he decided 
to purchase this stock as a speculation. He had debated whether he 
would purchase Delta or Northeast, but since Delta was $40 a share 
and Northeast was much lower, he decided to buy the latter. He 
testified he had no advance information concerning this stock. He 
talked with no one from the Civil Aeronautics Board and received 
no telephone calls from anyone concerning the award of August 2, 
1956. He was unaware that such an award had been made. He 
said he does not consider himself a stock-market player but when he 
does make purchases and sales, they are always at the opening of the 
stock market. Approximately 3 weeks after he purchased the stock, 
he sold it, making a profit of between $1,200 and $1,400. 

About noon on August 3, 1956, he accidentally met on the street 
Chet Wiggin and Tom Shannon, both employees of Senator Styles 
Bridges. They engaged in a general discussion during which he 
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mentioned he had purchased Northeast stock that morning. When 
his broker confirmed the execution of the order, he was advised the 
stock had gone up. He testified he possibly might have suggested 
that Wiggin buy this stock. As a matter of fact, 3 employees of 
Se»ator Bridges’ office each purchased 100 shares at 12%, which in- 
dicated they purchased late in the afternoon.” 


A transcript of the hearings was furnished to James Durfee, Chair- 
man of the Civil Aeronautics Board, for review, and by letter of 
October 4, 1957, he advised that the Board, after reviewing the 
record, was of the opinion that the evidence does not support any 
definite conclusion as to the source of the leaks. The Board had 
determined there was no factual basis for considering that any Board 
employee, including Raymond Sawyer, was responsible for the leak 
or leaks. 

LEGISLATION 


James R. Durfee testified he became Chairman of the Civil Aero- 
nautics Administration on April 13, 1956. Shortly after taking office, 
he became aware of the problem of leaks and about a month later he 
discussed this matter with other members of the Board. After the 
leak of August 2, 1956, the Civil Aeronautics Board adopted the 
policy of promptly publishing how the Board voted in an adjudicative 
matter. This is merely an announcement of the vote and is not 
binding on a Board member as the vote does not become final until a 
decision is formulated and signed. A Board member may change his 
vote any time until he signs the written opinion. This was the first 
time in the history of the Civil Aeronautics Board that this practice 
was put into effect. It was adopted by the Board in an attempt to 
eliminate leaks concerning any vote in an adjudicative case. 

Durfee testified that the Civil Aeronautics Board has existing 
regulations prohibiting the willful disclosure of information but the 
penalty for a violation is dismissal from the service. There is no 
present existing criminal statute covering these leaks, and Mr. 
Durfee felt legislation in this regard would be beneficial. 

The Civil Aeronautics Board is a quasi-judicial agency. It was Mr. 
Durfee’s testimony that from the time of the examiner’s preliminary 
decision until the final vote of the Board no individual Board member 
should be subjected to any attempt to influence his opinion during 
this period of time. As of the present time, Board members are 
subjected to this type of pressure. Mr. Durfee felt that any argument 
to be presented should formally be made before the entire Board. 
The integrity and dignity of the Civil Aeronautics Board is most 
important, and Mr. Durfee believes it should be clothed with the 
same immunity from interference as is a court of law. He felt that 
legislation in this direction would be helpful.” 

Testimony was received from the other regulatory agencies in 
executive session; namely, the Securities and Exchange Commission, 
the Interstate Commerce Commission, the Federal Communications 
Commission, the Federal Trade Commission, and the Federal Power 
Commission with a view toward legislation. All of these agencies 
have some administrative rule or regulation prohibiting the disclosure 


& Pp. 195, 196. 

© Pp. 203-202, 207, 208, 210-214 
61 Pp, 201-208. 

#2 Pp. 205-207, 209, 210, 215. 








18 LEAKS OF CAB DECISION OF AUGUST 2, 1956 


of certain information. Only one—namely, the Federal Trade Com- 
mission—has a criminal provision for improper disclosure of informa- 
tion, and testimony indicated that agency felt this criminal penalty 
had a very salutary effect in preventing leaks. All of these agencies 
voiced no objection of legislation in this area of willful disclosure. 
The subcommittee also ascertained that there was no legislation pro- 
tecting the Commissioners from attempts to influence their decisions 
in adjudicative matters. The representatives of the various agencies 
who testified voiced no objection to legislation in this area. 

On July 2, 1957, Senator Jackson, for himself and Senator Mc- 
Clellan, introduced bill S. 2461 making it a criminal violation for any 
employee of a regulatory agency to knowingly and willfully disclose 
any information with respect to any matter pending before such agency 
for adjudication if such disclosure is in violation of any rule of the 
agency. This bill does not apply to any communication made in 
compliance with an order of any court, or made to Congress or to any 
committee or subcommittee thereof having jurisdiction over the subject 
matter of such communication. 

At the same time, Senator Jackson introduced for himself, Senator 
McClellan, and Senator Yarborough a bill designated S. 2462 which 
makes it a criminal violation for anyone with intent to influence any 
adjudication to make any oral or written presentation concerning any 
question of law or fact involved in such matter to a member, officer r, 
or employee of such agency without first giving notice of such proposed 
presentation to all parties to such proceedings and affording to each 
such party an opportunity to participate in the presentation. These 
bills were referred to the Judiciary Committee and have not as yet 
been reported to the floor of the Senate for a vote. 


CONCLUSIONS 


Upon hearing the testimony of all witnesses, the subcommittee has 
reached the following conclusions: 

There were leaks from within the CAB concerning the secret vote 
of August 2, 1956, which awarded the New York-Florida route to 
Northeast Airlines. 

One or more of the 25 employees of this agency who were present 
when the secret vote was taken apparently lied to the subcommittee 
staff conducting the preliminary inquiry, as all 25 denied knowledge 
of or participation in the willful disclosure of information on the 
August 2, 1956, vote. 

Leaks of information of a sec ret nature have been promiscuous at 
the CAB for many years. It is difficult to understand why the 5 
Board members of CAB had 20 staff members present on August 2, 
1956, particularly where there had been a history of leaks from within 
the agency in the past. 

Laurence Henderson was neither cooperative nor convincing in his 
testimony before the subcommittee. His initial testimony was proven 
inaccurate when he claimed his telephone call to Forrester Clark in 
Boston was based on information he had received from an investment 
firm. After such testimony was exposed, he could not remember upon 
what he based this telephone call to Clark and claimed that the only 
other possible source of such information was Raymond Sawyer. 
However, he refused to testify that the source actually was Sawver. 
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He admitted his initial affidavit and letter, submitted to the staff long 
prior to the hearings, were inaccurate. 

Forrester Clark is to be criticized for his initial failure to cooperate 
with this subcommittee. The false affidavit that he submitted to the 
staff during the preliminary inquiry definitely impeded the investi- 
gation. 

Raymond Sawyer’s testimony was evasive and hindered the work 
of this subcommittee. Initially, he was quite positive he made a tele- 
phone call to Laurence Henderson on August 10, 1956. He made 
available a reconstructed memo to corroborate his position. He was 
unable to recall pertinent details more clearly, and his apparent use 
of this memo to thwart the subcommittee makes his testimony 
somewhat incredible. 

Robert Oliver’s testimony as to his stock purchased August 3, 1956, 
is not convincing as evidenced by the following: The contradictory 
stories of the stock salesmen; Oliver had no inside information; he was 
not a wealthy man; he did not tell his law partner, Mr. Pogue, about 
his purchase; he attempted to have the transaction completely erased 
from the record; and he had refused to accept the profit made on the 
Northeast stock. All this indicated he intended to purchase North- 
ast and not Northwest stock. His refusal to permit Mr. Griffith to 
furnish this subcommittee staff with his name as Griffith’s source of 
information indicates a complete lack of cooperation. After his name 
had been given to a Federal grand jury, he was interviewed and refused 
to tell a staff member about the stock purchase of August 3, 1956, 
basing his refusal on a privileged communication between lawyer and 
client. This was not the fact and again indicates his complete un- 
cooperative attitude with the subcommittee. 

When asked by the grand jury whether or not he had ever owned 
Northeast stock, he replied in the negative. This also indicates he 
was not cooperative with the grand jury as he did at one time own 
Northeast stock, even though he claims he had purchased it in error. 
He never did discuss with that body the stock purchase of August 3, 
1956. 

The Civil Aeronautics Board has a regulation prohibiting such leaks; 
however, it carries only an administrative penalty of dismissal from 
the service. It is believed that new legislation making it a criminal 
penalty to willfully disclose information in an adjudicative matter 
will have a salutary effect, and be a strong deterrent against such dis- 
closures in the future. This bill should not apply to any communica- 
tion made in compliance with any court order or made to Congress or 
to any committee or subcommittee thereof having jurisdiction over 
the subject matter of such communication. It will place jurisdiction 
to investigate within the Federal Bureau of Investigation, somethin 
which cannot be accomplished at the present time. This crimina 
legislation should apply to the Civil Aeronautics Board, the Securities 
and Exchange Commission, the Interstate Commerce Commission, the 
Federal Communications Commission, the Federal Trade Commis- 
sion, and the Federal Power Commission, which are governmental 
regulatory agencies. 

When acting in an adjudicative matter, all regulatory agencies are 
quasi-judicial and, as such, the Board members should be afforded 
the same protection as a judge in a court of law. It so happens, 
however, that individual Goad members are contacted by people 
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who argue a case on its merits. This should not be, as there is a 
proper place for formal argumentation of a case before the entire 
Board. Board members should be protected from this sort of pres- 
sure as the integrity of the Board is very important, particularly in 
the minds of the general public. It is believed that legislation in any 
adjudicative matter relieving the individual Board members from 
this apparent pressure would be desirable. 


RECOMMENDATION 


It is recommended that the legislation introduced by Senator 
Jackson, which is presently in the Judiciary Committee, be adopted. 
This legislation will (1) make it a criminal penalty for willfully dis- 
closing or willfully publishing improper information in an adjudicative 
matter and (2) make it a criminal violation to attempt to influence any 
adjudication by discussing the merits of the case with an individual 
member of the Board without notice to interested parties. 


Since Senator Karl E. Mundt did not participate in this matter, 
due to his having been preoccupied with his work as a member of the 
Select Committee on Improper Activities in the Labor or Manage- 
ment Field, he neither approves nor disapproves this report. 

Senator Carl T. Curtis submitted the following as his individual 
view: 

My reaction to the evidence presented in the committee 
hearings is that there was not conclusive proof of any overt 
actions pinpointed as to any individual, which could affix 
responsibility for the leaking of information. It is evident 
that the general practice and procedures in handling such 
matters could be improved. The testimony of the Chairman 
indicates that a number of important steps have been taken 
to correct the situation. 

As a general rule, I believe that, when a decision is arrived 
at, it ought to be given to the public, even though formalizing 
the opinion comes at a later time. 


Senator Chapman Revercomb submitted the following as his indi- 
vidual view: 

It is my view that the evidence, while revealing that infor- 
mation must have been wrongfully leaked or disclosed, does 
not make certain who made such a disclosure or disclosures. 

I do not concur in that part of the “Recommendation” of 
the report recommending passage of S. 2462 because I do not 
favor legislation that may be construed to prevent any Mem- 
ber of the Congress from discussing with any department or 
agency of government any public subject under consideration 
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by, or which should be brought to the attention of, such 
department or agency. 


The members of the Committee on Government Operations, except 
those who are members of the Senate Permanent Subcommittee on 
Investigations, did not sit in on the hearings and executive sessions 
on which the above report was prepared. Under these circumstances, 
they have taken no part in the preparation and submission of the 
report, except to authorize its filing as a report made by the sub- 
committee. 

O 
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Mr. Fuusrieut, from the Committee on Banking and Currency, 
submitted the following 


REPORT 


{To accompany S., 3149] 


The Committee on Banking and Currency, to whom was referred 


the bill (S. 3149) to increase the lending authority of the Export- 
Import Bank of Washington, and for other purposes, having considered 
the same, report favorably thereon without amendment and recom- 
mend that the bill do pass. 


GENERAL STATEMENT 


The ist session of the 85th Congress extended the Export-Import 
Bank Act of 1945 for an additional period of 5 years, from June 30, 
1958, to June 30, 1963 (Public Law 85-55, approved June 17, 1957). 
At that time no request was made for an increase in the lending author- 
itv of the bank. 

The President in his budget message of January 13, 1958, and in 
his economic report of January 20, 1958, recommended that the lend 
ing authority of the bank should be increased by $2 billion, because 
the $5 billion lending authority provided in 1954 was expected to be 
entirely committed during 1959. On January 27, 1958, the Export- 
Import Bank of Washington transmitted to the Congress a draft bill 
which would carry out the President’s request. 

Pursuant to notice given in the Congressional Record, public hear- 
ings were held on February 3, 1958. The President and the Directors 
of the bank testified in support of the bill. Favorable reports on the 
proposal have been received from the Departments of State and 
Treasury. 

No unfavorable reports or testimony in opposition to the proposed 
increase in lending authority were received by the committee. 


20006 
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THE EXPORT-IMPORT BANK OF WASHINGTON 


The Export-Import Bank of Washington was originally created in 
1934 by Executive Order 6581. After many modifications and 
revisions, the organization of the Export-Import Bank of Washington 
was recast as an independent Federal agency by the Export-Import 
Bank Act of 1945. This act has been amended from time to time 
since that date. 

The objectives and purposes of the Export-Import Bank are— 


to aid in financing and to facilitate exports and imports 
and the exchange of commodities between the United States 
or any of its Territories or insular possessions and any 
foreign country or the agencies or nationals thereof. 


The Congress has laid down the policy that the bank should supple- 
ment and encourage private capital, not compete with it. The 
Congress requires the bank’s loans to offer reasonable assurance of 
repayment, in the judgment of the bank’s Board of Directors. The 
bank does not make grants. 

As a general rule, the bank extends credit to finance only the 
pure hase ' of materials or equipment produced or manufactured in the 
United States and the financing of technical services of United States 
firms or individuals, thereby fac ilitating United States exports. 

Having broad powers under its charter to carry out its purposes, 
the bank currently makes available direct financing, guaranties, and 
insurance. Direct financing takes the form of purchases without re- 
course, from a United States exporter, of notes or acceptances issued 
by a foreign importer; loans to a United States or foreign private 
entity or foreign government; or purchases from a United States im- 
porter of his obligations. Guaranties may run directly to exporters 
or importers or may be effected by a purchase by a financial institu- 
tion of obligations, from an exporter or importer, with the backing of 
a guaranty agreement with the Export-Import Bank. These guar- 
anties may cover all risks of repayment or be limited to dollar trans- 
fers or other specified risks. In recent years guaranties have been 
used in connection with credit lines extended to United States ex- 
porters. Under the usual plan, the Export-Import Bank shares the 
risk in up to 60 percent of the invoice value. 

The bank also makes available insurance ag uinst war risk and ex- 
propriation covering the United States exporter’s interest in tangible 
personal property of United States origin. 


REASONS FOR NEED FOR INCREASED AUTHORITY 


Section 4 of the Export-Import Bank Act of 1945 provides for the 
bank a capital of $1 billion, subscribed by the United States. Section 
6 of the act authorizes the bank to borrow up to $4 billion from the 
Treasury. Section 7 of the act provides that the bank shall not have 
outstanding at any one time loans, guaranties, and insurance in excess 
of $5 billion. 

The Export-Import Bank has been pursuing an active lending 
policy in all parts of the free world. Loans authorized last fiscal year 
totaled $1,066 million, and during the last half of 1957 $468 million. 
As a result, the balance available for future loans is substantially 
reduced. Unless the funds available and the limitation on lending 
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authority are increased, the bank will be compelled to restrict its 
activities sharply. 

Increases in the amount of loans outstanding and the amount of 
lending authority committed, and decreases in the amount of uncom- 
mitted lending authority, are shown by the following table: 


[In millions of dollars) 


Loans out- | Lending |Uncommitted 
standing authority lending 
committed authority 





June 30, 1954 !_ 
June 30, 1955 
June 30, 1956 
June 30, 1957. 
Dec. 31, 1957 


& & Co OO GO 
~_— ss 
| & S 
Sees: 
ooh oO do 


1! In August 1954, the lending authority was increased from $4.5 billion to $5 billion, and the authority 
to borrow from the Treasury was increased from $3.5 billion to $4 billion. 


The wide difference between the amounts of loans outstanding 
(disbursements made and not yet repaid) and the amounts of lending 
authority committed represents in part the timelag between approval 
of a loan and the actual purchase of products under it. While the 
Cad must reserve borrowing authority to cover these commitments,, 
the actual borrowings from the Treasury have run far below the 


amounts committed: 
{In millions of dollars] 


| 
Percent 
| Percent Percent lending 
| Lending | Borrowing statutory borrowing authority 
| authority authority | lending | authority committed 
committed used | authority | used to borrowing 
| used } authority 
used 





June 30, 1954 
June 30, 1955 
June 30, 1956 i 
June 30, 1957_..-- 
Dec. 31, 1957_...- 





The bank has felt it important to maintain a substantial balance of 
lending authority available for emergency situations which may sud- 
denly arise, and which may be important to United States foreign 
policy and economic security. The credit of $500 millions made to 
the United Kingdom in 1956, of which only half has been drawn down, 
is an example of this situation. 

In addition to the uncommitted lending authority—$533.7 million 
on December 31, 1957—the bank is authorized to lend out again the 
amounts of principal repaid by its borrowers, and the surplus which 
will be placed in the reserve after paying interest and dividends to 
the Treasury. But these principal repayments and annual surpluses, 
together with additional credits from cancellations and sales of 
participations, are not expected to average over $500 million. Repay- 
ments alone, as calculated in the 1957 annual report of the bank, will 
amount to less than $300 million a year. 

Failure to grant this increased authorization might well result in a 
reduction in the annual rate of authorization of loans and credits for 
United States exports from about $1 billion to about $500 million. 

If the lending practices of the Export-Import Bank are continued, 
as the committee expects they will be, substantial earnings for the 
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United States Treasury and the United States taxpayer can be 
expected from the increased investment in the bank. During fiscal 
year 1957, for example, the bank paid to the Treasury $23.2 million 
in interest, a rate of return on the amounts borrowed from the Treas- 
ury (not including the reserve created out of past surpluses) between 
3 and 3% percent. In addition, the bank paid to the ee $22.5 
million in dividends on the $1 billion of capital stock. Since its 
creation the bank has paid $202.8 million in interest and $173 
million in dividends to the Treasury, and has built up a reserve of 
$475.6 million. 
CONCLUSION 


The Export-Import Bank of Washington provides substantial 
assistance to exports of United States products. Exports of American 
products are essential to the continued development and security of 
the free world. This assistance should be continued vigorously at the 
present time. It should not be reduced. The committee recommends 
immediate passage of the bill. 


CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as 
reported, are shown as follows (existing law proposed to be omitted 
is enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 


Tue Export-Import Bank Act or 1945 
* * * * * x * 


Sec. 6. The Export-Import Bank of Washington is authorized to 
issue Tiki time to time for purchase by the Secretary of the Treasury 
its notes, debentures, bonds, or other obligations; but the aggregate 
amount of such obligations outstanding at any one time shall not 
exceed [[$4,000,000,000] $6,000,000,000. Such obligations shall be 
redeemable at the option of the bank before maturity in such manner 
as may be stipulated in such obligations and shall have such maturity 
as may be determined by the Board of Directors of the bank with 
the approval of the Secretary of the Treasury. Each such obligation 
shall bear interest at a rate determined by the Secretary of the 
Treasury, taking into consideration the current average rate on out- 
standing marketable obligations of the United States as of the last 
day of the month preceding the issuance of the obligation of the bank. 
The Secretary of the Treasury is hereby authorized and directed to 
purchase any obligations of the Bank issued hereunder and for such 
purpose the Secretary of the Treasury is authorized to use as a public- 
debt transaction the proceeds of any securities hereafter issued under 
the Second Liberty Bond Act, as amended, and the purposes for which 
securities may be issued under that Act are extended to include such 
purpose. Payment under this section of the purchase price of such 
obligations of the Bank and repayments thereof by the Bank shall 
be eeeie as public-debt transactions of the United States. 

Sec. The Export-Import Bank of Washington shall not have 
Oatehnding at any one time loans, guaranties, and insurance in an 
aggregate amount in excess of [$5,000,000,000] $7,000,000,000. 


O 
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SUPPLY WASTE AND EXCESS IN THE NORTHEAST ATR 
COMMAND 





Fresruary 4, 1958.—Ordered to be printed 


Mr.’ McCie.uan, from the Committee on Government Operations, 
submitted the following 


REPORT 


INTRODUCTION 


In June 1957, the Senate Permanent Subcommittee on Investiga- 
tions became aware of irregularities in the supply system at the 
Ernest Harmon Air Force Base in Newfoundland. A preliminary 
inquiry conducted by the staff determined that large excesses of 
materials existed at this base. In one instance, a United States 
Army warrant officer, contrary to all regulations, buried approxi- 
mately $33,000 worth of excess spare parts. Ernest Harmon Air Force 
Base was at that time part of the Northeast Air Command (NEAC), 
This command was composed of the following airbases: McAndrew, 
Pepperrell, Saglek Bay, Goose Bay, Frobisher, Sondrestrom, Narsars- 
suak, Thule, and Ernest Harmon, all of which were located in New- 
foundland, Labrador, Baffin Island, and Greenland. 

The subcommittee brought this situation to the attention of the 
military services. As a result, three separate investigations were 
conducted at Ernest Harmon Air Force Base by the Secretary of 
Defense, United States Air Force, and United States Army. The 
Secretary of Defense also sent an investigative team to look into the 
problem of excesses in the entire NEAC area. All of the aforemen- 
tioned organizations have submitted preliminary reports of their 
investigations. Final results will be made available to the sub- 
committee at a later date. 

It is the responsibility of this subcommittee to study Government 
activity at all levels with a view to determining its economy. and 
efficiency. The subcommittee was interested in ascertaining the 
amount of Government waste in NEAC, whether proper corrective 
action had been taken, whether the excesses found exist on a world- 
wide basis, and whether the Air Force system was operating efficiently. 

We wish to acknowledge the assistance and full cooperation of. the 
Air Force, the Army, and the Secretary of Defense during the hearings. 


1 
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EXCESSIVE SPARE PARTS AT ERNEST HARMON AIR FORCE BASE 


The Department of Defense estimated that there were excesses 
accumulated at Ernest Harmon Air Force Base valued at $14 million. 
This figure includes over a million dollars in spare parts for technical 
equipment in the possession of the Army’s 823d Engineer Battalion, 
whereas $75,000 should have been the normal amount.! This section 
of the report will deal only with the spare parts problem of this Army 
battalion. 

The 823d was ordered to Ernest Harmon in the spring of 1953 to 
meet an Air Force construction requirement, and, as such, it was 
entirely controlled, supplied, and funded by the Air Force. It was 
authorized to maintain a 30-day supply of spare parts. Air Force 
base supply, in order to support this battalion, was authorized to 
stock a 6-month supply. Initially, Air Force base supply decided 
upon its stock level by multiplying the battalion’s 30-day level by 
6 which resulted in an excessive quantity of material being requisi- 
tioned because many spare parts would necessarily last much longer 
than others. Thus, while 1 part, such as a jeep engine or a set of 
rock-crusher jaws, might be required for a 30-day supply level, only 
2 or at most 3 would be required for a 6-month backup. The fact 
that six of many such items were ordered was the beginning of the 
excesses in spare parts.” 

The supply inventories of the Air Force and the Army battalion 
are controlled by two basic documents. These are the stock record 
card, which indicates what and how much material is in storage, and 
the stock locator card, which indicates where the material is stored. 
Fifty percent of the stock record cards at Ernest Harmon Air Force 
Base were inaccurate.’ The supply record cards at the 823d Army 
Battalion were also inaccurate. This resulted in improper requisition- 
ing and in some cases unnecessary requisitions. 

The Air Fore e, in many instances, failed for long periods of time to 
forward requisitions to the supply depots in the United States. There- 
fore, the Army submitted reorders, resulting in the duplication of 
supplies. The Army battalion failed to cancel requisitions outstand- 
ing when a need for a part ceased to exist. Further confusion was 
created by the failure of the base supply office to post incoming 
shipments on stock record cards.* 

Large amounts of crated spare parts were stored and segregated by 
the Air Force in a large area along the beach exposed to the weather. 
In many cases the Army battalion had to accept from the Air Force 
base supply complete crates which were stored on the beach, although 
their requirement was for only one item within the crate. This pro- 
cedure was put into effect because the Air Force did not have adequate 
storage space, and if an open box were left on the beach the parts 
would deteriorate rapidly due to the weather. This Air Force proce- 
dure was not sound, as the 823d Army Battalion also stored its 
material in an uncovered area of some 3 acres. This resulted in rapid 
deterioration of extra parts in an open crate making them unusable 


AP, 2, 
oF. a 
2 P. 6, 
‘P. 8, 


EXPLANATION OF FooTNOoTES.—All pages and exhibit references refer to the hearings of this subcommittee 
on Supply Waste and Excesses in the Northeast Air Command, dated August 28 and 29, 1957. 
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and necessitating further requisitions by the Army.’ Another result 
of this procedure was the development of excesses at this Army unit. 
In many cases, the battalion did not know what it had on hand, and 
needed spare parts could not be located, causing much of its equipment 
to be inoperative.® 

At the base there was maintained an area known as Air Force 
disposal where all surplus material was stored prior to sale. Amon 
the material in the disposal area were 18,000 items of engineer an 
ordnance parts, many of which were unidentifiable, obsolete, or had 
only scrap value. In the spring of 1955, the 823d Battalion, although 
it already had an excess of spare parts, was in critical need of certain 
specific items. The 823d Battalion ascertained that it could use some 
of the above 18,000 items, though not all. However, it took all of 
these items. The Army stored this large quantity of spare parts on 
its 3-acre open storage area, where they became intermingled with 
other parts. This incident further complicated the already difficult 
situation.’ 

Additional confusion was caused by the lack of effective supply 
training for Canadian civilian employees. Canada requires that a 
high percentage of civilians employed by United States military 
installations be of Canadian citizenship. There was no evidence that 
any serious attempts were made to teach these native employees 
locally, or to send them to the United States to be instructed in the 
simple basics of supply procedure.’ 


HARMON AIR FORCE BASE DISPOSAL 


Under existing regulations of the United States Air Force, a unit 
having excess material should return it to Air Force base supply. 
Base supply then screens this material and some of the items are used 
to fill outstanding requisitions. Base supply then prepares a list of 
excesses which is circulated throughout NEAC to ascertain if any 
items are usable by any unit in the command. More items are then 
eliminated through requisitioning. Base supply prepares a final list 
of this material which ostensibly cannot be used by any units in the 
command, and submits it to the appropriate supply depots in the 
United States to ascertain if any of the material can be used through- 
out the world.® 

The proper screening procedures outlined above were not being 
carried out at the Harmon Air Force Base, as evidenced by the fact 
that the Engineer Maintenance Center in the United States had not 
received any lists reporting the unusable excesses at Harmon.’® 

Excess material which cannot be used by any unit in NEAC or any 
supply depot in the United States becomes surplus and is sent to base 
disposal. At Harmon they are then sold on the Canadian market by 
the Canadian Assets Disposal Corporation. This agency of the 
Canadian Government, by agreement with the United States, receives 
a 10 percent administrative fee for handling the sale, plus a 17 percent 
duty imposed by the Canadian Government." 


§P. 9. 

6 Pp. 8, 61. 

’P. 8; exhibit, p. 5, 
§P. 11, 

*P. 10. 

1 P. 10. 

1 Pp, 10, 35. 
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Many items declared to be surplus at Harmon Air Force Base dis- 
posal were in a new and usable condition and should not have been 
there. Items were being sold as surplus while requisitions for the same 
items were outstanding. It is not known how many of these were being 
disposed of while they were actually needed in the United States supply 
depots to fill outstanding requirements. The apparent unconcern 
about the fact that new and serviceable items were being sold for a 
fraction of their value indicates the looseness of base disposal opera- 
tion. As an illustration, a new air compressor in its original crate was 
located in base disposal while a requisition for it was outstanding. 
In another case, a rock crusher, having an acquisition value of 
$226,000, was turned in to Air Force base supply as being economic- 
ally reparable, the cost of repair being $57,000. The rock crusher, 
however, was sold through base disposal for $98,000, giving the United 
States Government a net of $68,000 after the administrative fee and 
duty tax of the Canadian Government were deducted. At the same 
time, a requisition for a new rock crusher was submitted. The 
amount of material being sold is indicated by the fact that since Jan- 
uary 1, 1956, at least $1,505,000 worth of items from the 823d Engi- 
neer Battalion alone were sold through base disposal.” 

The entire contract made with the Canadian Government by the 
Department of State is being reviewed by the Department of Defense, 
and the results of its study will be made available to the subcommittee. 


CAUSES OF EXCESSES AT ERNEST HARMON AIR FORCE BASE 


The Department of Defense team hi as re ported that the accumula- 
tion of excesses at Harmon Air Force Base is apparently the result of: 
(1) Improper computation of requirements. 
2) Improper requisitioning. 
) Lack of inventory control. 
(4) Inadequate storage. 
(5) Abandonment of « equipment at the end of World War II. 
(6) Changes of missions. 
(7 Lack of effective action by local commands to resolve sup- 
ply problems. 
(8) Abandonment of excess left from civilian contracts.® 


THE LACK OF EFFECTIVE ACTION TO RESOLVE EXCESS PROPERTY 
PROBLEMS AT ERNEST HARMON AIR FORCE BASE 


In February 1953, in an effort to purge Harmon of excesses, Project 
Eliminate was put into effect by the Air Force. This did not relieve 
the problem. In April of 1954, Air Force headquarters reestablished 
this project, but excesses continued to be a problem in 1954 and 1955 
In August 1956, NEAC directed the commander at Harmon to estab- 
lish a project known as Reduce Harmon. Unsuccessful attempts 
were made to secure assistance from Air Materiel Command, the Air 
Force central control for supply located in the United States. The 
airbase was directed to operate the project within the manpower and 
resources of its own base supply system. Harmon Air Force Base, by 
December 1956, had sent back only $2,116,564 worth in excesses 
to the United States and $140,647 worth to base disposal." 


7 os. 10, 11. 
i My 4, 5. 
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The Department of Defense inspection team in July 1957 found 
that the excesses at Ernest Harmon Air Force Base was a result of the 
failure to recognize the causes of the difficulty, plus an ineffective effort 
by higher headquarters to resolve the problems of supply procedure for 
the 823d Engineer Battalion, as well as for all units at Harmon. In- 
spections did not properly emphasize the seriousness of supply and 
disposal problems, and poor procedures. Efforts at a command level 
were inadequate and ineffective. Illustrative of the difficulty which 
existed was that experienced by the 823d unit in attempting to turn in 
excess spare parts in 1955 and 1956 during which period they turned 
back to the Air Force only $56,000 of the $1 million of their excess 
spare parts. This unit was informed by the Air Force supply officer 
that he could not receive any parts from it because he could not 
adequately handle the spare parts already in his possession." 


RURIAL OF ,SPARE PARTS 


Benny Wilks, warrant officer, testified he was assigned inearly June 
1956 to the 823d Engineer Battalion as the maintenance officer. 
This unit had a shortage of personnel, and Wilks actually was doing 
the work of six individuals. ' Wilks said that at the time he arrived 
at Harmon Air Force Base the spare parts situation in his battalion 

“was a mess.’’'® There was no inventory of spare parts; the outside 
storage area was covered with boxes of material, many of which la¢ked 
identification; there were no accurate stock record cards; and many of 
the spare part items were unserviceable and obsolete. He estimated 
that approximately 50 to 60 percent of the material possibly could 
have been used by other commands.” He said that he was allotted 
9 men to straighten out the situation, whereas 100 men were needed. 
He also said that the Air Force base supply officer had informed him 
that he could not receive any parts that were excess as he was ‘‘in 
the same boat we were in.” * Wilks testified that on one occasion in 
1956 an inspection team from Columbus, Ohio, visited the 823d 
Battalion, and all they did was look at the spare parts situation and 
remark, “Boy, you got a mess.”’ 

Wilks said that in the middle of November 1956 he and Capt. 
Arthur A. Williamson, who was in charge of supply and maintenance 
for the 823d, discussed the spare parts problem, and Williamson 
suggested that some of the parts be buried. The testimony on this 
point is as follows: 


Mr. O’DonneEti. What did Captain Williamson say to 
you, exactly, about it? 
Mr. Witks. He said, “‘We got the hole. We might as well 
use it.” 
Mr. O’DonneELL. Was anyone else present in the conver- 
sation you had with him? 
Mr. Wiiks. Sergeant Mann was present. 
Mr. O’Donnexi, Did you interpret what Captain Wil- 
liamson said as an order? 
Mr. Wiuks. I did, sir.” 
iS P, 62; exhibit, pp. 7, 21. 
16 Pp, 60. 
17 P, 66. 
18 P, 62, 
WP. 65, 
0 P. 74. 
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Thereafter, Wilks took a detail of men and picked out unidentifi- 
able, unserviceable, and obsolete parts. He instructed the sergeant 
in charge of the detail to dump the material into a ravine at the edge 
of the open storage area. Wilks, who did not supervise the burial, 
realized it was contrary to regulations.”! 

Capt. Arthur A. W illiamson testified he joined the 823d Engineer 
Battalion on November 12, 1956, serving as supply and maintenance 
officer. Williamson could not recall any conversation with Warrant 
Officer Wilks concerning the burial of the material. He testified as 
follows: 


The Cuatrman. What did you decide to do about burying 
them? 

Captain Wriiramson. As 1 said, I don’t recall the conver- 
sation. But if Mr. Wilks said I told him O. K., I must have 
said it. 

The Cuairman. Why did you want to bury it? 

Captain Wituiamson. I believe he must have had a very 
good reason for asking me that. It was junk * * *.” 


Sgt. William F. Mann, Jr., of the 823d Battalion said he was present 
when Warrant Officer Wilks and Captain Williamson discussed the 
possibility of burying certain of the materials. He testified the cap- 
tain was of the opinion the best thing that could be done was to bury 
them.” 

After the subcommittee staff notified the United States Army as 
to the burial, the Inspector General, First Army, directed the material 
be uncovered. Thereafter, experts appraised the recovered items. 
The total acquisition cost of these parts was $33,185.57 of which 
$24,807.51 worth were good and usable parts at the time of burial. 
When these items were uncovered, $18,502.15 worth were still in 
good and usable condition, but $6,305.36 worth had been damaged 
due to the burial.** 


NORTHEAST AIR COMMAND EXCESSES 


Excesses have been a constant problem throughout the whole NEAC 
area.” Excesses do not necessarily mean waste. Items may become 
excess due to any number of reasons such as reprograming, change of 
missions, or completion of contracts by construction companies. 
Examples of some of the problems of excesses confronting NEAC 
are: World War II vehicles became obsolete and were replaced; the 
air defense fleet was reprogramed when the F-94 aircraft was changed 
to F-89’s; the Newfoundland general depot was eliminated; several 
contractors ¢ ompleted their work and their equipment became excess. 

If excesses are not handled properly, a large amount becomes 
surplus unnecessarily as was the case in NEAC. This, of course, 
results in a loss to the Government. The fact that stock record 
cards were inaccurate, plus other factors already discussed, has 
resulted in a large amount of waste and surplus. How much waste 
will probably never be determined. 

2 P. 79, 
23 P, 86. 
4% P. 75 


oP. 4 ‘ 
% Pp. ‘20, 25, 29. 
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Maj. Gen. John D. Ryan, director of materiel for the Strategic Air 
Command, testified that prior to this command’s taking over NEAC 
on April 1, 1957, he made a tour of the bases and determined there 
was a very large amount of excess material. General Ryan could not 
give an estimate as to the dollar value of the excess material that 
existed because he had not been presented with an inventory by the 
Air Force at the time the Strategic Air Command took over. Be- 
cause this inventory did not exist, the work of General Ryan’s group 
was made much more difficult as they had only inadequate stock record 
cards and stock locator cards to arrive at the amount of excess ma- 
terial. He said he would be able to furnish dollar figures to the sub- 
committee concerning excesses and waste when his men have com- 
pleted the inventory.” 

Perkins McGuire, Assistant Secretary of Defense for Logistics and 
Supplies, testified that the estimate of excesses in the NEAC area is 
as follows: *8 


Ernest Harmon Osby ats i $14, 000, 000 
Goose Bay-- ares - . 6, 550, 000 
Saglek.____- 430, 000 
PIG. 2 bs on ed ei dete : ; 520, 000 
Sondrestrom - _ _- ; 1, 000, 000 


Thelen scuwsedoube-i walle 9, 645, 000 
Narsarssuak.__.- 2, 535, 000 


Total___.__ ee 34, 680, 000 

He said he had been informed by members of the Defense Depart- 
ment team, which visited bases other than Harmon, that a preliminary 
review indicated some of the factors contributing to excesses at these 
bases were identical to those found at Harmon. He pointed out 


that the above estimated dollar value of excess material does not mean 
this is a complete loss or waste insofar as the Department of Defense 
is concerned since a good portion of this material can be utilized by 
other command areas.”” The dollar figure used in this report is the 
acquisition cost of the various items. It does not reflect depreciation 
since the military accounting system does not include dollar depre- 
ciation in its inventory.” 

McGuire testified that subsequent to the subcommittee bringing 
the Harmon matter to the attention of his office, a great deal of 
attention has been devoted to deficiencies at the northeast bases. 
He said he intended to visit many major Air Force installations, 
including bases located in Europe and Japan, to review possible 
problems, as the major effort of the Department of Defense must be 
directed to making supply management more effective and efficient 
throughout the world.*! 

Col. Loran Anderson, who was director of materiel for NEAC from 
July 1955 to April 1957, testified on August 28, 1957, that he was in 
charge of all supply maintenance and procurement in the entire area 
and was responsible only to the commanding general. When he 
assumed those duties, the amount of excess material in NEAC 
amounted to $44 million, and when he departed, this sum had been 
reduced to $30 million. His staff consisted of approximately 100 
people. He said he had only one area assistance team, which was 


37 Pp, 12, 13, 15. 
2 P. 90. 

2 P. 90, 

30 P, 28, 

31 Pp. 90, 91. 
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interested primarily in the securing of supplies, - but he had no team, 
as such, for the disposal of excess property. In 1956 Air Materiel 
Command assigned to him 114 people to assist in the disposal of 
surplus property at Goose Bay and Thule, and in a period of 6 months 
they purged $15 million in excesses. He testified he did not ask Air 
Materiel Command for assistance at Harmon Air Force Base.” 

Colonel Anderson’s testimony revealed he was not familiar with 
the following situations: 

(1) Fifty percent of the stock record cards at Harmon Air Force 
were inaccurate, resulting in improper requisitioning. 


Mr. O’Donnetx, * * * Colonel, were you familiar with 
the fact that at least at Harmon there was a 50 percent 
inaccuracy in the stock record cards? 

Colonel ANpuRson, No, sir; I was not. I reviewed the 
audit reports every month and they did not indicate that 
from our Audit General.® 


(2) The 823d Army Battalion had over $1 million in excess spare 
parts when it should have had approximately $75,000 worth. 


Mr. O’DonnNELL. Were you familiar with the fact that the 
823d Battalion hada million dollars worth of excess spare 
parts? 

Colonel ANpERsoN. No, sir; I was not.** 


(3) Since January 1, 1956, $1,505,000 worth of items had been 
sent to base disposal for sale, many of which were in usable and new 
condition. 


Mr. O’DonnELL. Were you familiar with the fact that the 
823d turned back to base disposal, and this is from January 1, 
1956, $1,505,000 worth of parts and major end items, many 
of which were in A-—1 condition? Were you familiar with 
that fact? 

Colonel AnpERsoN. No, sir. 


(4) A rock crusher, with an acquisition value of $226,000, was sold 
for $98,000 through base disposal even though it was turned in as 
being economically reparable. 


Mr. O’DonneE Lu. Were you familiar with the fact that a 
rock crusher with an acquisition value of $226,000 was turned 
in to base supply as being economically reparable and was 
then sold to base disposal for $98,000 with a net to the 
Government of the United States of $68,000? 

Colonel ANprerson. No, sir. I believe that was after my 
time. 

Mr. O’Donnetu. That was in February of 1957, Colonel. 

Colonel ANpERSON. February of 1957? * 


(5) Air Force base supply at Harmon had requisitioned many items 
improperly. 


Mr. O’Donnei. Were you familiar with the fact that the 
base supply at Harmon was improperly acting, and this is 


32 Pp, 19-21. 
3 P. 30. 
4 P. 31. 
% P, 32. 
% P, 34. 
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on the basis of the Defense Department report.’ It says that 
‘‘While 1 part, like a jeep engine or set of rock crusher may 
be required for a 30-day supply level, only 2, or at most 3, 
would be required for a 6-month backup stock and not 6, in 
view of the item’s low rate of mortality.” Were you familiar 
with that situation? 

Colonel ANpuRson. No, sir; I was not,*” 


(6) That organizations other than the 823d Army Battalion had 
referred items improperly to Base Disposal for handling. 


Mr. O’Donnett. I have one other question: We have 
referred to the million and a half disposal by this 823d. Are 
you familiar with the disposal situation, as to whether or not 
any other organizations turned in to disposal property that 
they shouldn’t have? 

Colonel ANprerRson. No, sir; I am not. 

Mr. O’DonneE tu. As far as you are concerned, the million 
and a half is the top figure to be used? 

Colonel ANDERSON. Yes, sir. 

Mr. O’Donne tu. That is the only figure we presently have 
from the Defense Department, but they are going to turn in 
more figures to us. They say that the reason for the im- 
proper handling of items at base disposal was the inadequacy 
of the locator-card system. Do you have any comment as 
to the adequacy of the locator-card system on base disposal? 

Colonel ANprurson. No, sir; I do not.* 


Colonel Anderson testified he was very proud of the Air Force 
supply system and felt there was nothing wrong with it. He said the 
basic problem was one of training, and pointed out that many of the 
personnel in the supply units at NEAC did not have adequate basic 
training. The Air Force Supply School is located in Cheyenne, Wyo., 
and is of 13 weeks duration. Colonel Anderson said many of the 
individuals in his command had not been through the school, and, 
as a result, it was necessary to give them on-the-job training. For 
example, at Thule approximately one-half of the Air Force personnel 
in supply were untrained. He said the school was not big enough to 
accommodate the training of the people needed in supply. Anderson 
said he had complained about the poor quality of the personnel, but 
since the problem was worldwide in scope, nothing was done to correct 
it.*® 

Anderson testified the command did not submit to Washington a 
complete breakdown of all of the excesses in the area. He said they 
submitted a dollar report but an officer in the Pentagon would be un- 
able to tell what areas were in need of correction unless he actually 
visited that spot. It was brought out that the Inspector General of 
the Air Force didn’t visit the Northeast Air Command until after this 
subcommittee had made its discoveries.” 

Maj. Gen. John D. Ryan also testified that there is a shortage of 
trained personnel in supply, primarily because of the low reenlistment 
rate. He pointed out that 50 percent of the airmen at Goose Bay Air 
Force Base are under 21 years of age because the Air Force is unable to 


b 7 P. 31. 

38 P. 36. 

39 Pp. 22, 24-26, 
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retain personnel in the service. Approximately two-thirds of the 
personnel are lost to the Air Force after their 3-year tour of duty. 
Testimony established that the Strategic Air Command is considered 
the segment of the Air Force with the highest priority and, therefore, 
should have the best trained personnel.*! 

Lt. Gen. Glenn O. Barcus testified he was the commanding officer 
of NEAC from August 31, 1954, until April 1, 1957. His primary 
duty was to maintain the security of the United States and defend 
the northeast approaches to the United States. He had to have planes 
on the alert 24 hours a day and was always in a position to know what 
was going on so he could be prepared in case there was an attack. The 
general had 21,000 military personnel under his command in the NEAC 
area. Part of his duties had to do with logistics and supply, and his 
staff included a colonel who was the director of materiel. General 
Barcus was familiar with the fact that $44 million in excess material 
existed, and expressed concern over such a large volume. By the 
time he had been there a month he became acquainted with the supply 
situation in general throughout the command area and was familiar 
with the inadequacies of the stock record system at Ernest Harmon 
Air Force Base.” In this regard, he testified as follows: 


Mr. O’Donnett. Were you familiar with the fact that the 
stock-record card system was not accurate at Harmon? 

General Barcus. Yes, sir. The first time I looked at their 
stock-record cards, a lot of them were on the floor. 

The CHarrman. Where? 

General Barcus. On the floor. The men were working on 
them in a room, but they had been pretty well scattered 
around.* 


General Barcus testified as follows with respect to corrective action 
taken concerning excesses: 


Mr. O’Donneti. * * * What did you do with regard to 
Harmon Air Force Base on the basis of what you knew 
existed there? 

General Barcus. Well, sir; I didn’t separate Harmon from 
the rest of the command, because what existed at Harmon 
existed pretty much throughout the command. We did 
many things. Colonel Anderson has mentioned most of 
them. The first thing we did was to try to modify the 
system, if possible, to stop the generation of any more 
excesses. More excesses were generated. 

Mr. O’Donne.u. They were generated despite your at- 
tempts to stop them? 

General Barcus. Yes, sir. Possibly through errors, 
through changes of programs. There were changes of flying 
programs. The air defense unit was changed, and also 
some of the other classified projects were changed.“ 


General Barcus said his supply personnel numbered 80 percent of 
what they should have been, and only 60 percent of the men in this 
group were qualified. He felt had he been given more qualified men 


41 Pp, 14-16. 
42 Pp. 38-41. 
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he would have handled the various problems in the supply area more 
successfully.” 

General Barcus testified that, in the last analysis, this command 
area was his responsibility and there was no control over this area 
by the Pentagon. In this regard, he testified as follows: 


Mr. O’Donne tt. General, as I understand it, and I may 
be wrong, this was your command area, and it was entirely 
your responsibility as to how you handled spare parts, how 
you handled excess property, and it was not the responsi- 
bility of any other person. Is that right? 

General Barcus. Well, in the last analysis, since I was the 
commander, yes, I was responsible. But of course when we 
say how we handled them, we had certain guide rules laid 
down as to how we should handle them. 

Mr. O’DonnELL. Did the S officer in the Pentagon have 
anything to do with supervising you insofar as spare parts 
and excess property? 

General Barcus. Not directly; no, sir. 

Mr. O’Donne.tu. Then the Air Force has no central con- 
trol of any command base in the world; is that right? 

General Barcus. Not directly; no, sir.‘ 


General Barcus also said Air Materiel Command was contacted by 
NEAC concerning the supply situation, but Headquarters, United 
States Air Force, was not notified. Looking back, General Barcus 
now wishes he had contacted the Pentagon directly and explained to 
them the serious situation which existed in his command concerning 
excesses.“ 

General Barcus was of the opinion that the Air Force supply system 
was proper. The fault that existed and currently exists is in the lack 
of training of qualified personnel to supplement this system. He said 
many personnel errors had been made, and the answer is for the Air 
Force to adequately train their men and then to retain them in the 
service, 

CONCLUSIONS 


The subcommittee has reached the following conclusions: 

(1) It is recognized that excesses do not necessarily mean waste. 
However, the problems which arose in the Northeast Air Command 
caused much of the excesses to be needlessly declared surplus. This 
resulted in waste; how much will probably never be determined. 

(2) The Ernest Harmon Air Force Base is criticized for not in- 
structing its civilian employees in basic supply procedures.” 

(3) The Air Force at Ernest Harmon Air Force Base is also criti- 
cized for the following:” 

(a) Requiring the 823d to take entire boxes of supplies when 
it needed only one item. 
(6) Improper computation of requirements as evidenced by 
the use of the multiple factor of six. 
(c) The inaccuracy of the stock record cards at base supply. 
(d) The inaccuracy of the locator cards at base supply. 
45 Pp. 41, 42. 
4“ P, 40. 
47 P. 43. 


48 Pp. 43, 44. 
49 Instances where the Department of Defense has already taken appropriate corrective action. 
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(e) Improper requisitionmg as evidenced by the delay in 
forwarding requisitions to the United States, causing resubmission 
of orders which resulted in a duplication of supplies. 

(f) Permitting units to accept supplies without posting to 
the record cards. 

(g) Improper procedures in sending items to base disposal for 
sale. 

(h) The lack of screening procedures resulting in a substantial 
number of items being sold when requisitions were outstanding 
for the items. 

The apparent unconcern that new and/or serviceable items 
were being sold for a fraction of their value at the disposal 
center. 

(4) The base commander at Ernest Harmon Air Force Base failed 
to en tively reduce excesses by the programs put into effect. 

The Director of Materiel of NEAC, from July 1955 to April 
es, was not doing his job properly as evidenced by his lack of 
knowledge of the following basic facts at Ernest Harmon Air Force 
Base: 

Fifty percent of the stock record cards were inaccurate. 

(b) The 823d Army Battalion had over $1 million in excess 
spare parts. 

(c) Since January 1, 1956, $1,505,000 worth of items had been 
sent to base disposal, many of which were in new and _ usable 
condition. 

(d) A rock crusher with an acquisition value of $226,000 was 
sold for $68,000 net through base disposal even though it was 
turned in as being economically reparable. 

(6) Liaison between the Air Force and the Army 823d Engineer 
Battalion at Harmon Air Force Base was most inadequate. Had 
there been proper liaison the director of materiel at NEAC would have 
known of the $1 million in excess spare parts in the possession of this 
Army unit.” 

(7) There was a failure by NEAC to carry out prescribed procedures 
and a failure to evaluate the magnitude of the overall problem which 
resulted in poor supply management and disposal.” 

(8) The entire NEAC area was confronted with similar errors that 
existed at Ernest Harmon Air Force Base, indicating overall inade- 
quacies of the supply and logistic situation in the entire command,” 

(9) The Air Force is criticized for its failure to furnish the Northeast 
Air Command with properly trained military supply personnel. One 
of the major causes of the many errors committed in this command 
was the fact that 40 percent of the men in supply did not have appro- 
priate training. The Air Force supply system becomes worthless if 
its personnel lacks knowledge of basic supply procedures. 

(10) The Army 823d Battalion is criticized for the following: 

(a) Its failure to cancel requisitions outstanding when the need 
for the part ceased to exist. 

(b) Inadequacy of their supply record cards in not showing 
proper stockage objectives for a 30-day supply. 

(c) Taking, on a bulk basis, 18,000 line items from base dis- 
posal when only some of these items were needed. These items 
were intermingled with parts already in the Army’s possession 
and. caused. confusion since they were not readily identifiable. 


See footnote 49 on p. 11. 
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(d) Improper inventory control which resulted in the battalion 
not knowing what items it had on hand or where they were 
located. 

(e) Permitting many of its spare parts to deteriorate because 
of improper storage. 


RECOMMENDATIONS 


The subcommittee makes the following recommendations: 

(1) The Air Force must give proper training to the military per- 
sonnel in their supply fields throughout the world. 

(2) The investigation of the entire Northeast Air Command should 
be continued, not only to ascertain the amount of waste, but to make 
sure that excesses and surpluses are properly handled in the future. 

(3) There should be a worldwide investigation of major installations 
to ascertain what delinquencies exist, if any, in those areas. The 
United States handles billions of dollars worth of supplies for the 
military throughout the world. It becomes apparent that if incidents 
such as the one at the Northeast Air Command exist on a worldwide 
basis, then there is a great amount of material needlessly being sent 
to these commands and excesses are becoming surplus. 

(4) The Air Force should maintain a centralized control of supply 
and logistics at the Pentagon in Washington, D. C. 

(5) Air Materiel Command, which is the Air Force unit for supply 
and logistics, should conduct periodic supply inspections at all major 
Air Force installations and submit the results to Air Force at the 
Pentagon. 

(6) The diplomatic agreement between Canada and the United 
States resulting in the formation of the Crown Assets Disposal Corpo- 
ration for handling United States disposal problems in Canada at 
a 27 percent fee should be studied by the Defense and State Depart- 
ments to determine if it is feasible to amend the contract so as to 
encourage better disposal sales. 

(7) Appropriate disciplinary action should be taken against those 
individuals responsible for the waste situation which developed in the 
Northeast Air Command. 


Since Senator Karl E. Mundt did not participate in this matter, 
due to his having been preoccupied with his work as a member of the 
Select Committee on Improper Activities in the Labor or Management 
Field, he neither approves nor disapproves this report. Senator Carl 
T. Curtis did not participate in this matter, and, therefore, he neither 
approves nor disapproves this report. 


The members of the Committee on Government Operations, except 
those who are members of the Senate Permanent Subcommittee on 
Investigations, did not sit in on the hearings and executive sessions 
on which the above report was prepared. Under these circumstances, 
they have taken no part in the preparation and submission of the 
report, except to authorize its filing as a report made by the sub- 
committee. 0 
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2d Session No. 1272 


RENAMING THE STRAWN DAM AND RESERVOIR PROJECT 
IN THE STATE OF KANSAS AS THE JOHN REDMOND 
DAM,AND RESERVOIR 


Fresruary 5, 1958.—Ordered to be printed 


Mr."Kerr, from the Committee on Public Works, submitted the 
following 


REPORT 


[To accompany H. R. 3770] 


The Committee on Public Works, to whom was referred the bill 
(H. R. 3770) to rename the Strawn Dam and Reservoir project in the 
State of Kansas as the John Redmond Dam and Reservoir, having 
considered the same, report favorably thereon without amendment 
and recommend that the bill do pass. 

The Strawn Dam and Reservoir was authorized by the Flood 
Control Act of 1950, in accordance with the recommendations 
contained in House Document No. 442, 80th Congress, 2d session. 
The Strawn Dam will be located on the Grand (Neosho) River about 
344 miles above its mouth and 2 miles northwest of Burlington, Coffey 
County, Kans. The Reservoir will have a total capacity of 387,900 
acre-feet, of which 320,600 acre-feet will be for flood control and 67,300 
acre-feet for water supply, pollution abatement, sediment reserve, 
recreation, and preservation of fish and wildlife. The reservoir will 
have a maximum area of about 22,700 acres, and will extend about 
37 miles upstream. It will be operated as a unit of the reservoir system 
for flood control in the Grand (Neosho) River Basin. The present 
estimated cost is $31 million. 

H. R. 3770 would designate this project as the John Redmond Dam 
and Reservoir, in honor of the late John Redmond, former editor and 
publisher of a Burlington (Kans.) newspaper and prominent civic 
leader. 

The committee has been advised that local interests are in. accord 
with the proposal to name this structure for a man who during his 
life devoted much time and efforts to develop the water resources of 
Kansas and to secure flood protection for the Neosho River Valley. 
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He was president of the Neosho-Cottonwood Flood Control Associa- 
tion and worked diligently toward securing the authorization for 
construction of the Strawn Reservoir. 

The committee believes it fitting to designate the large project in 
this area as the John Redmond Dam and Reservoir, and recommends 
enactment of this legislation in accordance with the desires of local 
residents. 

The comments of the Department of the Army on H. R. 3770 are 
as follows: 

DEPARTMENT OF THE ARMY, 
Washington, dD. wat March 29. 1957. 
Hon. Cuarues A. BUCKLEY, 
Chairman, Committee on Public Works, 
House of Representatives. 


Dear Mr. CuarrMan: Reference is made to your request for the 
views of the Department of the Army with respect to H. R. 3770, 
85th Congress, a bill to rename the Strawn Dam and Reservoir project 
in the State of Kansas as the John Redmond Dam and Reservoir. 

The Department of the Army offers no objection to the enactment 
of the above-mentioned bill. 

The purpose of the bill is to designate the Strawn Dam and Reser- 
voir project on the Neosho River near Burlington, Kans., as the 
John Redmond Dam and Reservoir. 

The Bureau of the Budget advises that there is no objection to the 
submission of this report. 

Sincerely yours, 
WitBer M. Brucker, 
Secretary of the Army. 
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PROVIDING THAT THE TUSCALOOSA LOCK AND DAM ON THE 
BLACK WARRIOR RIVER, ALA., BE KNOWN AND DESIGNATED 
AS THE WILLIAM BACON OLIVER LOCK AND DAM 


Fresrouary 5, 1958.—Ordered to be printed 


Mr. Kerr, from the Committee on Public Works, submitted the 
following 


REPORT 


[To accompany H, R. 6660] 


The Committee on Public Works, to whom was referred the bill 
(H. R. 6660) to provide that the lock and dam referred to as the 
Tuscaloosa lock and dam on the Black Warrior River, Ala., shall 
hereafter be known and designated as the William Bacon Oliver lock 
and dam, having considered the same, report favorably thereon with- 
out amendment and recommend that the bill do pass. 

The site of the Tuscaloosa lock and dam is on the Black Warrior 
River near Tuscaloosa, Ala., 351 miles upstream from Mobile. This 
lock and dam was the first unit completed in the modernization of 
the Black Warrior-Warrior-Tombigbee waterway system. It was 
authorized in 1935 and opened to traffic in 1939, replacing old obso- 
lete lock and dams Nos. 10, 11, and 12, which had been opened to 
traffic in 1896. The lock has a total lift of 30 feet and was con- 
structed at a cost of about $4.5 million. 

The Black Warrior-Warrior-Tombigbee waterway system, of which 
the Tuscaloosa lock and dam is an integral unit, is one of the most 
important water routes in the Southeast, and a part of the inland- 
waterway system of the Nation. During the past 10 years the aver- 
age commerce moved over the Warrior system was 2,847,000 tons 
annually, the total commerce for 1956 being 4,409,240 tons. 

H. R. 6660 would designate the Tuscaloosa lock-and-dam project 
as the William Bacon Oliver lock and dam, in honor of the late Repre- 
sentative Oliver who served the people of the State of Alabama and 
the Nation as a Member of Congress from the Sixth Congressional 
District of Alabama from March 4, 1915, to January 3, 1937. 

The committee is in accord with changing the name of this lock-and- 
dam project to meet the desires of local residents, and honor a man 
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for his long and outstanding service. It believes the change in desig- 
nation of the project justified, and recommends enactment of this 
legislation. 

The comments of the Department of the Army on H. R. 6660 
are as follows: 


DEPARTMENT OF THE ARMY, 
Washington, D. C., May 28, 1957. 


Hon. Cuarues A. BuCKLEY, 
Chairman, Committee on Public Works, 
House of Representatives. 

Dear Mr. CHarrMan: Reference is made to your request for the 
views of the Department of the Army with respect to H. R. 6660, 
85th Congress, a bill to provide that the lock and dam referred to as 
the Tuscaloosa lock and dam on the Black Warrior River, Ala., shall 
hereafter be known and designated as the William Bacon Oliver lock 
and dam. 

The Department of the Army offers no objection to the enactment 
of the above-mentioned bill. 

The purpose of the bill is to designate the Tuscaloosa lock and dam 
on the Black Warrior River, Ala., as the William Bacon Oliver lock 
and dam in honor of the late Representative Oliver. 

The Bureau of the Budget advises that there is no objection to the 
submission ot this report. 

Sincerely yours, 
Wiser M. Brucker, 
Secretary of the Army. 
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SPECIAL COMMITTEE RELATING TO OUTER SPACE 
Fespruary 5, 1958.—Ordered to be printed 


Mr. Henninas, from the Committee on Rules and’ Administration, 
submitted the following 


REPORT 


[To accompany S. Res. 256] 


The Committee on Rules and Administration, to whom was referred 
the resolution (S. Res. 256) authorizing the establishment of a special 


committee to conduct a study and investigation with respect to all 
aspects and problems relating to the exploration of outer space and 
the control, development and use thereof, astronomical resources, 
personnel, equipment and facilities, having considered the same, 
report favorably thereon with an amendment and recommend that 
the resolution, as amended, be agreed to by the Senate. 

This resolution would authorize a temporary special committee, 
consisting of 13 members, 7 from the majority and 6 from the minority 
Members of the Senate, chosen from the membership of committees 
specified in the resolution, to consider policy problems in relation to 
the issues raised by the exploration of outer space. It is contemplated 
that the special committee will report its findings and recommenda- 
tions to the Senate by June 1, 1958, or the earliest practical date 
thereafter. 

The amendment added by the Committee on Rules and Adminis- 
tration to page 1 of the resolution merely establishes a cutoff date of 
January 31, 1959. The latter date has been fixed as the expiration 
date for the authority to incur expenditures in similar resolutions 
authorizing the use of moneys from the contingent fund of the Senate. 
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AMENDING THE FEDERAL PROPERTY AND ADMINISTRATIVE 
SERVICES ACT OF 1949, AS AMENDED, TO PREVENT THE ALLO- 
CATION OF PROCUREMENT CONTRACTS TO CERTAIN DESIG- 
NATED GEOGRAPHICAL AREAS 


Fresruary 10, 1958.—Ordered to be printed 


Mr. THurmonp, from the Committee on Government Operations, 
submitted the following 


REPORT 


[To accompany 8. 5] 


The Committee on Government Operations, to whom was referred 
the bill (S. 5) to amend the Federal Property and Administrative 
Services Act of 1949, as amended, to prevent the allocation of procure- 
ment contracts to certain designated geographical areas, and for other 
purposes, having considered the same, reports favorably thereon 
without amendment and recommends that the bill do pass. 


PURPOSE 


This bill would amend the Federal Property and Administrative 
Services Act of 1949, and section 2304 of title 10 of the United States 
Code which section applies to the purchase of property (other than 
land) and services of the military departments, the Coast Guard, 
and the National Advisory Committee for Aeronautics. The effect 
of enactment would be to prohibit (1) negotiation for procurement 
contracts without advertising because of any determination that any 
labor surplus exists within any geographical area, or because any geo- 
graphical area has been designated a disaster area, or an economically 
distressed area, and (2) allocation of procurement contracts or por- 
tions thereof for award to businesses opera:ing within any geograph- 
ical area because of any such determination with respect to, or any 
such designation of such area. 
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HEARINGS 


On June 18, 1957, a special subcommittee of the Committee on 
Government Operations (Senators Thurmond (chairman) Yarborough, 
and Revercomb) held hearings on this bill, at which time four wit- 
nesses; namely, Messrs. J. Harris C annon, vice president, Cannon 
Mills Co., William Lowndes, Jr., Southern Weaving Co.; W. C. Lott, 
assistant vice president, Grantville Co., and R. B. Russell, president, 
Rascon Construction Co., appeared before the committee and urged 
enactment of the bill. The witnesses urged favorable action on this 
proposal because under existing regulations (Office of Defense Man- 
power Policy No. 4, as amended), procurement officers of the Govern- 

ment have been awarding contracts to labor surplus, disaster, and 
economically distressed areas instead of to the lowest bidder, thereby 
discouraging other suppliers located in other areas throughout the 
United States from submitting bids. It was also pointed out that the 
present procedures discriminate against suppliers with higher efh- 
ciency, less cost of operations and proven performance, and in favor 
of those who have less efficient and higher operating costs, and are 
not, therefore, in a competitive position. 

It was further contended that the award of contracts without ad- 
vertising was denying equal treatment to all suppliers who are ready, 
willing, and able to bid on Government business, and that a continua- 
tion of this policy was costing the American taxpayer more money 
than was otherwise necessary. Witnesses supporting the measure 
agreed that there was admittedly some need for Federal assistance in 
certain disaster and economically distressed areas, but maintained 
that necessary benefits should be granted through appropriate relief 
programs. It was held that the ultimate result, if discriminations 
were continued against producers who were qualified and able to per- 
form contracts at less cost in favor of contractors and areas which were 
presently unable to compete, would eventually bring about similar 
economic conditions in the areas in which these suppliers are located. 
‘ a J. Harris Cannon testified in support of the bill, in part, as 
ollows: 


The practice of negotiating contracts in so-called depressed 
areas without advertising for bidders, or through allocation of 
a part of procurement needs to depressed areas even at higher 
prices results in increased costs to all of the taxpayers at a 
time when there is general agreement that costs of Govern- 
ment should be reduced. It seems to me that such practices 
should end. If this is done, it will go a long way toward 
strengthening the textile industry which is so essential in 
times of emergency. Whatever may have been the justifica- 
tion for the beginning of the practice, that justification no 
longer exists as far as the textile business is concerned. 

The North Carolina Textile Manufacturers Association, 
Inc., heartily approves of the provisions of S. 5. 

I believe in the principle of having public contracts 
awarded not merely to the lowest bidder but to the lowest 
and best bidder, giving weight not only to the price quoted 
but to the quality of the product which will be furnished and 
the responsibility of the bidder so that the Government will 
have reason to expect delivery as promised. 


AMENDING PROPERTY AND ADMINISTRATIVE SERVICES ACT 3 


Mr. William Lowndes in testifying relative to the application of 
disaster provisions of the existing law, and its effect on Government 
contractors, stated: 


During the summer of 1955 a very severe storm hit the 
Atlantic coast and caused extensive damage to property in 
Connecticut, Massachusetts, New Jersey, New York, Penn- 
sylvania, and Rhode Island. From a manufacturing stand- 
point, the serious damage was done by high waters in low 
areas along the coast and along some inland rivers, mostly 
in Pennsylvania, which overflowed their banks. Some 
manufacturing plants located along riverbanks and in very 
low areas sustained very serious damage, but the vast 
majority of plants, located on slightly higher ground away 
from the rivers and harbors, sustained no more than minor 
damage which was repaired in a matter of days, after the 
storm. For instance, there was extensive damage to build- 
ings along the river and in other low areas at Providence, 
R. I., yet a very few miles inland at Pawtucket and Central 
Falls, R. I., there was no damage worth mentioning to six 
narrow-fabrics manufacturing plants which produce for 
military requirements. One of these plants, Hope Webbing 
Co., located between Providence and Pawtucket, is the 
largest narrow-fabrics plant in the country, and it sustained 
no damage. There are similar examples of this at Phil- 
adelphia and Boston. In fact, United Elastic Corp., which 
operates a number of narrow-fabrics manufacturing plants 
in New England, Virginia, and North Carolina is, I believe, 
the only military webbing or tape manufacturer that sus- 
tained severe building or equipment damage as a result of 
this storm. They lost about 20 percent of 1 plant at EKast- 
hampton, Mass. 

After the storm, 8 counties in Connecticut, 9 counties in 
Massachusetts, 11 counties in New Jersey, 7 counties in New 
York, 17 counties in Pennsylvania, and 1 county in Rhode 
Island were proclaimed by the executive branch of the 
Federal Government to be disaster areas. On August 25, 
1955, the Office of Defense Mobilization ordered all procure- 
ment agencies to use their best efforts to award procurement 
contracts to contractors located in disaster areas and to 
encourage prime contractors to award subcontracts to firms 
in those areas. 

From August through December 1955 we received from 
Philadelphia Quartermaster Depot, the principal buyer of 
webbings and tapes for the armed services, four inquiries on 
large lots of military webbings, as follows: 

QM 36-030 -56-NEG-59, issued September 23, 1955, 
covering 4,500,000 yards of webbing, nylon, natural, 10,000- 
pound tensile strength to be delivered to Richmond Quarter- 
master Depot during January through June 1956, 

QM 36-030-56-NEG-73, issued September 30, 1955, 
covering 80,000 yards tape, cotton, twill weave, olive drab 
to be delivered to Richmond Quartermaster Depot by 
January 31, 1956. 
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QM 36-030-56—N EG—94, issued October 26, 1955, covering 
11 items totaling 16,300,000 yards of cotton webbing and 
tape and 2 items totaling x 515,000 yards of nylon webbing for 
delivery to Memphis Quartermaster Depot and Richmond 
Quartermaster Depot during February through August 1956. 

QM 36-030-56—N EG— 124, issued November 18, and to be 
received until December 9, 1956, covering 526,000 yards, 
webbing, cotton, reinforcing, one-fourth of 1 inch wide, for 
delivery to Richmond Quartermaster Depot during March, 
April, and May, 1956. 

Each of these inquiries carried the following clause on the 
front page: 

“9. Performance restricted to disaster areas: In further- 
ance of the Government policy to provide maximum assist- 
ance to alleviate conditions in disaster areas, negotiation for 
the items included therein will be conducted exclusively with 
firms which will weave and finish these items in those areas 
officially designated as disaster areas and which are listed 
herein. Proposals received from concerns which do not 
provide for the weaving and finishing of the contract items 
in the disaster areas will not be considered for award.’ 

The inquiry of October 26, covering a wide variety of tapes 
and webbings, is similar to one that is ; issued ever y year about 
this time and on which we are usually low bidder for several 
items, which constitute an importent part of our production 
during the first half of the following year. We, and 10 other 

regular manufacturers of military webbings and tapes, were 

forbidden to participate in competition for these important 
Philadelphia Quartermaster Depot requirements totaling 
about $3% million, because our plants did not happen to be 
in one of the 45 counties declared to be disaster areas by our 
Government. 

The prices bid on such negotiated procurements are not 
published or made available to the bidders or others. There- 
fore, we are unable to find out who quoted or what prices 
were quoted on these four negotiated procurements. All 
prices quoted on regular invitations to bid are published 
after the bids are opened. 

I find that during the first 8 months of 1955 and the first 2 
months of 1957 a total of 32 bidders responded to invitations 
to bid from Philadel yhia Quartermaster Depot. I am at- 
taching a list of these bidders showing the locations of their 
plants by city and county. Twenty-two of each of these 
have a plant in one of the counties declared to be disaster 
areas. Each of these bidders is marked ‘‘D” on the attached 
list. Included among the other 10 suppliers, who were not 
permitted to bid, are 4 of the most important producers of 
military webbings and tapes. I know that the eight plants 
located at Pawtucket, R. I., and the one at Chelsea, Mass., 
sustained no damage worth mentioning, and I have reason 
to believe that none of the other plants, with the exception 
of one plant of United Elastic Co., sustained appreciable 
damage. 

On October 31, 1955, I wrote to Philadelphia Quarter- 
master Depot protesting a continuation of this unfair dis- 
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crimination against a number of their regular suppliers of 
webbings and tapes. I quote as follows the meaningful part 
of the reply from Philadelphia Quartermaster Depot: 

“Tt should be noted that this policy was formulated by the 
Office of Defense Mobilization for the purpose of maintain- 
ing manpower resources in, and providing some relief to, 
areas affected by the floods, and not solely to individual firms 
which might have suffered flood damage. This policy, ap- 
plicable not only to textiles but to all commodities procured 
by the armed services, is considered to be in the public inter- 
est and in the interest of national defense. This procedure 
shall remain in effect only for such period of time as the areas 
in question are classified as disaster areas.” 

I considered this statement from all angles, right side up, 
upside down, and sideways, and it looked the same from 
every side—as plain nonsense with a vicious implication. 
To be deprived of the privilege to compete on several large 
inquiries from Philadelphia Quartermaster Depot was bad 
enough, and the thought that this deprivation might be 
continued for several additional inquiries was disturbing, 
but the realization that the Office of Defense Mobilization 
has the power to favor contractors in certain areas of the 
Nation and to deprive contractors in other areas of the 
privilege to compete for regular supply requirements be- 
cause of a bad storm, prompted me to write Senator Strom 
Thurmond on November 28, 1955, as follows: 

“There have been many disastrous storms in the past, 
and it is safe to say that there will be many more in the 
future. For the Federal Government to establish such a 
precedent of discrimination against all manufacturers of mil- 
itary equipment and supplies in order to favor those who are 
located in a small area of the Nation that sustained severe 
storm damage last summer could have a serious effect on the 
ability of the Department of Defense to procure its require- 
ments at low cost in the future. Furthermore, the establish- 
ment of such a policy of discrimination is extremely dangerous 
in many other respects. 

“Disregarding the present effect of this action as it pertains 
to Southern Weaving Co. and all other military suppliers at 
the present time, such a precedent can do incalculable harm 
to our entire economy. 

“T urge you to give this matter serious consideration and 
to do your utmost to put a stop to such practices by the 
Federal Government. 

«“* * * Krom an overall standpoint, there are two basic- 
ally important points that must be considered in order to get 
an understanding of the value or uselessness, of such favor- 
itism on the part of the Office of Defense Mobilization. 

‘First, it is erroneous to suppose that a Government, or 
military supply, contract is a one-way street to big profits 
and a safe way to recoup losses due to plant damage. The 
truth is that Government contracts, at least those for textile 
materials and textile products of all kinds, which are awarded 
at current competitive prices, should be described as an uphill 
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drag to small profits with many pitfalls to substantial loss, or 
even bankruptcy, for those who are not skilled in the produc- 
tion of materials that meet military specifications and comply 
with all specified requirements as to testing and the absence 
of defects. If a contractor had the know-how and facilities 
to produce for military requirements, plus proper financial 
resources for such risky business, before the disaster, it 1s 
most likely that he would have the ability to repair the dam- 
age to his plant quickly and efficiently and compete effectively 
on regular invitations to bid on Government requirements 
that might come along while he was shut down or after he 
resumed production. If he did not have such abilities and 
facilities, it would be no kindness to saddle him with a mili- 
tary supply contract, assuming, of course, that these ‘special’ 
negotiated contracts are awarded at prices that are currently 
competitive. 

“The second basic consideration deals with the matter of 
the efficient utilization of operable plant capacity and the 
employment of labor in disaster areas during the time when 
repairs are being made to damaged facilities. In considering 
these matters, it must be remembered that most manufactur- 
ing plants and their labor are highly specialized these days. 
* * * The employees from one of these types of plants 
cannot perform efficiently in another type of plant without 
several months of learning and becoming oriented. * * * In 
addition to all these considerations, we cannot lose sight of 
the fact that when the productive capabilities of an area are 
reduced or crippled, it is hardly logical or sensible to attempt 
to rectify this situation by making increased demands on its 
ability to produce by awarding large new contracts requiring 
production in the area. * * *” 

By far the most important consideration is that of the 
propriety and the right or wrong of the Federal Govern- 
ment, through one of its agencies, attempting to rectify a 
disaster, or act of God, by arbitrarily favoring the manu- 
facturers in the disaster area at the expense of contractors 
of all other parts of the Nation. Besides the ineffectiveness 
of this sort of so-called relief, or what should be referred to 
more accurately as patronage, there is the very real danger 
that such powers to favor one small group of citizens to 
the exclusion and to the disadvantage of other groups 
will lead progressively to serious abuse of these powers 
and thereby deprive arbitrarily many citizens and businesses 
of the privilege to compete on an equal basis for Govern- 
ment supply requirements. Such is neither fair, nor reason- 
able, nor in the public interest. 

Therefore, gentlemen, I respectfully suggest that, inas- 
much as there is no logical or justifiable reason for the Office 
of Defense Mobilization to have the power to limit compe- 
tition for Government contracts to certain areas which have 
been declared to be disaster areas or labor surplus areas, and 
since such power is readily subject to serious abuse, and 
inasmuch as the use of such powers does not support the 
principle of fair and impartial treatment of all citizens, there 
is a real need for Senate bill 5 and it should be enacted. 
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In conclusion, gentlemen, please accept my assurance that 
I have appeared before you today in support of this bill 
because of my conviction that it is needed in the public 
interest, not because of any thought of benefit to my em- 
ployer or myself. 


Col. William C. Lott testified as follows: 


We favor the Thurmond bill, S. 5. We do not favor it on 
an individual basis, that is, so far as our company is con- 
cerned, but on a matter of principle. Actually, we are doing 
very little business with the Government at the present time, 
and have done little business with the Government for the 
past several years but it is a matter of what is right; what is 
just; what is fair. * * * We think that the Government 
should spend its money on the basis of low bids and on the 
basis of low bids only. 


COMMITTEE CONCLUSIONS 


The committee agreed with the above witnesses, that the use of the 
procurement mechanism of the Government should not be used for 
the purpose of providing relief to labor surplus areas or in distress or 
disaster areas. If such assistance is needed in such areas, it should 
be provided through other established means, not at the cost of mis- 
use of the procurement mechanism nor at the expense of other quali- 
fied bidders and the American taxpayers. 

The committee feels that very great significance should be given to 
comments made by the Géneeel Services Administration and the 
Comptroller General, as well as a general comment by the Atomic 
Energy Commission. The two former do not object to the enactment 
of the bill, while the latter does. 

The General Services Administration pointed out that the present 
policy of channeling contracts— 


tends to add to the costs of normal procurement based 
fundamentally on competitive bid procedures. 


The Comptroller General stated: 


We have consistently taken the position that the most fair 
procedure for assuring all qualified suppliers an equal 
opportunity to compete for Government business, and 
the procedure best adapted to assure that the Govern- 
ment will receive fair value for its money, is the competitive 
sealed-bid method of procurement. 


Although defending the channeling of contracts to labor surplus 
and disaster areas, the Atomic Energy Commission stated with 
reference to the bill on the Commission itself: 


It does not appear that this bill, if enacted into law, would 
have any direct adverse effects upon procurement and con- 
tracting activities of this Commission. 


In the view of the committee, the practice of channeling contracts 
should be stopped. The Government should utilize the fair and time- 
honored system of competitive bids for procuring goods and services 
by Federal departments and agencies. This method generally en- 
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ables the Government to procure supplies and materials just as 
expeditiously as under other procedures which are not as equitable. 
The competitive bidding system also assures the Government of 
substantially lower costs to the taxpayers. 


AGENCY COMMENTS 


In response to inquiries made by the chairman, the Office of Defense 
Mobilization, Bureau of the Budget, Department of Defense, General 
Services Administration, and the General Accounting Office have 
submitted comments and recommendations on the enactment of this 
bill. Some of the agencies recommended against enactment of this bill, 
because they believed that the objectives intended under Defense 
Manpower Policy No. 4 of 1952, as amended, should be adhered to 
in order to keep some suppliers active and available for defense work in 
case of an emergency, whereas other agencies, including the General 
Services Administration and the General Accounting Office, recom- 
mended favorable action on the bill in the interest of governmental 
economy and the maintenance of free American enterprise. 

The following recommendations were received from the executive 
branch of the Government: 


GENERAL SERVICES ADMINISTRATION, 
Washington, D. C., April 18, 1987. 
Hon. Jonn L. McCuie.uan, 
Chairman, Committee on Government Operations, 
United States Senate, Washington, D. C. 

Dear Mr. Cuargman: Your letter of January 14, 1957, requested a 
report by the General Services Administration on S. 5, to amend the 
Federal Property and Administrative Services Act of 1949, as 
amended, to prevent the allocation of procurement contracts to certain 
designated geographical areas, and for other purposes. 

The bill would amend not only the Federal Property and Adminis- 
trative Services Act of 1949 but also section 2304 in chapter 137 of 
title 10 of the United States Code, which chapter applies to the 
purchase of property (other than land) and services by the military 
departments, the Coast Guard, and the National Advisory Committee 
for Aeronautics. The effect of enactment would be to prohibit (1) 
negotiation of procurement contracts without advertising because of 
any determination that any labor surplus exists within any geograph- 
ical area or because any geographical area has been designated a dis- 
aster area or an economically distressed area, and (2) allocation of 
procurement contracts or portions thereof for award to businesses 
operating within any geographical area because of any such determina- 
tion with respect to, or any such designation of such area. 

Enactment of S. 5 would thus result in nullification of existing ad- 
ministrative orders and procedures designed to encourage placement 
of procurement contracts in surplus labor and disaster areas. 

GSA is aware of the arguments pro and con with respect to this 
legislative proposal. 

On the one hand, it is to be noted that the channeling of Govern- 
ment procurement contracts into distressed areas, by aiding in the 
restoration of their economic health, aids in promotion of the national 
economy as a whole. 
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On the other hand, looking at the bill solely from the point of view 
of a procurement agency, GSA must point out that channeling of 
Government purchasing to distressed areas tends to add to the costs of 
normal procurement based fundamentally on competitive bid pro- 
cedures. 

The function of GSA in the procurement field is to provide for the 
Government an economical and efficient system for the procurement 
and supply of personal property and nonpersonal services. In the 
discharge of that responsibility we are not primarily concerned with 
the social and economic factors which would indicate the manner in 
which and the extent to which the Federal Government should 
afford assistance to areas afflicted by labor surplus or major disasters, 
Other agencies, such, for instance, as the Office of Defense Mobiliza- 
tion, are better qualified than is GSA to make an evaluation which 
will aid the Congress in the resolution of the broad policy problem 
implicit in this legislative proposal. 

Viewing S. 5 merely from the standpoint of promoting orderly, 
efficient, and economical procurement under GSA’s purchase pro- 
grams, we could not object to enactment of a measure which would 
facilitate entry into purchase contracts solely on the basis of obtaining 
our requirements on the best terms and at most favorable prices. 

The nature of this legislative proposal is such as to make impossible 
any firm estimate by us of the probable savings attributable thereto. 

The Bureau of the Budget has advised that there is no objection to 
the submission of this report to your committee. 

Sincerely yours, 
FRANKLIN G. FLoeETe, 
Administrator. 


CoMPTROLLER GENERAL OF THE UNITED STATEs, 
Washington, D. C., January 24, 1957. 
Hon. Jonn L. McCuie.ian, 
Chairman, Committee on Government Operations, 
United States Senate. 

Dear Mr. CuHarrMan: Further reference is made to your letter of 
January 14, 1957, requesting our views and recommendations con- 
cerning S. 5. The bill is designed to prevent the negotiation of 
contracts with a firm merely because it is located in a labor surplus, 
disaster, or economically distressed area. 

We have consistently taken the position that the most fair pro- 
cedure for assuring all qualified suppliers an equal opportunity to 
compete for Government business, and the procedure best adapted to 
assure that the Government will receive fair value for its money, 
is the competitive sealed-bid method of procurement. We are firmly 
convinced that procurement through advertised competitive bids 
is—as a general proposition—the soundest and most efficient means 
for supplying the needs of the Government. 

The authority for negotiation of contracts with contractors located 
in labor surplus areas was considered by us in decision of January 14, 
1952, B-107236 (31 Comp. Gen. 279). It was held that, in view of 
the provision in section 2 (c) (1) of the Armed Services Procurement 
Act of 1947 (now 10 U.S. C. 2304 (a) (1)); authorizing the negotiation 
of contracts without advertising when determined by the agency head 
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to be necessary in the public interest during a period of national emer- 
gency, and the fact that such an emergency was proclaimed by the 
President on December 16, 1950, military establishments may award 
contracts for supplies and services at prices other than the lowest 
which might be obtainable, upon a proper determination that the 
award is necessary in the public interest. Likewise, the similar 
provision in section 302 (c) (1) of the Federal Property and Admin- 
istrative Services Act of 1949 (63 Stat. 393), was considered as author- 
izing the negotiation of contracts under the same circumstances. 

Subsequent to our decision, Defense Manpower Policy No. 4, 
Revised, was issued November 5, 1953 (18 F. R. 6995), providing in 
effect, for the placement of supply contracts by all procurement 
agencies at prices no higher than might otherwise be obtainable 
elsewhere, with such suppliers as will perform the contracts sub- 
stantially in current labor surplus areas. In complying with this 
policy, the Department of Defense, in paragraph 1—302.4 of the Armed 
Services Procurement Regulation, has directed the military services 
to use their best efforts to award negotiated contracts to contractors 
located within surplus labor areas; to set aside portions of procure- 
ments for negotiation exclusively with firms in surplus labor areas at 
prices no higher than those paid on the non-set-aside portion; to 
encourage prime contractors to award subcontracts to firms in labor 
surplus areas; and in case of tie bids to give preference to the bidder 
located in a labor surplus area rather than make the award by lot. 
The General Services Administration follows a similar procedure in 
regard to equal low bids in cases involving surplus labor areas. 

Whether any limitation should be placed on the authority to negoti- 
ate Government contracts with firms located in critical labor areas 
involves the question of whether the benefits derived by channeling 
contracts into areas of unemployment are offset or outweighed by 
other considerations of policy. Since this appears to be a matter solely 
for the consideration of the Congress, we make no recommendations 
concerning the merits of the bill. 

If S. 5 is to be given favorable consideration, its title should be 
amended to show that its purpose is to amend section 2304 of title 10 
of the United States Code as well as the Federal Property and Admin- 
istrative Services Act of 1949. 

In letter dated February 9, 1956, we reported to your committee 
on an identical bill, S. 3037, 84th Congress. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 





DEPARTMENT OF THE AiR Forcs#, 
OFFICE OF THE SECRETARY, 
Washington, April 4, 1957. 
Hon. Joun L. McCieuan, 
Chairman, Committee on Government Operations, 
United States Senate. 

Dear Mr. CuarrMan: Reference is made to your request for the 
views of the Department of Defense on S. 5, 85th Congress, a bill to 
amend the Federal Property and Administrative Services Act of 1949, 
as amended, to prevent the allocation of procurement contracts to 
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certain designated geographical areas, and for other purposes. The 
Secretary of Defense has delegated to this Department the responsi- 
bility for expressing the views of the Department of Defense. 

Sections (a) and (b) of S. 5 would amend section 302 (c) of the 
Federal Property and Administrative Services Act of 1949, as amended 
(41 U.S. C. 252 (c)), and section 2304 of title 10 of the United States 
Code, respectively, to prevent negotiation of contracts for the pro- 
curement of goods or services without advertising because of any 
determination that any labor surplus existing within any geographical 
area or because any area has been designated a disaster area. In 
addition, the bill stipulates that no program for the procurement of 
such goods or services “shall contain any provision for the allocation 
of all or any portion of the contracts to be awarded thereunder to 
contractors conducting business operations within any geographical 
area”’ because of the fact that surplus labor exists in the area or the 
area is designated as a disaster or economically distressed area. 

The Department of the Air Force on behalf of the Department of 
Defense opposes enactment of 8. 5. 

The effect of the bill would be to nullify the provisions of Defense 
Mobilization directives concerning labor surplus and disaster areas, 
While the Department of Defense is not in a position to evaluate the 
general social and economic problems ‘dindbeeto tone S. 5, it is of the 
opinion that Defense Manpower Policy No. 4 and Defense Mobiliza- 
tion Order VII-—7, Supplement 1, which have been endorsed by the 
President, contribute toward mobilization effectiveness by assisting 
in the maintenance of productive facilities and use of manpower re- 
sources in the affected areas. 

The budgetary effect of S. 5, if enacted, is indeterminable. 

This report has been coordinated within the Department of Defense 
in accordance with procedures prescribed by the Secretary of Defense. 

The Bureau of the Budget advises that there is no objection to the 
submission of this report. 

Sincerely yours, 
Donautp A. QUARLES. 


ExEcutIvE OFFICE OF THE PRESIDENT, 
Orrice oF Drerense MoBILizaTION, 
Washington, D. C., March 26, 1957. 
Hon. Joun L. McCue.uan, 
Chairman, Committee on Government Operations, 
United States Senate, Washington, D. C. 

Dear Senator McCue.uan: Reference is made to your letter dated 
January 14 requesting our views and recommendations concerning 
S. 5, a bill to amend the Federal Property and Administrative Services 
Act of 1949, as amended, to prevent the allocation of procurement 
contracts to certain designated geographical areas, and for other 
purposes. 

The purpose of S. 5 is to prohibit the use of Federal procurement 
authorities to provide assistance to areas suffering certain economic 
difficulties. In so doing, it would effectively preclude the use of pro- 
curement powers to assist in the maintenance of the mobilization base 
in areas of surplus manpower and in disaster areas. Our Defense 
Manpower Policy No. 4 which presently provides for the placement 
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of procurement contracts in surplus-labor areas is designed to assist 
in the preservation of management and employee skills and in the 
maintenance of productive facilities of the area where such resources 
are available. It also helps to assure timely delivery of defense goods. 
In no instance did the Government pay a premium price in order to 
place these contracts in labor-surplus areas. The substantial benefit 
which has accrued to the mobilization-readiness program through this 
policy has been generated with only minor administrative costs to the 
Government. 

Similar considerations are applicable to areas damaged by floods 
and other major disasters. Our Supplement 1 to Defense Mobilization 
Order VII-7, issued August 25, 1955, indicated the importance to the 
mobilization base of utilizing to the maximum extent the manpower 
resources of the disaster areas. The procedure for placement of 
Government contracts in such areas was designed to provide temporary 
assistance to the maintenance of those segments of the mobilization 
base located there and it was terminated as soon as conditions in the 
area approached normalcy. 

We believe that, although these procedures have affected only a 
small percentage of total defense procurement, they have produced 
important defense benefits. Accordingly we would be opposed to 
enactment of S. 5. 

The Bureau of the Budget advises that it has no objection to the 
submission of this report. 

Sincerely yours, 
Gorpon Gray, Director. 


Atomic Energy CoMMISSION, 
Washington, D. C., April 5, 1957. 
Hon. Jonn L. McCue.ian, 
Chairman, Committee on Government Operations, 
United States Senate. 


Dear Senator McCuieuan: This is in reply to your request for 
our views and recommendations regarding S. 5, a bill to amend the 
Federal Property and Administrative Services Act of 1949, as 
amended, to prevent the allocation of procurement contracts to 
certain designated geographical areas, and for other purposes. 

As we understand this bill, it would amend the Federal Property 
and Administrative Services Act of 1949, as amended, and section 
2304 of title 10 of the United States Code, by prohibiting the nego- 
tiation without advertising of any contract for the procurement of 
goods or services because of any determination that any labor surplus 
exists within any geographical area or because any geographical area 
has been designated a disaster area or an economically distressed 
area. The bill would also prohibit any program for the procure- 
ment of goods or services from containing any provision for the 
allocation of all or any portion of the contracts to be awarded there- 
under to contractors conducting business operations within any geo- 
graphical area because of any such determination or designation of an 
area as indicated above. 

It appears that this bill, if enacted into law, would substantially 
vitiate the governmental policy defined in issuances of the Office of 
Defense Mobilization such as Defense Manpower Policy No. 4 with 
respect to the placement of procurement and facilities in areas of cur- 
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rent or imminent labor surplus and Defense Mobilization Order No. 
VII-7, supplement 7, subject: Emergency Action for Maintenance 
of Mobilization Base Under Disaster Conditions. Thus the effect of 
the bill would apparently be to prevent remedial action being taken 
by the contracting agencies of the Government in the case of disaster 
areas or areas of surplus labor. 

It does not appear that this bill, if enacted into law, would have 
any direct adverse effects upon procurement and contracting activities 
of this Commission. However, the prohibition of the bill against 
taking remedial action in the case of disaster areas or areas of surplus 
labor could have the effect of restricting or limiting the industrial 
base to the detriment of the national defense and security and might 
possibly indirectly affect the cost to this Commission of supplies 
and services. 

For these reasons we recommend against enactment of this bill 
into law. 

The Bureau of the Budget has advised us that it has no objection 
to the submission of these views. 

Sincerely yours, 
Davip F. SHaw, 
Assistant General Manager. 


The committee is in receipt of a letter dated June 18, 1957, from 
Senator Leverett Saltonstall which is also made a part of this report: 


Unitep States SENATE, 
CoMMITTEE ON ARMED SERVICES, 
June 18, 1957. 
Hon. Srrom THuRMOND, 
Chairman, Special Committee, 
Senate Committee on Government Operations, 
United States Senate, Washington, D. C. 


Dear Mr. CHarrMan: It is my understanding that your subcom- 
mittee will meet today to consider S. 5. I would very much like to 
acquaint you and your colleagues with my opposition to the bill, 
which would amend the Federal Property and the Administrative 
Services Act of 1949 as amended, so as to prevent the allocation of 
procurement contracts to so-called labor surpluses and disaster areas. 

I think it is extremely important that the subcommittee, in con- 
sidering S. 5, carefully review the purposes and the effects of admin- 
istrative orders to which the bill before you is directed—Defense 
Manpower No. 4 and Supplement No. 1 to Defense Mobilization 
VII-7. These directives were designed, not to assist any particular 
economic or geographic segment of our country, but rather to pro- 
mote the national interest and economy as a whole. Significant 
considerations of national security are also involved. DMP No. 4, 
which provides for the award of procurement contracts to areas of 
labor surpluses, was specifically designed to help maintain produc- 
tion facilities and reservoirs of skilled manpower which might, but 
for the provisions of the policy, be dissipated. It is extremely impor- 
tant to note that under this policy, the Government has never paid 
a premium price for goods and services acquired through contracts 
placed in labor surplus areas pursuant to the order. In fact, the 








14 AMENDING PROPERTY AND ADMINISTRATIVE SERVICES ACT 


Office of Defense Mobilization, which administers DMP No. 4, has 
officially stated that “the substantial benefit which has accrued to 
the mobilization readiness program through this policy has been 
beneficial with only minor Government costs.” 

With respect to the allocation of procurement contracts to disaster 
areas I can speak with the authority which the awful experience that 
the floods of 1955 gave to every New Englander. It is fair to say 
that the operation of Supplement No. 1 to DMO VII-7, issued shortly 
after the terrible devastation which was wrought by the floods of 1955 
added immeasurably, not only in the restoration of economic health 
to the affected areas, but to the amazingly rapid rehabilitation which 
our New England communities were able to achieve. 

DMP No. 4 and Supplement No. 1 of DMO VII-7 have both been 
endorsed by President Eisenhower. Their worth as devices to assist 
areas of our country which have suffered reverses has been clearly 
and indisputably demonstrated. 

Broad considerations of national policy are necessarily involved in 
any proposal which would destroy these directives. These facts, 
considered in the light of the almost unanimous opposition of the 
interested and responsible Federal agencies to S. 5 require, it seems 
to me, the most careful and deliberate attention of your subcommittee. 
I have every confidence that you and your colleagues will give your 
fullest consideration to the many complex considerations that are 
before you. 

Sincerely yours, 
LeveRETT SALTONSTALL, 
United States Senator. 


CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as re- 
ported, are shown as follows (matter omitted enclosed in brackets, 
new matter printed in italics, existing law in which no change is 
reported shown in roman): 


FEDERAL PROPERTY AND ADMINISTRATIVE SERVICES AcT oF 1949, As 
AMENDED 


* > * * * * * 


APPLICATION AND PROCUREMENT METHODS 


Src. 302. (a) The provisions of this title shall be applicable to 

purchases and contracts for property or services made— 
(1) by the General Services Administration for the use of 

such agency or otherwise; and 

(2) by any other executive agency (except any agency named 
in section 2 (a) of the Armed Services Procurement Act of 1947), 
to the extent of and in conformity with authority delegated by 
the Administrator pursuant to the provisions of this subsection. 
The Administrator may delegate to the head of any other such agency 
authority to make purchases and contracts for property or services 
pursuant to the provisions of this title (A) for the use of two or 
more executive agencies or (B) in other cases upon a determination 
by the Administrator that by reason of circumstances set forth in 
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such determination such delegation is advantageous to the Govern- 
ment in terms of economy, efficiency, or national security. Notice 
of every such delegation of authority so made shall be furnished to 
the General Accounting Office. 

(b) It is the declared policy of the Congress that a fair proportion 
of the total purchases and contracts for property and services for 
the Government shall be placed with small-business concerns. When- 
ever it is proposed to make a contract or purchase in excess of $10,000 
by negotiation and without advertising, pursuant to the authority of 
paragraph (7) or (8) of section 302 (c) of this title, suitable advance 
publicity, as determined by the agency head with due regard to the 
type of property involved and other relevant considerations, shall be 
given for a period of at least fifteen days, wherever practicable, as 
determined by the agency head. 

(c) All purchases and contracts for property and services shall be 
made by advertising, as provided in section 303, except that such pur- 
chases and contracts may be negotiated by the agency head without 
advertising if— 

(1) determined to be necessary in the public interest during the 
period of a national emergency declared by the President or by the 
Congress ; 

(2) the public exigency will not admit of the delay incident to 
advertising; 

(3) the aggregate amount involved does not exceed $1,000: 
Provided, That no agency other than the General Services Admin- 
istration shall make any purchase of, or contract for, property or 
services in excess of $500 under this paragraph except in the 
exercise of authority conferred by the Admitnsehbted to procure 
and furnish property and services for the use of two or more 
executive agencies; 

(4) for personal or professional services; 

(5) for any service to be rendered by any university, college, or 
other educational institution; 

(6) the property or services are to be procured and used outside 
the limits of the United States and its possessions; 

(7) for medicines or medical property; 

(8) for property purchased for authorized resale; 

(9) for property or services for which it is impracticable to 
secure competition; 

(10) the agency head determines that the purchase or contract 
is for experimental, developmental, or research work, or for the 
manufacture or furnishing of property for experimentation, de- 
velopment, research, or test: Provided, That beginning six months 
after the effective date of this title and at the end of each six- 
month period thereafter, there shall be furnished to the Congress a 
report setting forth the name of each contractor with whom a con- 
tract has been entered into pursuant to this paragraph (10) since 
the date of the last such report, the amount of the contract, and, 
with due consideration given to the national security, a descrip- 
tion of the work required to be performed thereunder; 

(11) for property or services as to which the agency head deter- 
mines that the character, ingredients, or components thereof are 
such that the purchase or contract should not be publicly 
disclosed ; 
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(12) for equipment which the agency head determines to be 
technical equipment, and as to which he determines that the pro- 
curement thereof without advertising is necessary in special situ- 
ations or in particular localities in order to assure standardization 
of equipment and interchangeability of parts and that such stand- 
ardization and interchangeability is necessary in the public 
interest; 

(13) for property or services as to which the agency head 
determines that bid prices after advertising therefor are not 
reasonable (either as to all or as to some part of the requirements) 
or have not been independently arrived at in open competition: 
Provided, That no negotiated purchase or contract may be entered 
into under this paragraph after the rejection of all or some of 
the bids received unless (A) notification of the intention to nego- 
tiate and reasonable opportunity to negotiate shall have been 
given by the agency head to each responsible bidder and (B) the 
negotiated price is the lowest negotiated price offered by any 
responsible supplier; or 

(14) otherwise authorized by law. 

No contract for the procurement of goods or services shall be negotiated 
without advertising because of any determination that any labor surplus 
exists within any geographical area, or because any geographical area 
has been designated a disaster area or an economically distressed area, 
and no program for the procurement of goods or services shall contain 
any provision for the allocation of all or any portion of the contracts to 
be awarded thereunder to contractors conducting business operations 
within any geographical area because of any such determination with 
respect to, or any such designation of, such area. 

* * * a + 


Titte 10, Unirep States Cope 


Section 2304. Purchases and Contracts: Formal Advertising; Excep- 
tions 


* * * * * * + 


(d) No contract for the procurement of goods or services shall be 
negotiated without advertising because of any determination that any 
labor surplus exists within any geographical area, or because any geo- 
graphical area has been designated a disaster area or an economically 
distressed area, and no program for the procurement of goods or services 
shall contain any provision for the allocation of all or any portion of the 
contracts to be awarded thereunder to contractors conducting business 
operations within any geographical area because of any such determina- 
tion with respect to, or any such designation of, such area. 

[(d)] (e) * * * 

fod ss: 

Lf)J @ *** 
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Mr. Txuurmonp, from the Committee on Government Operations, 
submitted the following 


REPORT 


[To accompany §. 6] 


The Committee on Government Operations, to whom was referred 
the bill (S. 6) to eliminate claims of immunity from State and local 
taxes based on contracts with the United States or its agencies or 
instrumentalities, having considered the same, report favorably 
thereon with an amendment and recommend that the bill, as amended, 
do pass. 

The amendment is as follows: 

On page 3, immediately after the word “to” in line 2, strike out 
the words “tax liabilities accruing’ and insert in lieu thereof the 
words “‘business activities occurring’’. 


PURPOSE 


The purpose of this bill is to prevent the constitutional immunity 
of the United States from State and local taxes from being extended 
to cover purchases made by private, independent contractors doing 
work for the United States. It seeks to accomplish this objective 
by providing for the elimination of claims of immunity from such 
taxes by any person on the ground that he is a contractor performing 
work for and, at the same time, acting as the agent of the United 
States or any agency or instrumentality thereof, in the procurement 
of tangible property of any kind for use in the performance of the 
contract. 


20006 
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BACKGROUND 
Legal aspects 

Under a long-established doctrine of constitutional law, the Federal 
Government and its agencies and instrumentalities enjoy sovereign 
immunity from State and local taxation and no State or local taxing 
authority may levy a tax on the Federal Government, its agencies or 
instrumentalities without the express consent of the Congress 
(McCulloch v. Maryland, 4 Wheat. 316; Gillespie v. Oklahoma, 257 
U. S. 401; New. York ex rel. a v. Graves, 299 U. S. 401; James v. 
Dravo Contracting Co.,.302 U.S. 134; Kern-Limerick, Inc. v..Scurlock, 
347 U. S. 110). 

It is likewise a well-established principle that the immunity of the 
United States in the constitutional sense means immunity from’ the 
direct application of State and local tax laws. It does not mean that 
the United States is constitutionally immune from increases in costs 
which are occasioned by the fact that those with whom it does busi- 
ness are required to pay State and local taxes (James v. Dravo Con- 
tracting Co., supra; Alabama v. King and Boozer, 314 U. S. 1; Esso 
Standard Oil Co. v. Evans, 345 U.S. 495). 

It is equally well established that private, independent contractors 
doing work for the United States are not, by virtue of that status, 
immune from generally applicable State and local taxes (James v. 
Dravo Contracting Co., supra; Alabama v. King and Boozer, supra; 
Esso Standard Oul Co. v. Evans, supra). 

Congress has consistently adhered to this principle in the face of 
several proposals to give Federal contractors a tax-exempt status 
(hearings, State taxation of atomic energy contractors, Joint 
Committee on Atomic Energy, 82d Cong., 2d sess.). More recently, 
when the Supreme Court construed the exemption contained in sec- 
tion 9 (b) of the Atomic Energy Act to apply to the Atomic Energy 
Commission’s private contractors (Carson v. Roane-Anderson Co., 
342 U.S. 232) Congress acted to restore the status quo by repealing 
section 9 (b) (act of August 13, 1953 (Public No. 262, 83d-Cong., 
ist sess.)). 

It was against this background that, in 1954, in Kern-Limerick, 
Inc. v. Scurlock, supra, the Supreme Court held that an Arkansas 
gross receipts tax law, which levies on sellers a 2 percent excise tax 
on the gross receipts from all sales in the State, was unconstitutional 
as applied to the transactions there involved, in which private con- 
tractors procured in Arkansas two tractors for use in constructing a 
naval ammunition depot for the United States under a contract with 
the Navy Department which provided that in procuring articles for 
accomplishment of the work, the contractor shall act as purchasing 
agent for the Government, title to the articles purchased shall pass 
directly from the seller to the Government, and the Government 
shall be directly liable to the seller for the purchase price. 

In effect, the Court held that since the contract with the Navy 
Department specifically provided that the contractor was to act as 
purchasing agent for the Government, which was the real purchaser, 
the State was actually levying a tax on an instrumentality of the 
Federal Government which it could not constitutionally do in the 
absence of consent by the Congress. 

The basic objective of this bill is to overcome the effect of that 
decision, thus preventing the immunity of the Federal Government 
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from attaching to what is essentially a tax levied on the private cor- 
tractor or his supplier through the purchasing agency provision. 
Action in 84th Congress 

In the 84th Congress, the committee had before it a bill, S. 2100, 
also introduced by Senator Thurmond, which had the same objective, 
but which approached the problem differently. Unlike the subject 
bill, which simply deprives a private contractor of the right to claim 
immunity, S. 2100 declared unlawful any contract under which private 
contractors were named agents of the Government for the purposes 
of purchasing materials for use in carrying out the contract. At 
that time, in response for requests for comment from various executive 
branch agencies, the Bureau of the Budget, the Department of 
Defense, the Atomic Energy Commission, and others pointed out 
that the practice of naming a contractor as agent of the Government 
to make such purchases enables some measure of economy since it 
enables the Federal agencies concerned to dispense with the need 
for having a staff of its own purchasing agents to do the buying at the 
site of the contract. The Department of Defense stated, however, 
that only the Navy Department still used this method and then only 
on rare occasions, and that it was the policy of the Defense Depart- 
ment not to use this purchasing method in order to avoid taxation, 
but that the right to use it “could become essential in event of a 
new national emergency.” 

The Atomic Energy Commission advised the committee that its 
practice— 


has been to conduct its operations to the maximum degree 
possible through contractors, thereby availing itself of indus- 
trial experience and ability, keeping to a minimum the size 
of the Commission’s staff, and promoting ultimate industrial 
participation in the atomic energy industry. In general, it 
has not entered into contracts expressly designating the con- 
tractor as agent. In some situations, however, it has found 
that particular functions can most effectively be carried out 
by contracts of express agency. 


HEARINGS 


Hearings on S. 6 were held on June 11 and 12, 1957. Appearing 
in support of the bill were Senator Thomas H. Kuchel; Otis W. 
Livingston, chairman, State Tax Commission of South Carolina and 
president of the National Association of Tax Administrators; Charles 
F. Conlon, executive secretary, National Association of Tax Admin- 
istrators; Dixwell L. Pierce, secretary, California State Board of 
Equalization; Edward F. Engelbert, attorney, Sales Tax Department, 
State of Maryland; Z. D. Atkins, commissioner, finance and taxation, 
State of Tennessee; James D. Keller, district attorney, and John 
McQuilken, assessor, San Diego County, Calif.; Homer R. Marson, 
vice president, Board of Assessors, City of Detroit, Mich., representing 
the American Municipal Association; and Bernard F. Hillenbrand, 
executive director, National Association of County Officials. Senators 
Beall, Butler, and Johnston of South Carolina submitted statements 
for the record in support of the measure. 

Appearing in opposition to the bill were Robert E. Merriam, 
Assistant Director, Bureau of the Budget; William Munves, Assistant 
General Counsel, Department of the Air Force, representing the 
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Department of Defense; and David Shaw, General Manager for 
Manufacturing, and Herzel Plaine, Assistant General Counsel, 
Atomic Energy Commission. 

In general, the witnesses who supported the bill contended (1) 
that its sole effect would be to overcome the effect of the decision of 
the Supreme Court of the United States in Kern-Limerick, Inc. v. 
Scurlock, thereby restoring the taxable status of private contractors 
doing business with the United States, with respect to materials pur- 
chased by them for use in carrying out their contracts; (2) that the 
bill does not apply to Federal purchasing agents in the ordinary mean- 
ing of the term but only to the case where a Federal contractor is 
acting also as the purchasing agent of the United States in the pro- 
curement of property to be used in the performance of his contract; 
(3) that the bill does not affect or alter any existing exemptions from 
State or local taxes to which a Federal contractor would otherwise be 
entitled; (4) that the bill is strictly limited and does not in any way 
involve payments in lieu of taxes or ad valorem taxes on property 
owned by the United States; (5) that the bill would not impair the 
immunity of the United States from State or local taxation, but would 
only prevent a private person from claiming an immunity therefrom 
because of the combined contractor-purchasing agency relationship; 
(6) that the United States must accept the disadvantages as well as 
the advantages of conducting some of its operations through private 
independent contractors; and (7) that the decision of the Supreme 
Court of the United States in the Kern-Limerick case has resulted in 
depriving State and local governments of much-needed revenues 
which are vital to their ability to furnish required services for their 
citizens. 

The Assistant Director of the Budget, testifying in opposition to 
the bill, contended that (1) it would virtually eradicate or seriously 
weaken the constitutional tax immunity of the Federal Government 
in the performance of its necessary work through contractual rela- 
tions; (2) it would seriously weaken the policy which the administra- 
tion has recommended for making payments in lieu of taxes; (3) it 
would have serious economic and budgetary effects on the Federal 
Government; and (4) it would lead to a situation in which the Federal 
Government would find it easier to make direct purchases through 
regularly established channels, thus adding to the direct cost of the 
operations of the Federal Government, while at the same time giving 
States and local governments no additional tax revenues. 

A representative of the Atomic Energy Commission testifying in 
opposition to the bill said that a variety of contractual and agency 
relationships were used to carry out the Commission’s program, which 
involves expenditures of about $2 billion annually with 35 to 40 
percent of the total devoted to procurement. The major contractors 
of the Commission, the witness stated, are engaged in purposes either 
traditionally governmental or so vast and unique that no private 
person responding to customary market place considerations could 
reasonably discharge them. Various administrative policies are served 
by arrangements whereby the title to property passes directly from 
the vendor to the United States and these are unrelated to tax savings. 
In the management of community facilities contractors act as agents 
of the AEC and contractors are authorized to place orders against 
general governmentwide supply contracts and cost-type management 
contractors act as agents of AEC in the administration of substantial 
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procurement contracts. The enactment of S. 6 would involve either 
additional costs or require a revision of the Commission’s procurement 
program. 

The Commission’s representative stated further that each of these 
contracting and procurement practices has been adopted by the 
Commission because it was found to have useful practical advantages 
without necessarily taking into account any tax consequences which 
might ensue; that, in the conduct of its programs, the Commission 
has availed itself of industrial experience and ability, keeping to a 
minimum the size of the Government staff, promoting ultimate 
industrial participation in the atomic-energy industry as it gradually 
and increasingly moves from defense to peacetime endeavors, and 
facilitating the administration of a vast procurement effort, generally 
conducted under stringent time schedules, with a mmimum of Gov- 
ernment personnel, but retaining basic financial and accounting 
safeguards necessary in the public interest. 

A representative of the Department of Defense testified that that 
Department has established a policy against designating contractors 
on contracts to be performed within the United States as agents of 
the Government for the purchase of supplies and with the right to 
pledge the credit of the Government in order to avoid the imposition 
of taxes. He stated further, however, that if such a policy became 
solidified in a statute, it could result in onerous financial and regula- 
tory burdens on the United States in the event of a new national 
emergency. 

COST OF PROPOSED LEGISLATION 


With respect to the possible cost of the bill to the Federal Govern- 
ment, the Bureau of the Budget, although requested to furaish cost 
estimates, was unable to do so. The Atomic Energy Commission 
stated that in Tennessee and South Carolina it was estimated that 
State and local taxes would approximate several million dollars 
annually. The Commission’s representative also noted that the 
establishment of large AEC plants in various States has resulted in 
substantial financial and related advantages which more than offset 
the loss of State and local taxes resulting from the contractor-agent 
type of procurement contract. In this connection, it was stated that 
during the past 12 months the Atomic Energy Commission and its 
management contractors have placed more than $22 million worth of 
procurement, in addition to substantial construction contracts, in 
Tennessee. In South Carolina some $27,400,000 worth of purchases 
were made of South Carolina firms in the construction of the Savannah 
River plant, and the payroll of the Commission and the prime con- 
tractor has amounted to approximately $650 million since the selec- 
tion of the site in 1950. 


COMMITTEE ACTION 


The basic issue developed at the hearings was whether a private 
contractor doing business with the Federal Government should be 
immune from State or local taxation on his business activity in con- 
nection with that transaction solely on the ground that a provision 
of the contract with the Government names such private contractor 
an agent of the United States for the purpose of procuring tangible 
property for use in the performance of the contract. 
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After reviewing the testimony presented at the hearings and evaluat- 
ing the arguments both in support of and in opposition to the enact- 
ment of S. 6, the committee concluded that opponents of the bill have 
failed to present any compelling reason for exempting from State and 
local taxation private contractors doing business with the Government 
whose business activity would othe:wise be subject to such taxes, 
solely because the private contractor has been named an agent of the 
United States in the procurement of property required for use in the 
performance of the contract. 

The committee is aware of the fact that the enactment of this bill 
would undoubtedly result in some increase in costs to the Federal 
Government since contractors will pass the tax on to the United 
States under usual cost-plus contracts. However, in the opinion of the 
committee some of the estimates of costs presented at the hearings 
were substantially overstated. There was testimony on the cost of 
ad valorem and use taxes that would be payable if certain amendments 
were made to 8S. 6, but those costs are in no way involved in the bill 
actually before the committee. Moreover, the testimony indicated 
that the Department of Defense has adopted a policy against the use 
of the purchasing agency clause with the right to pledge the credit of 
the United States and hence S. 6 will not involve an increase in the 
Department’s procurement costs. It should also be pointed out that 
many types of procurement transactions may be exempt from or 
excluded from the operation of specific sales-tax laws; for example, 
sales for resale, sales for further processing, the cost of processing or 
servicing operations where they are stated separately from the cost of 
the property involved, etc. While the committee is therefore unable 
to pinpoint the exact increase in cost involved, such an increase is not, 
in the judgment of the committee, a justification for depriving State 
and local governments of needed revenues which would be payable if 
the contractor were doing business with a private business organiza- 
tion, rather than with the United States. The committee is further 
drawn to this conclusion by the fact that S. 6 restores the same rule 
relating to the taxation of the Federal Government’s contractors 
which has prevailed from pre-World War II days up to the day the 
Kern-Limerick case was decided by the United States Supreme Court. 

The committee wishes to emphasize that this measure is not in- 
tended to encroach on long-existing, well-established Federal im- 
munities from local taxation. However, it is necessary to distinguish 
between taxes imposed directly on the Federal Government and the 
indirect effects of taxes imposed on private persons which result in 
increased costs to the Federal Government. It has long been held 
by the Supreme Court of the United States that the fact that the 
economic burden of the tax is passed on to the United States does not 
make it a tax upon the United States (Alabama v. King and Boozer, 
314 U.S. 1, 9 (1941)). 


* * * Federal sovereignty does not spell immunity from 
paying the added costs, attributable to the taxation of those 
who furnish supplies to the Government and who have been 
granted no tax immunity (Kern-Limerick, Inc. v. Scurlock, 
347 U. S. 110, 118 (1954)). 
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The taxes affected by S. 6 are of this kind; namely, added costs 
attributed to the taxation of private persons doing business with the 
Federal Government. 

It is the understanding and intent of the committee that S. 6 refers 
only to situations in which a contract between the United States and 
a private contractor specifically names the contractor as the agent of 
the United States for the purpose of making purchases required in the 
performance of the contract. It does not invalidate such contracts; 
nor does it in any way prevent agencies and departments of the United 
States Government from entering into such contracts. It simply 
provides that if an agency of the Federal Government does enter into 
these so-called agency-type contracts, the business activity of the 
private contractor will be subject to the same State and local govern- 
ment taxation as all other similar business activities carried on between 
private business organizations. 

Thus, in recommending favorable action on S. 6, it is the intention 
of the committee that its enactment will do no more than restore 
the situation which existed for many years prior to the decision of the 
Supreme Court of the United States in Kern-Limerick, Inc. v. Scurlock, 
supra; that is the sole purpose of this measure. 

The committee amendment to section 2 on page 3 of the bill is 
largely technical in nature. Section 2 is designed to prevent the bill 
from applying retroactively. However, the language of the bill, as 
introduced, refers to ‘‘tax liabilities accruing after the date of the 
enactment of this Act.”’ The language.intended is “business activities 
occurring after the date of enactment of this Act.’”’ Accordingly, the 
committee has corrected this language to conform to that intent. 

After careful consideration, the committee has reached the con- 
clusion that the enactment of this measure is in the public interest. 
Although it may result in some increased costs to the United States, 
since the only major agency of the Federal Government which uses 
agency-type contracts to any extent is the Atomic Energy Commis- 
sion, and since the Defense Department: has assured the: committee 
that none of the military departments use contracts of this type, the 
committee is of the opinion that the increased cost will not be excessive. 
In any event, it is in the interest of the people of the United States 
that State and local governments remain financially solvent. If they 
are continually deprived of needed revenues resulting from the 
encroachment of the Federal Government in the face of ever-increas- 
ing demands by their citizens for essential services, our Federal system 
is in danger of breaking down. 
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Mr. McC ietian, from the Committee on Government Operations, 
submitted the following 


REPORT 
[To accompany S. 2752] 


The Committee on Government Operations, to whom was referred 
the bill (S. 2752) to amend section 207 of the Federal Property and 
Jedinsiderntboes Services Act of 1949, so as to modify and improve the 
procedure for submission to the Attorney General of certain proposed 
surplus property disposals for his advice as to whether such disposals 
would be inconsistent with the antitrust laws, having considered the 
same, report favorably thereon, without amendment, and recommend 
that the bill do pass. 

PURPOSE 


This bill is designed to clarify, modify, and improve certain phases 
of existing law and procedures relative to the disposal of surplus 
property by executive agencies. It seeks to accomplish this by 
modifying the requirement in section 207 of the Federal Property and 
Administrative Services Act of 1949 that executive agencies, at the 
beginning of negotiations, seek the advice of the Attorney General 
as to whether a proposed surplus property disposal would tend to 
create or maintain a situation inconsistent with the antitrust laws. 
It would require, instead, that such notification to the Attorney 
General be made whenever such disposal is contemplated by any 
executive agency, thus leaving it to the agency to determine the appro- 
priate time for submission, 
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The bill would also require that when such notice is transmitted to 
the Attorney General by any executive agency other than the General 
Services Administration, a copy of the notification must be trans- 
mitted simultaneously to the Administrator of General Services. In 
addition, S. 2752 would exempt from the requirements of section 207 
proposed disposals of scrap and salvage, and any property (other than 
a patent, process, technique, or invention) if the aggregate amount of 
the original acquisition cost to the Government, ‘and all capital ex- 
penditures made by the Government with respect thereto, is less than 
$3 million, instead of $1 million as now provided. 

S. 2752 is based upon a draft bill submitted by the Administrator 
of General Services, and redrafted by the committee, prior to intro- 
duction, in order to clarify its provisions. In its present form, it has 
the approval of the Director of the Bureau of the Budget, the Admin- 
istrator of General Services, and the Attorney General. 


NEED FOR LEGISLATION 


Section 207 of the Federal Property and Administrative Services 
Act of 1949 provides that— 


whenever any executive agency shall begin negotiations for 
the disposition to private interests of a plant, or plants, or 
other property, which cost the Government $1,000,000 or 
more, or of patents, processes, techniques, or inventions, 
irrespective of cost, the executive agency shall promptly 
notify the Attorney General of the proposed disposal and 
the probable terms and conditions thereof. 


The Attorney General is then required to advise the Administrator of 
General Services and the executive agency whether the proposed 
disposal would tend to create or maintain a situation inconsistent with 
the antitrust laws. 

The Administrator of General Services has advised that the use of 
the phrase ‘‘whenever any executive agency shall begin negotiations’”’ 
has raised the question whether the requirements of this section 
apply only to negotiated disposals as distinguished from those made 
by award after competitive bidding. Since the congressional intent 
in enacting this provision has been interpreted to cover all types of 
surplus property disposal, whether by negotiated sale or by award 
after advertising, the General Services Administration feels that the 
language of the existing law should be clarified to reflect this intent. 

An additional problem which has been caused by the phrase ‘“‘when- 
ever any executive agency shall begin negotiations,”’ revolves around 
the words “shall begin.” Literally construed, these words would 
require an executive agency to seek the advice of the Attorney General 
immediately after taking the first step of any kind in connection with 
the proposed disposal of surplus property. Thus, in the case of a 
negotiated sale, the matter would have to be submitted to the Attorney 
General immediately following the initial contact with the prospective 
purchaser; in the case of disposal by advertising, the submission would 
have to occur on the issuance of the public invitation for bids. The 
Attorney Generai has advised that the difficulty arises from the fact 
that, in either case, the identity of the ultimate purchaser is unknown 
at that stage, and without being able definitely to identify such 
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purchaser, the Attorney General would be unable to render advice on 
the effect of the disposal of the property in question. Thus, from a 
practical standpoint, if the advice of the Attorney General is to have 
any real meaning, all arrangements for a proposed sale should be 
completed before it is submitted to him for advice and he must have 
before him the purchase price, terms, name of prospective purchaser, 
etc. 

S. 2752 proposes to eliminate both of these difficulties by removin 
from section 207 the words “whenever any executive agency shal 
begin negotiations,’ and by providing instead the words ‘‘whenever 
such disposal is contemplated by any executive agency.” This 
proposed amendment would enable the agency concerned to determine 
the appropriate time for submission to the Attorney General. 

5. 2752 provides further that when the executive agency submitting 
the notification of a proposed sale to the Attorney General is other 
than the General Services Administration, the agency shall simultane- 
ously send a copy of such notification to the Administrator of General 
Services. Under existing law, the Attorney General is required to 
render his advice to the executive agency which transmitted the 
notification of proposed disposal and to the Administrator of General 
Services. The Administrator points out, however, that there is no 
requirement in law that the Administrator be furnished with full 
information as to the proposal upon which the Attorney General 
renders his advice. Since the Administrator of General Services is the 
official charged by the Federal Property and Administrative Services 
Act of 1949 with general supervision and direction over the disposal 
of surplus property, he should be kept informed of all significant 
developments in his assigned field. 

A clarifying amendment to the existing law specifically requires 
that any executive agency which has requested the advice of the 
Attorney General as to whether a proposed disposal would tend to 
create or maintain a situation inconsistent with the antitrust laws 
must await such advice before making disposals. 'The Administrator 
of General Services has advised the committee that in his judgment 
the requirement for advance approval is inherent in the spirit of sec- 
tion 207 and should be spelled out in express language. This is not 
expected to cause undue delay since under existing law the Attorney 
General is required to render this advice within a reasonable time, 
in no event to exceed 60 days after receipt of notification of the pro- 
posed disposal. 

As previously indicated, the pending bill would exempt from the 
requirements of section 207 of the Federal Property and Administra- 
tive Services Act of 1949 any property, other than a patent, process, 
technique, or invention, if the aggregate amount of the original acquisi- 
tion cost to the Government and all capital expenditures made by the 
Government with respect thereto is less than $3 million. Under 
existing law, all proposed disposals of surplus property by executive 
agencies must be referred to the Attorney General if they ‘‘cost the 
Government $1,000,000 or more’’ except proposed disposals of patents, 
processes, techniques, or inventions, which must be referred irrespec- 
tive of cost. 

The Administrator of General Services has recommended that the 
exemption should be raised to $3 million, that capital expenditures for 
major improvements or additions to the property should be included 
in determining the cost to the Government, but that maintenance 
expenses and charges should be excluded. The Administrator points 
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out that property which originally cost the Government less than 
$1 million is used by it for a number of years before the property is 
determined to be surplus, during which period maintenance expenses 
are incurred which will eventually bring the Government’s total 
outlay on the property to over $1 million. Furthermore, even after 
the property has been determined to be surplus, in some instances, 
it is held in surplus status for a considerable time before it can be 
disposed of, during which period additional maintenance charges and 
expenses must be met, and the addition of such expenses should not 
make reference to the Attorney General necessary under the basic 
intention reflected by section 207. 

With respect to increasing the exemption from $1 million to $3 
million, the Administrator advises that this would be conducive to im- 
provement of administration without in any way prejudicing the basic 
intent of section 207; namely, to prevent the creation or maintenance 
of situations inconsistent with the antitrust laws. In support of this 
position, he points out that the $1 million figure came into the existing 
law from a similar provision in the repealed Surplus Property Act of 
1944; and that the passage of more than 13 years has made that figure 
unrealistic as indicated by the doubling of costs of goods and services 
during that period. He states further that the national cost index 
for machinery and equipment as of 1944 was 102.4, and that same 
index in January of 1957 was 218.3; and that, especially with reference 
to surplus industrial plants held in General Services Administration 
inventory, the national construction cost index increased from 134.5 
in 1944 to 291.3 in January 1957. Finally, as revealed in his letter 
which is incorporated in this report under ‘Agency Comments,” the 
existing $1 million figure does not ailow for depreciation on surplus 
property in GSA inventory. By way of illustration, he cites the fact 
that a plant having an acquisition cost in 1944 of $2,834,000 would 
have a book value in 1957, had depreciation been taken, of only $595,140. 

The Administrator concludes that in view of all of the foregoing 
factors, the public interest is in no way served by continuing to require 
the close scrutiny of disposals of surplus costing the Government less 
than $3 million, which necessarily involves delays in disposals and the 
expense of the services of highly specialized attorneys and adminis- 
trative personnel, and which has little if any relation to monopoly or 
the competitive standing of companies in their respective fields of 
activity. 

Finally, S. 2752 would exempt from the requirements of section 
207 of the existing law “any personal property, without regard to cost, 
which is determined by the executive agency concerned to have value 
only as scrap or salvage.” Scrap is defined in the pending bill as 

“any material that has no value except for its basic metal content” 
and salvage is defined as “any personal property that has some vals 
in excess of its basic material content, but which is in such condition 
that there is no reasonable prospect of its use by the Government 
for any purpose as a unit and its repair or rehabilitation for use by 
the Government as a unit is clearly impracticable.”’ 

The Administrator of General Services advises that this provision 
is of great importance to the GSA and certain other executive agencies 
active in the field of surplus property disposal. In support of its 
adoption, the Administrator states that in the period of approximately 
4% years from February 1952 through October 8, 1956, 85 percent of 
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all the referrals to the Attorney General of proposed disposals of sur- 
plus personal property were for property in scrap or salvage condition. 
He states further that— 


Our experience in the administration of section 207 has 
convinced us that the likelihood of inconsistency with the 
antitrust laws in disposals of scrap and the not unrelated 
item of salvage is so minuscule as to make of most dubious 
public interest the administrative work, expenditure of 
public funds, and delays (sometimes leading to loss of favor- 
able pric e to the Government) which are caused by the 
necessity of referral to the Attorney General in this class 
of cases. Scrap and property for salvage by their very 
nature offer little or no enticement to the monopolist. 


The Administrator advised, in addition, that— 


The market for scrap is of a fluctuating nature, and fast 
disposal action is essential to assure the best price to be paid 
to the Government. The time necessarily involved (running 
up to 60 days) in the submission of the proposed disposal to 
the Department of Justice, and its careful consideration in 
that Department, can cause an actual loss of money to the 
Government. With a substantial outlay of cash frequently 
to be made by the prospective buyer, he must, under good 
business practice, have reasonable assurance of a ready resale, 
in a volatile market, prior to making his investment in the 
surplus. Scrap dealers who regularly bid at Government 
sales of surplus scrap assert that the known delays incident 
to antitrust clearances cause them to bid materially lower 
than they would if selling activities could make awards 
promptly after evaluation of bids. Thus, delay in making 
awards, inevitable under the present requirement of section 
207, precludes the Government from recovering the maximum 
value of the property. 


CONCLUSIONS 


The enactment of S. 2752 would, in the judgment of the committee, 
improve materially the existing procedures relative to the disposal of 
surplus property by executive agencies. It would accomplish this by 
reducing delays in ——o of such property and would result in 
increased returns to the Government with savings in administrative 
costs. 

S. 2752 is based upon a draft bill submitted by the Administrator of 
General Services, and redrafted by the committee prior to introduction, 
in order to perfect and clarify its provisions. The Director of the 
Bureau of the Budget has advised the committee that the original 
draft bill— 


was referred to the Bureau of the Budget before it was sub- 
mitted to the Congress and we requested the views of the 
Atomic Energy Commission, the Department of Defense, 
and the Department of Justice. All of these agencies con- 
curred in the proposal. 
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The Director further advised the committee that— 


We ‘have compared the wording in S. 2752 with the 
language originally proposed by the General Services Admin- 
istration and we agree that S. 2752 is clearer and that it would 
accomplish the same purposes as the draft proposed by the 
General Services Administration. 

The Department of Justice advised the committee that— 


the purpose and effect of the bill is the same as that of the 
proposal submitted to the President of the Senate by the 
General Services Administration. ‘That proposal was the 
subject of correspondence and conferences between repre- 
sentatives of this Department and the General Services Ad- 
ministration. It is the view of this Department that the 
enactment of this legislation would result in considerable 
saving in the administration costs by substantially lessening 
the number of surplus property sales which would, in the 
future, be subject to section 207. The Department of Justice 
is in accord with the objectives of the bill and favors its enact- 
ment. 


The committee concurs in these views, that the enactment of S. 2752 
is in the public interest, and recommends favorable action by the 
Congress. 

AGENCY COMMENTS 


As previously indicated, the Administrator of General Services, the 
Director of the Bureau of the Budget, and the Attorney General have 
submitted communications urging the enactment of the pending bill. 
The committee has been informed that the Department of Defense 
and the Atomic Energy Commission also favor its enactment. 

Communications from the General Services Administration, the 
Bureau of the Budget, and the Department of Justice follow: 


GENERAL SEeRvicES ADMINISTRATION, 
Washington, D. C., August 8, 1957. 
Hon. Ricnarp M. Nixon, 
President of the Senate, 
Washington, D. C. 

My Dear Mr. Prestpent: There is enclosed for your consideration 
a draft of a bill to amend section 207 of the Federal Property and Ad- 
ministrative Services Act of 1949 so as to modify and improve the 
procedure for submission to the Attorney General of certain proposed 
surplus property disposals for his advice as to whether such disposals 
would be inconsistent with the antitrust laws. 

Section 207 of the Federal Property and Administrative Services 
Act of 1949 requires executive agencies to solicit the views of the Attor- 
ney General as to whether certain proposed disposals of surplus prop- 
erty would tend to create or maintain a situation inconsistent with the 
antitrust laws. As a result of the experience of the General Services 
Administration with this section, we feel that its present provisions 
invite amendments by way of clarification and betterment. The 
enclosed bill incorporates these amendments, which we now proceed 
to explain. 

The first difficulties concern the requirement in the opening sentence 
of section 207 that an executive agency must notify the Attorney 
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General ‘‘whenever any executive agency shall begin negotiations’ 
for the disposal of certain categories of surplus property. For the 
quoted text the bill would substitute “before any executive agency 
shall consummate a disposal.” 

The use of the word ‘negotiations,’ to one reading the sentence at 
first glance, raises the question whether the requirements of the section 
apply only to negotiated disposals as distinguished from those made 
by award after competitive bidding. Section 207 is part of Title II— 
Property Management, of the Federal Property and Administrative 
Services Act of 1949, as amended, in which appears section 203 (e) 
which authorizes the Administrator of General Services, until July 31, 
1958, to make surplus property disposals “without regard to any pro- 
vision of existing law for advertising’’; i. e., by negotiation. (This 
Administration, as part of its program for the 85th Cong., 1st sess., 
proposes amendment of sec. 203 (e) so as to provide for permanent 
authorization for disposals of surplus property by negotiation in 
appropriate classes of cases.) 

From a practical point of view, there is just as much reason to 
notify the Attorney General under section 207 of proposed disposals 
by award after advertisement for competitive bids as there is of 
those to be made by negotiation. This Administration has, therefore, 
in point of fact, given the broadest interpretation to what it conceived 
to be the congressional intent, and has made it a policy to have the 
opinion of the Attorney Gene ral sought under the section in all cases 
to which the section could apply, whether the proposed disposal is 
to be made by award after advertising or by negotiation. The ques- 
tion, however, engendered by the use of the word “negotiations” in 
section 207 lingers, and we believe that the section should be amended 
to make clear that its applic: ation covers both methods of disposal. 

The words ‘shall begin” in the first sentence of section 207 have 
given rise to a real practical difficulty. The beginning of negotia- 
tions, literally construed, would mean the first step of any kind in 
any intended disposal of surplus property. In the case of disposal 
by negotiation, it would mean the initial contact with prospective 
dispone es; in the case of disposal by advertising, it would mean the 
issuance of the public invitation for bids. In either case, at that 
point, the identity of the eventual proposed disponee is unknown. 
Yet it is primarily and essentially that identity which constitutes the 
reason for the salutary requirement of section 207 that the opinion 
of the Attorney General be given on the antitrust aspect. Indeed, 

a punctilious adherence to the literal reading of section 207 would 
equine the executive agency to notify the ‘Attorney General of a 
mere inchoate and incomple te proposal upon which the latter would 
not have the facts to give any advice at all. The substitution in the 
first sentence of section 207 of “shall consummate” for “shall begin,” 
as set forth in the enclosed bill, should make clear that the notification 
to the Attorney General need not be made until the terms of the 
proposed disposal have tentatively crystallized—that is, in the case 
of disposal by advertisement, after the bids have been submitted and 
the agency proposed disposal to the highest acceptable bidder, and 
in the case of disposal by negotiation, after the proceedings ‘have 
reached the point where a suitable disponee has been provisionally 
determined upon. 

Another amendment to section 207 as proposed by the bill would 
specifically require an executive agency (other than GSA) submitting 
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a notification to the Attorney General simultaneously to send a copy 
of the notification to the Administrator of General Services. Observ- 
ance of such procedure is desirable for two reasons: (1) Section 207 
in its present form expressly calls upon the Attorney General to 
render his advice to the interested executive agency and the Admin- 
istrator. If the Administrator in all cases receives the advice from 
the Attorney General, it is only logical that he should be furnished 
with full information as to the proposal upon which the advice is 
rendered. (2) The Administrator of General Services is the official 
charged by the Federal Property and Administrative Services Act of 
1949 with general supervision and direction over the disposal of 
surplus property. As such, he should be kept au courant with sig- 
nificant developments in his assigned field. 

A clarifying amendment included in the bill is the insertion in 
section 207 of the sentence specifically requiring the executive agency 
which has requested advice of the Attorney General to await such 
advice before making an award or taking other disposal action. We 
believe that such requirement is inherent in the spirit of section 207, 
but that it would be advisable for it to be spelled out in express 
language. 

A further point concerns the clause, in the first sentence of section 
207, reading “which cost the Government $1,000,000 or more.’ 
We believe, and the bill so provides, that there should be a limitation 
here to the original acquisition cost or the acquisition cost plus capital 
expenditures. It often happens that property which originally cost 
the Government less than $1 million is used by it for a number of 
years before the property is determined to be surplus, during which 
period maintenance expenses are incurred in connection with the 
property which will eventually bring the Government’s total outlay 
on the property to over $1 million. More than that, even after the 
property has been determined to be surplus, in some instances it is 
held in surplus status for a considerable time before it can be disposed 
of, and while in such status, further maintenance expenses and charges 
must be met. It is not felt that the addition of such expenses should 
make reference to the Attorney General necessary under the basic 
intention reflected by section 207. 

As indicated above, section 207 now requires the referral to the 
Attorney General of proposed disposals ‘‘of a plant or plants, or other 
property, which cost the Government $1,000,000 or more.”’ Under 
the enclosed bill the $1 million figure would be increased to $3 million. 
We feel that this amendment would be conducive to betterment of 
administration without in any way prejudicing the basic intent of 
section 207; namely, to prevent the creation or maintenance of 
situations inconsistent with the antitrust laws. The $1 million figure, 
it will be renembered, came into the Federal Property and Adminis- 
trative Services Act of 1949 from a similar provision in the repealed 
Surplus Property Act of 1944 (sec. 20, 58 Stat. 775). The passage of 
13 years has made that $1 million figure unrealistic in 1957. The 
doubling of costs of goods and services during that 13-year period 
accentuates this point. The national cost index for machinery and 
equipment as of 1944 was 102.4, and that index in January of 1957 
was 218.3. To give another illustration, especially with reference to 
the surplus industrial plants held in GSA inventory, the national con- 
struction cost index increased from 134.5 in 1944 to 291.3 in January 
1957. 
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Another factor emphasizing the unreality (in 1957) of the $1 million 
figure inserted in section 207 from the Surplus Property Act of 1944 is 
that depreciation charges have not been applied to surplus property 
in GSA inventory. The significance of this fact in relation to the $1 
million figure in section 207 is readily seen in the case of GSA’s surplus 
plants. Had depreciation been charged on them, then, taking Jan- 
uary 1, 1943, as the average plant completion date, and with depre- 
ciation having been charged on buildings, machinery, and equipment 
to January 1, 1957, the following would result: 

Percent 
Buildings, 14 years’ depreciation, at A percent per year___.._-__-- 63 
Machinery and equipment, 14 years’ depreciation, at 6% percent per } year... 87 
Overall depreciation (buildings, machinery, and equipment) ___- 79 
Remaining book value fi ). 3 21 

Thus it can be seen that a alain having an acquisition cost in 1944 of 
$2,834,000 would have a book value in 1957, had depreciation been 
taken, of only $595,140. 

And it should be borne in mind that the recovery by the Govern- 
ment on sales of surplus plants does not exceed 30 percent of acquisi- 
tion cost. The average annual recovery on sales of surplus personal 
property (other than scrap) is always below 10 percent of acquisition 
cost. 

In view of all the foregoing factors, we submit that the public in- 
terest is in no way served by continuing to require the close scrutiny 
of disposals of surplus costing the Government less than $3 million, 
which necessarily involves delay i in disposals and the expense of the 
services of highly specialized attorneys and administrative personnel, 
and which has little if any relation to monopoly or the competitive 
standing of companies in their respective fields of activity. 

Finally, we come to another amendment to section 207 which is of 
great importance to GSA and certain other executive agencies active 
in the field of surplus personal property disposal. That is the proviso 
shown in the draft bill which would exempt from the provisions of 
section 207 the disposal of surplus personal property which is deter- 
mined to be scrap or salvage. The terms “scrap” and ‘‘salvage’’ are 
defined in a final sentence which the bill would add to section 207. 
In the period of approximately 4% years from February 1952 through 
October 8, 1956, 85 percent of all the referrals to the Attorney General 
of proposed disposals of surplus personal property were for property in 
scrap or salvage condition. 

Our experience in the administration of section 207 has convinced 
us that the likelihood of inconsistency with the antitrust laws in dis- 
posals of scrap and the not unrelated item of salvage is so minuscule as 
to make of most dubious public interest the administrative work, 
expenditure of public funds, and delays (sometimes leading to loss of 
favorable price to the Government) which are caused by the necessity 
of referral to the Attorney General in this class of cases. Scrap and 
property for salvage by their very nature offer little or no enticement 
to the monopolist. 

The market for scrap is of a fluctuating nature, and fast disposal 
action is essential to assure the best price to be paid to the Govern- 
ment. The time necessarily involved (running up to 60 days) in the 
submission of the proposed disposal to the Department of Justice, 
and its careful consideration in that Department, can cause an actual 
loss of money to the Government. With a substantial outlay of 
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cash frequently to be made by the prospective buyer, he must, under 
good business practice, have ‘reasonable assurance of a ready resale, 
in a volatile market, prior to making his investment in the surplus. 
Scrap dealers who regularly bid at Government sales of surplus scrap 
assert that the known delays incident to antitrust clearances cause 
them to bid materially lower than they would if selling activities could 
make awards promptly after evaluation of bids. Thus, delay in 
making awards, inevitable under the present requirement of section 
207, precludes the Government from recovering the maximum value 
of the property. 

Review was recently made of the copies of agencies’ referrals to the 
Department of Justice on file in this Administration. It leads us to 
the general conclusion that the offerings of metallic scrap material of 
any one kind at any one time at any one place by a military or civilian 
Government selling activity over the past several years have not 
represented a tonnage volume which would amount to more than a 
minute percentage of the total metallic scrap of that kind generated in 
the United States each year. 

In summary, then, we submit that there is nothing to be gained for 
the Government, nor is it in furtherance of general public policy, to 
continue to enforce a procedure which is costly to the taxpayer by 
reason of administrative expense and loss of advantageous prices, 
when the likelihood of monopolistic transgression is at the most very 
remote. 

While GSA is convinced that enactment of the proposed legislation 
will reduce delays in oer of surplus property and will result in 
increased returns to the Government with savings in administrative 
costs, we cannot at this time offer any firm estimate as to the amount 
of such increase or of such savings. 

GSA recommends enactment of the enclosed bill, and suggests that 
you lay the measure before the appropriate committee of the Senate. 

The Bureau of the Budget has advised that there is no objection to 
the submission of this legislative proposal to the Congress. 

Sincerely yours, 
FRANKLIN G. FLOETE, 
Administrator. 


EXeEcuTIvVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE Eee 
Washington, D. C., Se pte mber 18, 1957. 
Hon. Joun L. McCre nan, 
Chairman, Committee on Government Operations, 
United States Senate, Washington, D. C. 

My Dear Mr. Cuatrman: This is in response to your letter of 
August 13, 1957, requesting a report on S. 2752, a bill to amend section 
207 of the Federal Property and Administrative Services Act of 1949 
so as to modify and improve the procedure for submission to the 
Attorney General of certain proposed surplus property disposals for 
his advice as to whether such disposals would be inconsistent with 
the antitrust laws. 

As stated in the postscript of your letter of August 13, 1957, re- 
questing our views, this bill was introduced at the request of the 
Administrator of General Services. The draft bill was referred to the 
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Bureau of the Budget before it was submitted to the Congress and 
we requested the views of the Atomic Energy Commission, the 
Department of Defense, and the Department of Justice. All of these 
agencies concurred in the proposal. The bill was introduced in the 
House as H. R. 9169 and we have submitted a report to the chairman 
of the House Committee on Government Operations recommending 
that it be enacted. 

Although 8S. 2752 is based upon the draft submitted by the General 
Services Administration, it is worded differently. We have been 
advised informally that the bill was redrafted at the request of your 
committee in order to make it clearer. We have compared the word- 
ing in S. 2752 with the language originally proposed by the General 
Services Administration and we agree that S. 2752 is clearer and that 
it would accomplish the same purposes as the draft proposed by the 
General Services Administration. 

Accordingly, we recommend enactment of S. 2752. 

Sincerely yours, 
Prrcivaut F, Brunpage, Director. 


OFrFicE OF THE ATTORNEY GENERAL, 
Washington, D. C., November 29, 1957. 
Hon. Joun L. McCiexuan, 
Chairman, Committee on Government Operations, 
United States Senate, Washington, D. C. 

Dear Senator: This is in response to your request for the views 
of the Department of Justice concerning the bill (S. 2752) to amend 
section 207 of the Federal Property and Adnsinistestive Services Act 
of 1949 so as to modify and improve the procedure for submission to 
the Attorney General of certain proposed surplus property disposals 
for his advice as to whether such disposals would be inconsistent with 
the antitrust laws. 

The purpose of the proposed legislation is to (a) clarify certain 
phraseology of the present law; (0) provide for a more sound procedure; 
(c) eliminate sales of scrap and salvage from the provisions of section 
207; and (d) increase from $1 million to $3 million the acquisition cost 
to the Government of property subject to the provisions of section 207. 

With respect to the applicability of antitrust laws to property dis- 
posal, section 207 provides “‘Whenever any executive agency shall 
begin negotiations for the disposition.” This language. would be 
eliminated and the bill would provide “Whenever any such disposal 
is contemplated by any executive agency.” From a practical stand- 
point, all arrangements for a proposed sale should be completed 
before it is submitted to the Attorney General for his advice. This 
should include the purchase price, terms, etc., and the name of the 
prospective purchaser. Until this has been done, the Attorney Gen- 
eral would not have before him all the facts needed to start considera- 
tion of the proposed sale. This amendment is believed desirable. 

Another change which the bill would provide concerns the wording 
in section 207 ‘“‘which cost the Government $1,000,000 or more.” 
This language would be eliminated and the bill would provide in 
effect that the provisions of section 207 would be applicable with 
respect to property where the aggregate amount of the original acqui- 
sition cost of such property to the Government and all capital ex- 
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penditures made by the Government with respect thereto is $3 million 
or more. It is believed that capital expenditures for major im prove- 
ments or additions to a plant made by the Government since the 
original purchase should be added to the original cost of the property 
to the Government. The intent of Congress, it is believed, would not 
be fully carried out if a plant which had an original cost to the Gov- 
ernment of, say, $2.5 million and to which later an improvement was 
added which cost the Government an additional $1 million would not 
be considered as covered by section 207. 

Increasing the amount from $1 million to $3 million is viewed as 
justified. The $1 million figure was first incorporated in the Surplus 
Property Act of 1944 and when that act was repealed it was incorpo- 
rated in the Federal Property and Administrative Services Act of 
1949. Since 1944 the purchasing power of the dollar has very mate- 
rially decreased. The following language appears in the letter from 
General Services Administration to the President of the Senate trans- 
mitting proposed legislation substantially similar to this bill: 

he national cost index for machinery and equipment as of 1944 
was 102.4, and that index in January of 1957 was 218.3. To give 
another illustration, especially with reference to the surplus industrial 
plants held in GSA inventory, the national construction cost index 
increased from 134.5 in 1944 to 291.3 in January 1957.” 

Furthermore, the original acquisition cost to the Government does 
not take into consideration depreciation, and depreciation on the 
property which will be disposed of under section 207 might be a con- 
siderable sum, the exact amount depending upon how long the 
property has been owned by the Government and the rate of depre- 
ciation used. 

Another amendment would provide that when the executive agency 
submitting the notification of a proposed sale to the Attorney General 
is other than General Services Administration, the agency shall send 
a copy of such notification to the Administrator of General Services 
Administration. This would appear to be sound administrative 
procedure. 

Another change provided by the bill would be the inclusion of the 
following sentence: ‘‘Except as provided by subsection (c), no execu- 
tive agency shall dispose of any plant, plants, or other property to 
any private interest until such agency has rece ved the advice of the 
Attorney General on the question of whether such disposal would 
tend to create or maintain a situation inconsistent with the antitrust 
laws.”” This would appear to be a clarifying and sensible procedure. 

A further amendment provided by the bill would be to make the 
provisions of section 207 inapplicable to “any personal property, 
without regard to cost, which is determined by the executive agency 
concerned to have value only as scrap or salvage.” It is believed that 
the elimination of scrap and salvage sales from the provisions of sec- 
tion 207 is fully justified. The return to the Government from the 
sales of scrap and salvage, based on the information submitted to us 
by General Services Administration, is but a small percentage of the 
original acquisition cost to the Government of the property sold as 
scrap. In many instances, the original acquisition cost to the Gov- 
ernment of many items included a much greater charge for labor than 
for material. Such items, which are sold for their scrap value only, 
include dies, jigs, fixtures, airplane engines, dismantled tanks, and 

other similar items. 


AMENDING SECTION 207 OF FEDERAL PROPERTY ACT 13 


Figures supplied by General Services Administration disclose that 
between February of 1952 and October of 1956, 85 percent of the 
sales of personal property referred to the Attorney General for advice 
under section 207 consisted of sales of scrap and salvage. Should 
this ratio prevail in the future, 85 percent of the sales of personal 
property under section 207 will be eliminated and that would result 
in substantial savings in labor and administrative costs. 

There will be other benefits to the Government as well. The price 
of scrap fluctuates rapidly and in many instances has sharply dropped 
in price between the time the sale is arranged for by an executive 
agency and the time the sale is finally cleared by the Attorney Gen- 
eral. Many bidders have taken this delay into consideration in sub- 
mitting their bids with the result that the Government has received 

1 lower return than would have been the case if the scrap could have 
be en promptty delivered. Such delays have been the result of the 
time which elapses between the day ths at an exec utive agency, at some 
point in the United States where the sale is held, receives the highest 
bid from the prospective purchaser, and the day the referral of such 
sale finally reaches the Attorney General after being forwarded through 
( hannels. 

The bill also includes a definition of scrap and salvage which will 
aid the disposal agency in determining what is scrap or salvage. 

The purpose and effect of the bill is the same as that of the proposal 
submitted to the President of the Senate by the General Services 
Administration. That proposal was the subject of correspondence 
and conferences between representatives of this Department and the 
General Services Administration. It is the view of this Department 
that enactment of this legislation would result in considerable saving 
in the administration costs by substantially lessening the number of 
surplus property sales which would, in the future, be subject to 
section 207, The Department of Justice is in accord with the objec- 
tives of the bill and favors its enactment. 

The Bureau of the Budget has advised that there is no objection 
to the submission of this report. 

Sincerely, 
Wituiam P. Roaers, Attorney General. 
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CHANGES IN 


EXISTING 
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LAW 


In compliance with subsection 4 of rule XXIX of the Standing 
Rules of the Senate, there is herewith printed in parallel columns 
the text of provisions of existing law which would be amended by the 


provisions of the bill: 


Existine Law (Pusuic Law 152, 
8ist Cone., 63 Stat. 377, 
391) 
APPLICABILITY OF ANTITRUST 

LAWS 


Sec. 207. Whenever any execu- 
tive agency shall begin negotia- 
tions for the disposition to private 
interests of a plant or plants, or 


other property, which cost the 
Government $1,000,000 or more, 
or of patents, processes, tech- 


niques, or inventions, irrespective 
of cost, the executive agency shall 
promptly notify the Attorney 
General of the proposed disposal 
and the probable terms or condi- 
tions thereof. Within a reason- 
able time, in no event to exceed 
sixty days after receiving such 
notification, the Attorney General 
shall advise the Administrator and 
the interested executive agency 
whether, insofar as he can deter- 
mine, the proposed disposition 
would tend to create or maintain 
a situation inconsistent with the 
antitrust laws. Upon the request 
of the Attorney General, the 
Administrator or interested execu- 
tive agency shall furnish or cause 
to be furnished such information 
as it may which the 
Attorney General determines to 
be appropriate or necessary to 
enable him to give the advice 
called for by this section or to 
determine whether any other dis- 
position or proposed disposition of 
surplus property violates the anti- 


pe ySSess 


trust laws. Nothing in this Act 
shall impair, amend, or modify 
the antitrust laws or limit and 


prevent their application to per- 
sons who buy or otherwise acquire 


Tue BIL 


APPLICABILITY OF ANTITRUST 
LAWS 


Sec. 207. (2) Except as pro- 
vided by subsection (c), no execu- 
tive agency shall dispose of any 
plant, plants, or other property to 
any private interest until such 
agency has received the advice of 
the Attorney General on the 
question whether such disposal 
would tend to create or maintain 
a situation inconsistent with the 
antitrust laws. Whenever any 
such disposal is contemplated by 
any executive agency, such agency 
shall transmit promptly to the 
Attorney General notice of such 
proposed disposal and the probable 
terms or conditions thereof. If 
such notice given by any 
executive agency other than the 
General Services Administration, 
a copy of such notice shall be 
transmitted simultaneously to the 
Administrator. Within a reason- 
able time, in no event to exceed 
sixty days, after receipt of such 
notification, the Attorney General 
shall advise the Administrator 
and any other interested executive 
agency whether, so far as he can 
determine, the proposed disposi- 
tion would tend to create or 
maintain a situation inconsistent 
with the antitrust laws. 


is 
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Existinc Law 


property under the provisions of 
this Act. As used in this section 
the term ‘‘antitrust laws’ includes 
the Act of July 2, 1890 (ch. 647, 
26 Stat. 209), as amended; the 
Act of October 15, 1914 (ch. 323, 
38 Stat. 730), as amended; the 
Federal Trade Commission Act 
(38 Stat. 717), as amended; and 
sections 73 and 74 of the Act of 
August 27, 1894 (28 Stat. 570), as 
amended. 
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(b) Upon request made by the 
Attorney General, the Adminis- 
trator or any other executive 
agency shall furnish or cause to be 
furnished to the Attorney General 
such information as the Adminis- 
trator or such other executive 
agency may possess which the 
Attorney General determines to be 
appropriate or necessary to enable 
him to give the advice required by 
this section, or to determine 
whether any other disposition or 
proposed disposition of surplus 
property violates or would violate 
any of the antitrust laws. 

(c) This section shall not apply 
to the disposal of— 

(1) any property (other than 

a patent, process, technique, or 

invention) if the aggregate 

amount of the original acquisi- 
tion cost of such property to the 

Government and all capital ex- 

penditures made by the Gov- 

ernment with respect thereto is 
less than $3,000,000; or 

(2) any personal property, 
without regard to cost, which is 
determined by the executive 
agency concerned to have value 
only as scrap or salvage. 

(d) Nothing contained in this 
Act shall impair, amend, or modify 
any of the antitrust laws or limit 
or prevent the application of any 
such law to any person who ac- 
quires in any manner any property 
under the provisions of this Act. 
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(e) As used in this section = 

(1) the term “antitrust laws’ 
includes the Act of July 2, 1890 
(ch. 647, 26 Stat. 209), as 
amended: the Act’ of October 
15, 1914 (ch. 323, 38 Stat. 730), 
as amended; the Federal Trade 
Commission Act (38 Stat. 717 
as amended; and sections 
and 74 of the Act of August 27, 
1894 (28 Stat. 570), as amended; 

(2) the term “scrap”? means 
any material that has no value 
except for its basic material 
content; and 

(3) the term “‘salvage’”’ means 
any personal property that has 
some value in excess of its basic 
material content, but which is 
in such condition that there is 
no reasonable prospect of its 
use by the Government for any 
purpose as a unit and its repair 
or rehabilitation for use by the 
Government as a unit is clearly 
impracticable. 


) 


, 
wo 
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Fesrvuary 10, 1958.—Ordered to be printed 


Mr. McCure.uan, from the Committee on Government Operations, 
submitted the following 


REPORT 


[To accompany S. 1538] 


The Committee on Government Operations, to whom was referred 
the bill (S. 1538) to provide for the adjustment of the legislative 
jurisdiction exercised by the United States over land in the several 
States used for Federal purposes, having considered the same, report 
favorably thereon, with an amendment in the nature of a substitute 
and an amendment to the title, and recommend that the bill, as 
amended, do pass. 


PURPOSE 


The purpose of this bill, as amended, is to permit Federal agencies 
to restore to the States certain jurisdictional authority now vested 
in the United States, which may better be administered by State 
authorities, and to acquire only such jurisdiction as may be necessary 
in connection with future land procurement. Once legislative juris- 
diction has been vested in the United States, it cannot be revested 
in the States other than by operation of a limitation imposed by the 
State at the time the State ceded jurisdiction, or by an act of Congress. 

The bill specifically declares it to be the policy of the Congress that 
(1) the Federal Government shall receive or retain only such measure 
of legislative jurisdiction over federally owned or operated land areas 
within the States as may be necessary for the proper performance of 
Federal functions; and (2) to the extent consistent with the purposes 
for which the land is held by the United States, the Federal Govern- 
ment shall avoid receiving or retaining concurrent jurisdiction or any 
measure of exclusive legislative jurisdiction. An overall objective of 
the bill is to provide that, in any case, the Federal Government should 
not receive or retain any of the States’ legislative jurisdiction with 
respect to qualifications for voting, education, public health and safety, 
taxation, marriage, divorce, descent and distribution of property, 
and a variety of other matters, which are ordinarily the subject of 
State control. 

5S. 1538, as proposed to be amended, would authorize the head or 
other authorized officer of any department or independent establish- 


20006 1 








2 ADJUSTMENT OF LEGISLATIVE JURISDICTION 


ment or agency of the Federal Government to relinquish to the State 
in which any Federal lands or interests therein under his custody or 
control are situated, such measure of legislative jurisdiction over such 
lands or interests therein as he may deem desirable. The bill provides 
that with respect to future acquisitions of property, no more jurisdic- 
tion than is necessary for the proper performance of the functions of 
the acquiring agency should be obtained. Any relinquishment of ju- 
risdiction by the Federal Government would be subject to acceptance 
by the State in such manner as the law of such State might provide. 

Other provisions of the bill would authorize Federal department 
and agency heads to issue necessary rules and regulations for the 
governing of public buildings and other areas under their charge and 
control, and to provide such reasonable penalties, within prescribed 
limits, as will insure their enforcement; permit such heads to utilize 
the facilities of existing law-enforcement agencies for the enforcement 
of any such regulations; authorize the General Services Administra- 
tion to detail special policemen for the protection of Federal property 
under the charge of other departments and agencies; extend the 
authority of United States commissioners to try and sentence persons 
committing petty offenses in any place under the charge and control 
of the United States; extend the right of States and their political 
subdivisions to serve and execute process in areas under the legislative 
jurisdiction of the United States, while making it clear that such 
process may not be served contrary to rules and regulations issued 
by authorized Federal personnel for the purpose of preventing inter- 
ference in carrying out Federal functions; and amend or repeal obso- 
lete or inconsistent Federal statutes. 


COMMITTEE ACTION 


S. 1538 was originally drafted by the staff of the Committee with 
the cooperation of the Department of Justice, in order to implement 
recommendations contained in a report by the Interdepartmental 
Committee for the Study of Jurisdiction Over Federal Areas Within 
the States, a Committee appointed by the President for the purpose 
of finding means of solving the problems arising out of the uncertain 
jurisdictional status of Federal lands situated within the several 
States. The Committee was composed of representatives of o 
executive departments and agencies of the Federal Government, 
cluding the Bureau of the Budget, which had a principal interest in he 
problems involved. Twenty-five other agencies of the Federal Govern- 
ment furnished information concerning their properties and problems 
relating to legislative jurisdiction to the Committee. In addition, the 
Interdepartmental Committee had the assistance and cooperation of 
the National Association of Attorneys General in its conduct of the 
study. 

Following the introduction of the bill in its original form in the 84th 
Congress (S. 4196), the chairman of the Committee on Government 
Operations forwarded copies to the governors and attorneys general 
of the several States and to all interested Federal agencies for com- 
ments and recommendations. Reports were received from 36 States— 
31 State governors and 29 State attorneys general—all of whom 
endorsed the objectives of the bill and recommended favorable com- 
mittee consideration. Certain of the governors and attorneys general 
of the States requested that the committee withhold action on S. 4196, 
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however, until a study of its provisions could be completed by the 
State Committee on Legislative Jurisdiction of the Council of State 
Governments. That committee was appointed by the president of the 
council pursuant to a resolution adopted by the States for the purpose 
of considering the legislation proposed by S. 4196. The committee 
appointed for this purpose was directed to give consideration to cer- 
tain suggested amendments to the cnieainl bill, and to determine 
whether or not it would be feasible to extend its provisions beyond its 
original intent by incorporating certain suggestions made by various 
State officials. 

Upon completion of the study made by the Committee on Legislative 
Jurisdiction, the staff of the Committee on Government Operations 
arranged conferences between the representatives of the Council of 
State Governments and of the Department of Justice for the purpose 
of perfecting the bill by incorporating appropriate amendments. Fol- 
lowing a number of such conferences, during which consideration was 
given to the various recommendations of the governors, attorneys 
general, and the Council of State Governments, an amendment in the 
nature of a substitute was drafted, with the unanimous approval of 
representatives of the States and the executive branch of the Federal 
Government. Consideration was given to all recommendations sub- 
mitted to the committee by the governors of the States, and by the 
National Association of Attorneys General, the National Association 
of Tax Administrators, and Federal agencies interested in the bill, 
which were consistent with the objectives of the proposed legislation. 

Some of the suggestions submitted to the Committee on Govern- 
ment Operations by certain of the State officials and by the National 
Association of Tax Administrators, dealt with tax matters which were 
considered to be outside of the scope of the recommendations of the 
Interdepartmental Committee for the Study of Jurisdiction Over 
Federal Areas Within the States. Such suggestions were largely con- 
cerned with tax problems, such as payments by the Federal Govern- 
ment in lieu of taxes, ete., which the committee felt should be 
considered in separate legislation dealing exclusively with those 
problems. Specific proposals pertaining to those problems are pres- 
ently pending in the Congress. 

S. 1538 is not concerned with tax matters, except to the extent that 
a transfer of legislative jurisdiction may involve transfer of a power 
to tax (other than the Government or its property), and also to the 
extent that there are preserved certain Federal consents to State and 
local taxation, as embodied in such statutes as the Buck Act and the 
Lea Act. 

BACKGROUND 


Article I, section 8, clause 17, of the Constitution of the United 
States, provides that the Federal Government shall have exclusive 
legislative jurisdiction over such area not exceeding 10 miles square 
as may become the seat of government of the United States, and 
like authority over places acquired by the Government, with the 
consent of the State involved, for various public purposes. Un- 
der the first portion of such clause the United States ac quired leg- 
islative jurisdiction over the District of Columbia, and exercises in 
the District all authority, whether executive, judic ial, or legislative, 
of the type usually exercised by States. Under the second portion 
of the clause the United States has similarly acquired, but has exer- 
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cised only to a minor extent, like jurisdiction over several thousand 
areas acquired for various Federal purposes within the 48 States. 
However, the amount of authority vested in the Federal Government 
over individual areas has varied, leading to uncertainty and confusion. 
While the Federal Government has provided laws for the District of 
Columbia, and governmental machinery to administer such laws, it 
has legislated very little with respect to these other areas. Such areas 
in many respects are Federal islands, or enclaves, surrounded by 
State territory. State authority does not extend to these enclaves, or 
to persons or transactions within them, except in several minor re- 
spects. Except as to sales taxes, use taxes and income taxes, which 
the Federal Government has given the States permission to apply, 
the States are deprived, by F ederal possession of legislative jurisdic- 
tion, of tax revenues which they would normally receive from private 
sources within Federal areas. For many purposes the residents of such 
enclaves, who aggregate many thousands, are not considered residents 
of the State or local community in which the enclave is situated, so 
that frequently they may not vote, have their wills probated, adopt 
children, or avail themselves of the facilities and services which are 
dependent upon residence in the State. Many of these services and 
facilities are not furnished by the Federal Government. On the other 
hand, the Federal Government must furnish to many such areas 
services and facilities which could be furnished by the States and local 
communities with much greater ease. 

On December 15, 1954, pursuant to recommendation of the Attorney 
General approved by the President and the Cabinet, there was formed 
the Interdepartmental Committee for the Study of Jurisdiction Over 
Federal Areas Within the States, for the purpose of finding means for 
solving the problems arising out of the jurisdictional status of Federal 
lands. That Committee, of which Mr. Perry W. Morton, Assistant 
Attorney General of the United States, was Chairman, had representa- 
tion, through their chief law ene from the Department of Defense, 
the Bureau of the Budget, the General Services Administration, the 
Department of the Interior, the Department of Agriculture, the 
Department of Health, Education, and Welfare, and the Veterans’ 
Administration. 

The Morton Committee, with the benefit of information and 
recommendations furnished by State attorneys general, representa- 
tives from all Federal agencies interested in problems arising out of 
the legislative jurisdictional status of Federal lands (33 agencies), 
and numerous other sources, State and Federal, pursued its study for 
some 2% years, submitting a report in two parts. Part I, which was 
issued in April 1956 (Government Printing Office), is entitled “The 
Facts and Committee Recommendations.” Part II, which is dated 
June 1957 (Government Printing Office), is entitled “A Text of the 
Law of Legislative Jurisdiction.” 

The reports growing out of the Morton Committee study, and the 
further study of this subject made by the C ommittee on Government 
Operations, ‘indicate that, while Federal exercise of legislative juris- 
diction over Federal areas within the several States is authorized by 
the Constitution, and while it has been extended by Federal-State 
arrangements, neither at the time of the formulation and ratification 
of the Constitution, nor at any subsequent time, until the present 
studies, has any serious or extended consideration been given to the 
question of legislative jurisdiction over such areas. 
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Currently completed research has involved a general survey of the 
jurisdictional status of all federally owned or leased real property in 
the 48 States, but such survey did not cover United States Territories 
or possessions, the District of Columbia, or Indian lands, to which 
different facts and law may appertain. <A detailed survey was also 
made of the status of such properties in the States of Virginia, Kansas, 
and California, these States having been selected for the purpose as 
representative. Information has been procured concerning the 
practices and problems related to legislative jurisdiction of all the 
Federal agencies controlling real property, and of the advantages and 
disadvantages of the several legislative jurisdictional statuses for the 
various purposes for which real property is used by the Federal 
Government. Information also has been procured concerning the 
policies, practices, and problems of the 48 States relative to legislative 
jurisdiction. All this information, which includes Federal and State 
constitutional provisions, statutes, and judicial and administrative 
decisions relating to the subject of legislative jurisdiction, has been 
coordinated and analyzed. 


POLICIES DETERMINED 


On the basis of this research the Morton Committee concluded, 
and the Senate Committee on Government Operations concurs, that 
in general the Federal Government should not receive or retain any 
legislative jurisdiction within federally owned or operated areas which 
might be exercised by the States; that in some special cases where 
general law enforcement by Federal authorities is indicated the 
Kederal Government should receive or retain legislative jurisdiction 
only concurrently with the States; and that, in any case, the Federal 
Government should not receive or retain any legislative jurisdiction 
with respect to qualifications for voting, education, public health and 
safety, taxation, marriage, divorce, annulment, adoption, commit- 
ment of the mentally incompetent, and descent and distribution of 
property, normally exercised by the States. 

In certain instances, however, which are not entirely foreseeable, 
it may be necessary or highly desirable for the Federal Government 
to have some greater measure of legislative jurisdiction over indi- 
vidual properties, and discretion in this matter should be | lodged, as 
it has long been, in the heads of Federal agencies. It is also the view 
of the committee that in every case States should have authority to 
enter any Federal area for the purpose of serving process, provided 
that service is accomplished at a time and in a manner which will 
not interfere with the carrying out of Federal functions, and that 
residents of Federal areas should not be deprived, solely by reasons 
of such residence, of civil or political rights to which other citizens 
of the respective States in which such Federal areas are located are 
entitled. 

EXECUTION OF POLICIES 


The committee is advised that, to the extent possible the foregoing 
policies are currently being carrie d out by the executive branch of the 
Federal Government. By way of example, legislative jurisdiction 
has not been assumed by the Federal Government over the site of 
the Air Force Academy at Colorado Springs, Colo. However, these 
policies cannot fully be put into effect without new legislation, Federal 
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and State. The bill S. 1538, as amended, would furnish the necessary 
Federal legislation. 


SECTION-BY-SECTION ANALYSIS 


In the first section of the bill, as amended, the Congress indicates 
certain advantages which accrue from State, rather than Federal, 
exercise over Federal areas of legislative jurisdiction of the kind 
involved in article I, section 8, clause 17, of the Constitution of the 
United States, and it declares as congressional policy that Federal 
retention or acquisition of such jurisdiction should be avoided to the 
extent consistent with the purposes for which land is held by the 
United States. The specific advantages are set out by way of illus- 
tration only, and do not include all which will result by virtue of the 
enactment of S. 1538. Reference to article I, section 8, clause 17, 
of the Constitution, is for the purpose of making it clear that Federal 
powers evolving from other constitutional provisions are not involved, 
and to assure that the authority of the Federal Government to carry 
out any and all Federal functions will not be impeded by any exercise 
by the States of the jurisdiction referred to in this bill. However, 
the bill is intended to include, and does include, legislative jurisdiction 
of the kind involved in article I, section 8, clause 17, whether its 
transfer occurs by cession of a State, by a Federal reservation at the 
time a State is admitted into the Union, or by a consent of the State 
and operation of the constitutional provision. 

Section 2 of the bill grants to heads of Federal agencies, with 
respect to Federal land in their custody, a delegable power to acquire 
from, or relinquish to, a State in which such land is situated, legislative 
jurisdiction with respect to such land. The acquisition or relinquish- 
ment is made subject to concurrence by the State in accordance with 
its own laws. It is required by section 2 to be in the form of a written 
notice, however, which notice is to be filed in accordance with State 
laws, or with the governor of the State if the laws of a State do not 
specify another manner. The provision for filing with the governor 
is included for the purpose of avoiding frustration of Federal and State 
intention to effect a transfer of jurisdiction where State laws, as well 
as this section, provide for a transfer, but where such State laws do not 
specify a means for its effectuation. Section 2 also states the extent 
of jurisdiction which a State will acquire upon a Federal relinquish- 
ment of jurisdiction; this provision merely reflects the normal legal 
consequences of such relinquishment. Nevertheless it is desirable 
that the Act state it specifically in order to remove any doubt that 
might later arise as to the intent of the Congress. 

he authority for Federal acquisition of legislative jurisdiction 
contained in section 2 has existed since 1841 (R. S. 355; 40 U.S. C. 
255). Since 1940 it has been a discretionary authority, in substan- 
tially the same form as contained in section 2. However, there has 
been no similar authority for Federal. relinquishment of jurisdiction, 
so that once the Federal Government has acquired legislative juris- 
diction over a property it has almost invariably retained it through the 
period of its holding of the property, notwithstanding changes in the 
use of the property and in other conditions affecting Federal require- 
ment for legislative jurisdiction. Section 2 rewrites existing law so 
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as to provide in this matter a two-way street, granting authority for 
Federal relinquishment, as well as Federal acquisition, of legislative 
jurisdiction. This authority would extend to properties held by the 

ederal Government under lease, or as to which the Government has 
any interest whatever, as well as to property over which it has a fee 
interest. 

Authority for acquisition or relinquishment of legislative jurisdic- 
tion contained in section 2 of the bill is required by such section to be 
exercised in accordance with the congressional policy set forth in the 
first section. However, full discretion necessarily is reposed in Fed- 
eral agency heads with respect to the extent of the legislative juris- 
diction which should be acquired or retained by the United States 
in individual cases. An existing Interagency Committee established 
by the President, comprised of representatives of the Department of 
Justice, the General Services Administration, and the Bureau of the 
Budget, exercises advisory powers in the exercise of this discretion 
by agency heads. 

Section 3 of the bill (subsec. (b)), extends to all Federal agency 
heads authority now possessed by only a few (the General Services 
Administration, and the Departments of Agriculture and Interior as 
to some of their properties), to make rules and regulations for the 
Government of real properties under their control. Another provision 
of the section (subsec. (a)), permits the General Services Administra- 
tion to invest its guards with arrest powers as policemen without 
reference to the jurisdictional status of the Federal property which they 
guard. Existing authority (act of June 1, 1948, 62 Stat. 281, which 
sec. 3 of the bill amends), permits such guards to exercise their arrest 
powers only on areas under the exclusive or concurrent jurisdiction of 
the United States. This present statutory limitation encourages 
Federal acquisition of legislative jurisdiction, which may otherwise be 
unnecessary and undesirable, for the sole purpose of permitting 
Federal properties to have the ‘benefit of regulations and guard service 
of the General Services Administration. Neither such regulations 
nor guard service presently are authorized as to most privately owned 
premises leased by the Federal Government for storage of valuable 
commodities, a condition which obviously should be remedied. 

An additional provision of section 3 (subsec. 3 (c)), extends to all 
Federal agency heads the authority, now had only by the General 
Services Administration, to utilize the services of existing law-enforce- 
ment agencies, as may be economical and in the public interest, to 
enforce regulations promulgated under the authority of subsection 
(b) of the section. This extension is merely coextensive with, and com- 
plementary to, the related extension of regulation-making authority. 
Subsection 3 (d) corrects an existing language error in the same statute 
which is amended by other provisions of the section. 

Section 4 of the bill amends existing law (18 U.S. C. 3401), so as to 
permit United States commissioners to try persons committing petty 
offenses on Federal property not under the legislative jurisdiction of the 
United States. The authority of such commissioners, like the author- 
ity of guards of the General Services Administration, presently is 
limited to offenses committed upon property under the exclusive or 
concurrent jurisdiction of the United States. Like the authority of 
Federal guards, the authority of commissioners is made coextensive 
with Federal authority to make regulations. 
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Section 5 of the bill repeals four obsolete statutory provisions. The 
first, section 103 of title 4, United States Code, gives to the President 
authority, which appears never to have been used in view of similar 
authority also vested in Federal agency heads, to acquire legislative 
jurisdiction over Federal properties. The second and third, sections 
4661 and 4662 of the Revised Statutes of the United States, require 
Federal acquisition of jurisdiction over lighthouses and related proper- 
ties, and permit States to serve process upon such properties. The 
provision relating to process is extended, by section 6 of the bill, to all 
properties under the legislative jurisdiction of the United States. 
The fourth, the last paragraph of section 355 of the Revised Statutes 
of the United States, contains authority for acquisition of legislative 
jurisdiction by Fe deral agency heads, and is made obsolete by section 
2 of the bill. 

Section 6 of the bill extends to all properties under the legislative 
jurisdiction of the United States the right now had by States, under 
Revised Statutes, section 4662, to serve process on lighthouse aoe 
and related properties. As it is carried in section 728 of title : 
United States Code, the language of the existing provision appears a 
apply to all properties, but the language in the code does not accu- 
rately reflect the actual language of the law, which contains the 
limitations indicated. Repeal of Revised Statutes, section 4662, 
accomplished by section 5 of the bill, and enactment of the language 
contained in section 6, will eliminate this confusion. The right to 
serve process granted in section 6, like the right now contained in 
Revised Statutes, section 4662 and in numerous State statutes reserv- 
ing the right to serve process, grants no jurisdiction, civil or criminal, 
to the States other than the right to serve process. 

Section 7 of the bill is included in order to insure that none of the 
other provisions of the bill affect the so-called Lea Act and Buck Act 
(4 U.S. C. 104-110) or other laws. permitting States and their political 
subdivisions to impose and collect certain taxes from persons, property, 
or transactions in areas under the legislative jurisdiction of the United 
States. 

STATE LEGISLATION 


The desirable objectives of this bill of permitting return to the States 
of the State-type authority now had by the Federal Government over 
many Federal lands cannot be entirely achieved without the enact- 
ment of complementary legislation by the States. The Committee 
on Government Operations has assurances that uniform State legisla- 
tion for this purpose is receiving attention and will receive expedited 
action upon the enactment of S. 1538. 

The General Assembly of the State of Georgia has already enacted 
legislation to assume appropriate legislative jurisdiction over Federal 
areas within that State as soon as appropriate Federal legislation is 
enacted, as proposed by S. 1538. 

Also, another bill, 8. 478, which proposes to cede concurrent jurisdic- 
tion to the State of New Mexico over land within that State now sub- 
ject to exclusive Federal jurisdiction is pending before this committee. 
It is the view of the committee that the same objectives of S. 478 may 
be attained through the enactment of general legislation as proposed 
by S. 1538. 
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STATEMENT OF COUNCIL OF STATE GOVERNMENTS’ COMMITTEE 
ON JURISDICTION OVER FEDERAL LANDS WITHIN THE STATES 
WITH RESPECT TO 8S. 1588 (JULY 25, 1957) 


The Council of State Governments’ committee supports 
the committee amendment in the nature of a substitute for 
S. 1538. We do so, not because the bill is anything like a 
complete solution to the problem of legislative jurisdiction 
over Federal lands within the States, but rather because it is 
a reasonable first step toward such a solution and because 
it seems to be the best that is attainable at the present time. 

It is probably fruitless to speculate concerning what 
Federal-State relationships with respect to Federal-land 
areas would now be if the United States Government had 
pursued different policies in the past. However, it is a fact 
that between 1840 and 1941 the Federal statute required the 
cession of State legislative jurisdiction over Federal lands 
as a prerequisite to the development of those lands. Con- 
sequently, the States customarily ceded such jurisdiction. 
An objective analysis of the resulting situations may lead 
to the conclusion that the Federal requirement was not wise. 
It deprived the States of many types of control in these areas 
which they should have continued to exercise in the interest 
of fair and orderly governmental administration. It also 
deprived the States of tax revenues from private persons and 
property for which such persons and property should have 
continued to be liable. On the other hand it placed an 
obligation to render many services and to undertake many 
control measures on these areas which the Federal Govern- 
ment is ill equipped to perform and which, in many instances, 
the Federal Government has not performed. 

Despite these highly unfortunate features of the situation 
which now so largely prevail, there is one type of equity 
which must be preserved in any improvement of the general 
situation which may now be attempted. If the exercise of 
legislative jurisdiction by the Federal Government has de- 
prived the States of the power and the wherewithal to service 
these lands and the people resident upon them, it has also 
relieved the States of the responsibility for such control and 
service. ‘To the extent that States and localities have never- 
theless provided services to the Federal areas—and they have 
done so quite extensively—such action has been voluntary. 
The States and their subdivisions are perfectly willing to 
assume responsibility as a matter of law, but they can fairly 
be asked to do so only if the legal status and practical admin- 
istration of the Federal areas is such as to give to the States 
and their subdivisions a degree of control over and revenue 
potential from these areas commensurate with the responsi- 
bility. This means that the Federal areas and the people on 
them must be placed, as nearly as may be, in the same posi- 
tion as any other areas and persons within the State. 

The solution of the jurisdictional aspects of the Federal 
area problem has two vital aspects: (1) The ascertainment 
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of the jurisdictional status of many Federal areas for which 
the status is now unknown or uncertain; and (2) provision of 
a uniform, equitable, and orderly procedure for the transfer 
of jurisdiction from a State to the Federal Government, or 
vice versa, to whatever extent may best accord with the 
needs of particular cases. 

We in the States had hoped that the present legislation 
might contain a full solution for both of these problems. 
However, the Federal agencies feel that they cannot go this 
far at the present time. Consequently, we support the 
present bill as a desirable first step and as a reasonable 
compromise. 

The bill does nothing to precipitate the definitive ascer- 
tainment of jurisdictional status for those areas whose status 
is now unknown or uncertain. We have received some 
assurances from the Department of Justice and the Federal 
Interdepartmental Committee of their willingness to work 
out a system whereby the results of the present inventories of 
Federal lands may be made available in such form as will 
clarify the matter. Whether the States will eventually find 
it necessary to ask Congress for additional legislation in aid 
of such clarification depends on what can be worked out 
administratively. 

Provision of a uniform and equitable procedure for trans- 
fers of jurisdiction is made possible but not insured by the 
bill. With its passage, Federal administrative authorities 
would have the power to obtain from and relinquish to the 
States legislative jurisdiction according to a relatively simple 
and orderly pattern. This is all to the good and is one of the 
principal reasons why we support the legislation. However, 
it should be pointed out that unless individual Federal 
administrators can be induced to pursue consistent and 
equitable jurisdictional policies, the benefits of the bill could 
be largely illusory. We would have preferred a more defini- 
tive approach but are satisfied that section 2 of the present 
bill is all that is likely to be achieved at the present time. 

Before concluding this statement, we would also like to 
comment on the importance of sections 1, 6, and 7 of the bill. 

As already noted, it is essential that responsibility of 
States and their subdivisions for Federal areas must be 
accompanied by the availability to them of taxable wealth 
on as nearly the same basis as may be in other areas of the 
State. An extremely important part of this problem is 
bound up with the question of payments in lieu of taxes. 
We understand that this problem is receiving consideration 
elsewhere and that the present bill is not a proper vehicle 
for determining the appropriate Federal contribution on 
behalf of properties which it owns and uses directly for the 
conduct of its Federal functions. However, the clear state- 
ment in section 1 of the bill with respect to the connection 
between legislative jurisdiction and taxation of private per- 
sons and property is quite necessary and appropriate in the 
present legislation. Similarly, section 7 provides valuable 
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clarification of the congressiona] intent to leave other tax 
arrangements already contained in Federal law, or which 
may be enacted in the future, undisturbed. 

The provision for the service of criminal and civil process 
contained in section 6 is essential to the administration of 
State and local justice. However, if this section is to work 
properly, the proviso contained in its concluding words must 
be narrowly construed so as to limit such service only in such 
manner as is absolutely essential to permit reasonably effi- 
cient performance of the Federal functions. 

We wish to thank the committee for this opportunity to 
make our views known. ‘The status of Federal Ja nds within 
the States is of great and obvious importance to the States 
and a proper solution of problems connected with such areas 
can be found only if the Federal Government and the 
States work very closely together from the very inception 
of any projects in this field and cooperate, not only in the 
assembly of information but also in the evolution of the law 
and policy. 


THe Counc. oF StatE GOVERNMENTS, 
Chicago, Ill., January 31, 1958. 
Hon. Joun L. McCueuan, 
Chairman, Senate Committee on Government Operations, 
Senate Office Building, Washington, D. C. 

My Dear Senator: The. committee on legislative juris- 
diction over Federal lands within the States of the Council 
of State Governments and the Interdepartmental Committee 
for the Study of Jurisdiction Over Federal Areas Within the 
States have completed a series of conferences held for the 
purpose of proposing appropriate amendments to S. 1538, 
relating to the adjustment of the legislative jurisdiction 
exercised by the United States over land in the several 
States and for Federal purposes. 

There is before your committee now the tangible result of 
that series of meetings, an amendment in the nature of a sub- 
stitute which meets with the unanimous concurrence of all 
participants in the meetings. The substitute proposal, if 
enacted, will not solve all jurisdictional problems but it will 
provide an orderly means whereby Federal jurisdiction may 
be relinquished, in whole or in part, thereby decreasing the 
number of areas in which jurisdictional conflicts may occur. 
[t is our earnest hope that the committee will be able to 
consider the substitute bill at any early date. We are ex- 
pressing a similar view to Senator Mundt. 

On behalf of our committee we wish to thank you for 
your courtesy, patience, and understanding in a matter of 
great interest to each of the States. We remain ready to 
continue to cooperate in any way you desire. 

With kindest personal regards, | am 

Very sincerely, 
Frank Bang, 
trecutive Director. 
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STATEMENT OF AssISTANT ATTORNEY GENERAL PERRY W. 
Morton, CHAIRMAN, INTERDEPARTMENTAL COMMITTEE 
FOR THE Srupy oF JURISDICTION OveR FrepreRAL AREAS 
WITHIN THE Srates, Witu Respect ro S. 1538 (Juty 
8, 1957) 


I am pleased to report that the meetings between State 
and Federal representatives sponsored by the Senate Com- 
mittee on Government Operations have resulted in the 
development of a bill, identified as the committee amend- 
ment in the nature of a substitute to S. 1538, which is in 
accord with all the recommendations for basic Federal legis- 
lation made by the Interdepartmental Committee for the 
Study of Jurisdiction Over Federal Areas within the States, 
and which meets with the unanimous concurrence of all 
participants in the meetings. 

The committee amendment may be said to result from 
compromise. ‘The compromise, however, is based on Fed- 
eral and State recognition of the existence of various immu- 
table facts, and on mutual confidence. There has been no 
requirement for compromise of principle on the part of 
either State or Federal representatives. 

The Bureau of the Budget has advised us that it believes 
enactment of legislation of this nature would contribute 
greatly to the improvement of management of Federal 
operations in the various States as well as to the improve- 
ment of Federal-State relations. 


CHANGES IN EXISTING LAW 


In compliance with subsection 4 of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as 
reported, are shown as follows (existing law proposed to be omitted 
is enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 


Act oF JUNE 1, 1948 
(62 Stat. 281; 40 U.S. C. 318) 


That the Administrator of General Services or officials of the General 
Services Administration duly authorized by him may appoint uni- 
formed guards of said Administration as special policemen without 
additional compensation for duty in connection with the policing of 
public buildings and other areas under the jurisdiction of the Ad- 
ministrator of General Services. Such special policemen shall have 
the same powers as sheriffs and constables upon such Federal property 
to enforce the laws enacted for the protection of persons and property, 
and to prevent breaches of the peace, to suppress affrays or unlawful 
assemblies, [und to enforce any rules and regulations made and pro- 
mulgated by the Administrator or such duly authorized officials of 
the Administration for the property under their jurisdiction: Pro- 
vided, That the jurisdiction and policing powers of such special police- 
men shall not extend to the service of civil process and shall be re- 
stricted to Federal property over which the United States has acquired 





ADJUSTMENT OF LEGISLATIVE JURISDICTION 13 


exclusive or concurrent criminal jurisdiction] and to enforce any rules 
and regulations made and promulgated pursuant to this Act. 

Sec. 2. The [Administrator of General Services or officials of the 
General Services Administration] head of any department or agency of 
the United States or such other officers duly authorized by him are 
[hereby] authorized to [make] issue all needful rules and regulations 
for the government of the [Federal property] public buildings and 
other areas under their charge and control, and to annex to such rules 
and regulations such reasonable penalties, within the limits prescribed 
in section 4 of this Act, as will insure their enforcement: Provided, 
That such rules and regulations shall be posted and kept posted in a 
conspicuous place on such [Federal property] public buildings and 
other areas. This authority shall not impair or affect any other authority 
existing in the head of any department or agency. The term ‘public 
buildings and other areas” as used in this Act includes property leased 
to the United States. 

[Sxc. 3. Upon the application of the head of any department or 
agency of the United States having property of the United States 
under its administration and control and over which the United States 
has acquired exclusive or concurrent criminal jurisdiction, the Ad- 
ministrator of General Services or officials of the General Services 
Administration duly authorized by him are authorized to detail any 
such special policemen for the protection of such property and if he 
deems it desirable, to extend to such property the applicability of any 
such regulations and to enforce the same as herein set forth; and the 
Administrator of General Services or official of the General Services 
Administration duly authorized by him, whenever it is deemed eco- 
nomical and in the public interest, may utilize the facilities and services 
of existing Federal law-enforcement agencies, and, with the consent 
of any State or local agency, the facilities and services of such State 
or local law-enforcement agencies. ] 

Sec. 3. (a) The head of any department or agency of the United States 
and such officers duly authorized by him, whenever it 1s deemed economical 
and in the public interest, are authorized to utilize the facilities and serv- 
ices of existing Federal law-enforcement agencies, and, with the consent of 
any State or local agency, the facilities and services of such State or local 
law enforcement agencies, to enforce any regulations promulgated under 
the authority of section 2 of this Act. 

(b) Upon the application of the head of any department or agency of 
the United States the Administrator of General Services and officials of 
the General Services Administration duly authorized by him are au- 
thorized to detail such special policemen as are necessary for the protec- 
tion of the Federal property under the charge or control of such depart- 
ment or agency. 

Sec. 4. Whoever shall violate any rule or regulation promulgated 
pursuant to section 2 of this Act shall be fined not more than $50 or 
imprisoned not more than thirty days, or both, 


TitLe 18, Unirep States Copp 
* * * * * * . 
§ 3401. Petty offenses; application of probation laws; fees 


(a) Any United States commissioner specially designated for that 
purpose by the court by which he was appointed has jurisdiction to 
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try and sentence persons committing petty offenses in any place over 
which the Congress has exclusive power to legislate or over which the 
United States has concurrent or partial jurisdiction, or which is under 
the charge and control of the United States, and within the judicial 
district for which such commissioner was appointed. 


TitLe 4, Unirep States Cope 


§ 103. Assent to purchase of lands for forts 

[The President of the United States is authorized to procure the 
assent of the legislature of any State, within which any purchase of 
land has been made for the erection of forts, magazines, arsenals, 
dockyards, and other needful buildings, without such consent having 
been obtained.J 


REVISED STATUTES 


[Src. 4661. No light-house, beacon, public piers, or landmark, shall 
be built or erected on any site until cession of jurisdiction over the 
same has been made to the United States. 

[Sxc. 4662. A cession by a State of jurisdiction over a place selected 
as the site of a light-house, or other structure or work of the Light- 
House Establishment, shall be deemed sufficient within the preceding 
section, notwithstanding it contains a reservation that process issued 
under authority of such State may continue to be served within such 
place. And notwithstanding any such cession of jurisdiction contains 
no such reservation, all process may be served and executed within the 
place ceded, in the same manner as if no cession had been made.] 

* * * * * * * 

Sec. 355: * * * 

[Notwithstanding any other provision of law, the obtaining of 
exclusive jurisdiction in the United States over lands or interests 
therein which have been or shall hereafter be acquired by it shall not 
be required; but the head or other authorized officer of any depart- 
ment or independent establishment or agency of the Government may, 
in such cases and at such times as he may deem desirable, accept or 
secure from the State in which any lands or interests therein under 
his immediate jurisdiction, custody, or control are situated, consent 
to or cession of such jurisdiction, exclusive or partial, not theretofore 
obtained, over any such lands or interests as he may deem desirable 
and indicate acceptance of such jurisdiction on behalf of the United 
States by filing a notice of such acceptance with the Governor of such 
State or in such other manner as may be prescribed by the laws of the 
State where such lands are situated. Unless and until the United 
States has accepted jurisdiction over lands hereafter to be acquired 
as aforesaid, it shall be conclusively presumed that no such jurisdiction 


has been accepted.] 
O 








85TH gel 


2d Session No. 1281 


SENATE | v{ REPORT 
AN 


MAIN 


OPERATION OF THE °° 
FRANKLIN D. ROOSEVELT LIBRARY 


REPORT 


OF THE 


SENATE COMMITTEE ON GOVERNMENT 
OPERATIONS 


To ACCOMPANY H. R. 8795 


A BILL AMENDING SECTION 507 AND SUBSECTION 
602 (a) OF THE FEDERAL PROPERTY AND ADMINIS- 
TRATIVE SERVICES ACT OF 1949, AS AMENDED, TO 
PERMIT THE ADMINISTRATOR OF GENERAL SERVICES 
TO MAINTAIN AND OPERATE THE FRANKLIN D. 
ROOSEVELT LIBRARY UNDER THE TERMS OF THE 
GENERAL PRESIDENTIAL LIBRARIES ACT 
(44 U. S. C. 397) 


x 


if 


FEBRUARY 10, 1958.—Ordered to be printed 


UNITED STATES 
GOVERNMENT PRINTING OFFICE 
WASHINGTON : 1958 





COMMITTEE ON GOVERNMENT OPERATIONS 
JOHN L. McCLELLAN, Arkansas, Chairman 


HENRY M. JACKSON, Washington KARL E. MUNDT, South Dakota 
STUART SYMINGTON, Missouri MARGARET CHASE SMITH, Maine 
SAM J. ERVIN, Jr., North Carolina THOMAS E. MARTIN, Iowa 

HUBERT H. HUMPHREY, Minnesota CARL T. CURTIS, Nebraska 

STROM THURMOND, South Carolina CHAPMAN REVERCOMB, West Virgina 
FRANK J. LAUSCHE, Ohio HOMER BE. CAPEHART, Indiana 


WALTER L. REYNOLDS, Chief Clerk and Staff Director 
GLENN K. SHRIVER, Professional Staff Member 

Eur E. NOBLEMAN, Professional Staff Member 

MILES SCULL, Jr., Professional Staff Member 

W. BH. O'BRIEN, Professional Staff Member 





DEPOSITED BY THE 
UNITED STATES OF AMERIUA 


Calendar No. 1304 


85TH CONGRESS SENATE REporT 
2d Session No. 1281 


AMENDING SECTION 507 AND SUBSECTION 602 (a) OF THE 
FEDERAL PROPERTY AND ADMINISTRATIVE SERVICES 
ACT OF 1949, AS AMENDED 


Frsrvuary 10, 1958.—Ordered to be printed 


Mr. McC.iexian, from the Committee on Government Operations, 
submitted the following 


REPORT 


[To accompany H. R. 8795] 


The Committee on Government Operations, to whom was referred 
the bill (H. R. 8795) to amend section 507 and subsection 602 (a) of 
the Federal Property and Administrative Services Act of 1949, as 
amended, having considered the same, report favorably thereon with- 
out amendment, and recommend that the bill do pass. 


PURPOSE 


This bill would permit the Administrator of General Services to 
maintain and operate the Franklin D. Roosevelt Library under the 
terms of the General Presidential Libraries Act (44 U. 8. C. 397). It 
would also enable the Administrator to accomplish the following: 

(1) Abolish the Board of Trustees of the Franklin D. Roosevelt 
Library. 

(2) Establish the Franklin D. Roosevelt Library fund as a separate 
account within the National Archives trust fund. 

(3) Eliminate the present limitations on the purposes for which the 
Franklin D. Roosevelt trust funds may be used. 

(4) Eliminate the 25-cent ceiling on admission fees. 

(5) Give statutory recognition to the validity of restrictions placed 
by donors on the use of papers accepted for deposit. 

The committee is informed that all members of the Board of 
Trustees of the Franklin D. Roosevelt Library have advised the 
Administrator of General Services that they are in accord with the 
objectives of this legislation, and recommend its enactment. 
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2 AMENDING PROPERTY AND SERVICES ACT OF 1 949, AS AMENDED 
BACKGROUND 


The report of the House Committee on Government Operations 
(H. Rept. No. 957) contains detailed information as to the purpose 
and need for the proposed legislation, a sectional analysis, and other 
data which was developed as a result of public hearings on the bill. 
Excerpts from the House committee report have been adopted by 
the committee and are made a part of this report, as follows: 


H. R. 8795 would permit the Franklin D. Roosevelt 
Library to be operated under the terms of the general Presi- 
dential Libraries Act (69 Stat. 695; 44 U.S. C. 397). 

In addition to the general interpretation of these statutes, 
it appears that the following specific facts exist which make 
it necessary that the proposed amendment be adopted so 
that the Franklin D. Roosevelt Library may be operated 
wr er the terms of the general Presidential Libraries Act: 

It seems that the Archivist is still bound by the language 
of ie Franklin D. Roosevelt Library Joint Resolution (53 
Stat. 1062) “* * * to charge and collect, under regulations 
prescribed by him, a fee not in excess of 25 cents per person 
for the privilege of visiting and viewing the exhibit rooms 
or museum portion of the said Library; * * *.” ‘The pro- 
cedure set out in the amendment to the Feder: al Property 
and Administrative Services Act of 1949 “* * * to charge 
and collect reasonable fees’? does not apply to the Franklin 
D. Roosevelt Library. (See House report to accompany 
H. J. Res. 330, Rept. No. 998, June 29, 1955; S. Rept. No. 
1189, 84th Cong., Ist sess., July 28, 1955, and Congressional 
Record of July 5, 1955, pp. 8520-8523.) The amendment 
would eliminate this limitation and give the Archivist au- 
thority to charge and collect a reasonable fee for the privilege 
of visiting and viewing the exhibit rooms of the Franklin 
D. Roosevelt Library. The representatives of GSA testi- 
fied that it is contemplated that if any change is made in 
the fee it will not be raised to a point where the public is 
precluded from visiting the library with its museum. 

2. Under the language of the Roosevelt Library joint 
resolution, the library’s trust fund is limited in scope as to 
the use of the income, whereas under the amendment to the 
Federal Property and Administrative Services Act of 1949 
no such limitation applies in connection with the use of such 
trust funds. This amendment would put both trust funds 
under the latter act to be administered in accordance with 
the terms of that act. 

3. Under the terms of the Roosevelt Library joint resolu- 
tion a Board of Trustees was established to accept and 
administer gifts as trust funds for the Roosevelt Library, 
while under the subsequent act “‘the proceeds of any fees or 
from any sales of historical materials, copies or reproductions 
thereof, catalogs, or other items, having to do with any 
Presidential archival depository, shall be paid into the 
National Archives trust fund provided for in section 5 of 
the Act of July 9, 1941, to be held, administered, and ex- 
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pended under the provisions of such section for the benefit 
and in the interest of the Presidential archival depository 
in connection with which they were received, including such 
administrative and custodial expenses thereof as the Admin- 
istrator may determine.”’ It therefore appears that this 
language is broad enough to include the gifts and bequests 
received for the Franklin D. Roosevelt Library and the 
Board of Trustees of this library should be abolished. 

There are also other restrictions contained in the later act 
(69 Stat. 695) which appear to be applicable to the Franklin 
D. Roosevelt Library operations, which would be clarified 
by this amendment. 

At the time that the Franklin D. Roosevelt joint resolu- 
tion (53 Stat. 1062) was passed in 1939, the National Ar- 
chives of the United States operated as an independent 
establishment. Upon the enactment of the Federal Prop- 
erty and Administrative Services Act of 1949 (63 Stat. 377), 
the National Archives establishment, its functions, records, 
property, personnel, obligations, and commitments were 
transferred to the General Services Administration. Thus, 
the Franklin D. Roosevelt Library became a part of the 
GSA prior to the amendment of such act “‘to provide for the 
acceptance and maintenance of Presidential libraries, and 
for other purposes” (69 Stat. 695); and certain functions of 
the Franklin D. Roosevelt Library were being administered 
by GSA in accordance with the terms of the joint resolution 
but within the general framework of the Federal Property 
and Administrative Services Act of 1949. 

It would appear, therefore, that while it would be emi- 
nently suitable and far more practical to have all presidential 
libraries fall within the provision of the later act, which is 
broader in scope and designed to cover presidential libraries 
of former, present, and future Presidents, these considerations 
unfortunately are not controlling. 

The Deputy Archivist of the United States testified that 
each and every member of the Board of Trustees of the 
Franklin D. Roosevelt Library had concurred in this 
proposed legislation. He further testified that the trustees 
were in accord with the proposed abolishment of such Board 
of Trustees. Copies of the letters from the trustees were 
placed in the record. 


SECTIONAL ANALYSIS 


This bill would amend section 507 of the Federal Property 
and Administrative Services Act of 1949, as amended, by 
redesignating present subsections (g), (h), and (i) as sub- 
sections (h), (i), and (j), respectively, and adding an entirely 
new subsection (g). 

The new subsection (g) would vest authority in the 
Administrator to initiate action to effect the operation of 
the Franklin D. Roosevelt Library as a ‘Presidential archival 
depository” in conformity with the general Presidential 
Libraries Act, limited by the provisions in section 401 of 
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Reorganization Plan No. 3 of 1946 (60 Stat. 1097; 5 U.S.C. 
133y—16), transferring certain functions with respect to the 
Franklin D. Roosevelt Library to the Secretary of the 
Interior. 

Paragraph 2 of the bill removes the conflicting authority of 
the Franklin D. Roosevelt Library Act by repealing those 
sections in said act which necessitate the operation of the 
Franklin D. Roosevelt Library in a separate manner and 
under different terms than that permitted the Administrator 
under the terms of the general Presidential Libraries Act. 


JUSTIFICATION 


The benefits to be derived from the operation of the Franklin D. 
Roosevelt Library under the terms of the general Presidential Libraries 
Act are deemed of sufficient importance to justify the enactment of the 
proposed amendment. The bill would clarify the effect of the amend- 
ment to the Federal Property and Administrative Services Act of 
1949, as amended, which provide for the acceptance and maintenance 
of Presidential libraries as applied to the establishment and mainte- 
nance of the Franklin D. Roosevelt Library. 

It is a well-settled principle of law that when two or more statutes 
relate to the same subject, effect is to be given to the provisions of 
each act whenever such construction is reasonably possible. An 
examination of the joint resolution and act in question does not appear 
to reveal an irreconcilable conflict. It does not appear to be impossible 
to place each and every provision of both joint resolution and act in 
effect. It is true that there are differences in certain of their provisions, 
as pointed out above, but it is believed that these do not constitute 
an absolute conflict. 

be Federal Court expressed its opinion on a similar conflict in 
U.S. v. Mullendare (35 F. 2d 78), by stating: 


“al other sections of the act of April 18, 1912, are supple- 
mentary to the act of June 28, and the two acts must be read 
together, retaining all of each in full vigor unless there be 
parts of the earlier act in irreconcilable conflict with the later, 
when the earlier must to that extent give way to the later. 
There is not to be found in the act of April 18 an express 
repeal of the exemption of the homestead from alienation 
and taxation, or any reference to paragraph 4 of section 2 of 
the act of June 28; so if there be a repeal of that paragraph it 
is by implication only and repeals by implication are not 
favored. 

If both acts can, by any reasonable construction, be con- 
strued together, both will be sustained. Two statutes are 
not repugnant to each other unless they relate to the same 
subject. Furthe rmore, it is necessary to the implication of a 
repeal that the objects of the two statutes be the same. If 
they are not, both statutes will stand although they may 
refer to the same subject. 


From the legislative history of the joint resolution creating the 
Franklin D. Roosevelt Library, and the Federal Fics nce and Ad- 
ministrative Services Act, and controlling legal decisions, it appears 
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the General Services Administration will be required to continue to 
administer both the joint resolution and act according to the letter 
of the law as expressed in each, unless there should be a judicial finding 
to the contrary, or by the enactment of this legislative amendment 
which would modify the present law and permit the operation of the 
Franklin D. Roosevelt Library under the terms of the general Presi- 
dential Libraries Act. 
AGENCY COMMENTS 


The enactment of this bill was recommended by the Administrator 
of General Services, and approved by the Bureau of the Budget and 
the Comptroller General of the United States. 

The communications received by the committee in support of the 
bill follow: 

GENERAL SERVICES ADMINISTRATION, 
July 15, 1957. 
Hon. Ricuarp M. Nrxon, 
President of the Senate, 
Washington, D. C. 

My Dear Mr. Presipent: There is forwarded herewith draft of 
proposed legislation to amend section 507 and subsection 602 (a) of 
the Federal Property and Administrative Services Act of 1949, as 
amended, together with a sectional analysis thereof and a supple- 
mental statement of justification. 

This proposed legislation would amend the Federal Property and 
Administrative Services Act of 1949, as amended, by permitting the 
Franklin D. Roosevelt Library to be operated under the terms of 
the general Presidential Libraries Act. This would enable the Admin- 
istrator to accomplish the following desired results: 

(1) Abolish the Board of Trustees of the Franklin D. Roosevelt 
Library. 

(2) Establish the Franklin D. Roosevelt Library fund as a separate 
account within the National Archives trust fund (as provided for such 
funds in the general Presidential Libraries Act). 

(3) Eliminate the present limitations on the purposes for which the 
Franklin D. Roosevelt trust funds may be used. 

(4) Eliminate the 25-cent ceiling on admission fees. 

(5) Give statutory recognition to the validity of restrictions placed 
by donors on the use of papers accepted for deposit. 

The enactment of the proposed legislation is strongly recommended. 
[t would not require the expenditure of any additional Federal funds. 

Each member of the Board of Trustees of the Franklin D. Roosevelt 
Library has advised by letter that he is in accord with the provisions 
of this proposed legislation. 

The Bureau of the Budget has advised that there is no objection to 
the submission of this report to the Senate. 

Sincerely yours, FRANKLIN G. FLoeErs, 
Administrator. 
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Executive Orricre OF THE PRESIDENT, 
BuREAU OF THE BupGeET, 
Washington, D. C., January 20, 1958. 
Hon. Jonn L. McCuexuan, 
Chairman, Committee on Government Operations, 
United States Senate, Washington, D. C. 
My Dear Mr. Cuarrman: This is in reply to your letter of October 
9, 1957, requesting the views of this office on H. R. 8795, to amend 
section 507 and subsection 602 (a) of the Federal Property and Admin- 
istrative Services Act of 1949, as amended. 
The bill will bring the operation of the Franklin D. Roosevelt 
Library within the terms of the general Presidential Libraries Act. 
This office has no objection to the enactment of this measure. 
Sincerely yours, 
Percy Rappaport, 
Assistant Director. 


CoMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, October 16, 1957. 
Hon. Joun L. McCuetuan, 
Chairman, Committee on Government Operations, 
United States Senate. 

Dear Mr. CuarrMan: Further reference is made to your letter of 
October 9, 1957, requesting our views on H. R. 8795. 

The bill would amend the Federal Property and Administrative 
Services Act of 1949, to place the Franklin D. Roosevelt Library 
under the administration and control of the Administrator of General 
Services. 

We have no firsthand knowledge as to the need for the legislation; 
however, it appears from House Report No. 957, dated July 31, 
1957, which accompanied the bill, that certain benefits would be 
derived if the bill were enacted into law. In view thereof, we have 
no objections to favorable consideration of H. R. 8795. 

Sincerely yours, 
Frank H. Weitze1, 
Assistant Comptroller General of the United States. 


CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, H. R. 
8795, as reported, are shown as follows (existing law proposed to be 
omitted is enclosed in brackets, new matter is printed in italic, existing 
law in which no change is proposed is shown in roman): 


FEDERAL PROPERTY AND ADMINISTRATIVE SERVICES Act oF 1949, 
AS AMENDED 


SECTION 507 
o.oo." "© 
(g) The Franklin D. Roosevelt Library shall be considered a ‘“‘Presiden- 
tial archival depository”’ within the meaning of this section, and it and its 
contents shall be administered in accordance with the applicable provisions 
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of the Federal Property and Administrative Services Act of 1949, as 
amended, subject to section 401 of Reorganization Plan No. 3 of 1946 
(60 Stat. 1097; 5 U. S. C. 188y-16) transferring certain functions 
with respect to the Franklin D. Roosevelt Library to the Secretary of the 
Interior. 

[(g)] (A) The Administrator is hereby authorized to receive 
duplicate originals or duly authenticated copies of agreements or 
compacts entered into, pursuant to the Constitution and laws of the 
United States, between States now or hereafter admitted to the 
Union, and to take all necessary actions for their preservation and 
servicing. 

[(h)] (4) The Administrator is hereby authorized to make and 
preserve ee films, still pictures, and sound recordings 
pertaining to and illustrative of the historical development of the 
United States Government and its activities, and to make provisions 
for preparing, editing, titling, scoring, processing, duplicating, repro- 
ducing, exhibiting and releasing for nonprofit educational purposes, 
motion-picture films, still pictures, and sound recordings in his custody. 

[(i)] () When used in this section— 

The term ‘Presidential archival depository’? means an 
institution operated by the United States to house and preserve 
the papers and books of a President or former President of the 
United States, together with other historical materials belonging 
to a President or former President of the United States, or relate 
to his papers or to the events of his official or personal life. 

The term “‘historical materials’ includes books, correspon- 
dence, documents, papers, pamphlets, works of art, models, 
pictures, photographs, plats, maps, films, motion pictures, sound 
recordings, and other objects or materials having historical or 
commemorative value. 


SECTION 602 


sec. 602. (a) There are hereby ees —_* # % 

(34) Sections 1 (ce); 205 (a), (b), (ce), (d), (e), and (f); 206, 207, 208, 
and 209; and the second proviso Pog in section 203 of the joint 
resolution of July 18, 1939 (53 Stat. 1062). 





Joint ResoLuTiIon oF Juuty 18, 1939 (53 Svar. 1062) 


SECTION 1, * * * 

[(c) The term ‘Board’? means the Trustees of the Franklin D. 
Roosevelt Library.] 

+ * * * * * 

[Sec. 203. * * * And provided further, That the Archivist may 
dispose of any duplicate printed material in the said Library by sale 
or exchange, and, with the approval of the National Archives Council, 
may dispose of by sale, exchange, or otherwise any material in the 
said Library which appears to have no permanent value or historical 
interest. The proceeds of any sale made under this section shall be 
paid into the special account provided for in subsection (d) of section 
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205 of this title, to be held, administered, and expended in accordance 
with the provisions of that subsection.] 
* * * + * * * 


[Sec. 205. (a) A Board to be known as the Trustees of the Frank- 
lin D. Roosevelt Library is hereby established. The Archivist and 
the Secretary of the Treasury shall be ex officio members, and the 
Archivist shall be chairman of the Board. There shall also be five 
members of the Board appointed by the President for life, but the 
President may remove any such member for cause. Vacancies on the 
Board shall be filled by the President. Membership on the Board 
shall not be deemed to be an office within the meaning of the Consti- 
tution and statutes of the United States. 

[(b) No compensation shall be paid to the members of the Board 
for their services as such members, but they shall be allowed their 
hecessary expenses incurred in the discharge of their duties under 
this title. The certificate of the chairman of the Board shall be 
sufficient evidence that the expenses are properly allowable. 

[(c) The Board is hereby authorized to accept and receive gifts 
and bequests of personal property and to hold and administer the 
same as trust funds for the benefit of the Franklin D. Roosevelt 


Library. ‘The moneys or securities composing trust funds given or 
heauebthed to the Board shall be receipted 0} by the Secretary of the 
Treasury who shall invest, reinvest, and retain investments as the 


Board may from time to time Jatt: Provided, however, That 
the Board is not authorized to engage in any business nor to exercise 
any voting privilege which may be incidental to securities in such 
trust funds, nor shall the Secretary of the Treasury make any invest- 
ments for the account of the Board which could not lawfully be made 
by a trust company in the District of Columbia, except that he may 
make any investment directly authoriz d by the instrument of gift 
under which the funds to be invested are derived, and may retain any 
investments accepted by the Board. 

[(d) The income from any trust funds held by the I Soard, as and 
when collected, shall be deposited with the Treasurer of the United 
States who shall enter it in a special account to the credit of the 
Franklin D. Roosevelt Library and subject to disbursement by the 
Archivist, except where otherwise res stricted by the instrument of 
gift, in the purchase of equipment for the Franklin D. Roosevelt 
Library; in the preparation and publication of guides, inventories, 
calendars, and textual reproduction of material in the said Library; 
and in the purchase, under section 203 of this title, of historical 
material for the said Library. The Archivist may make sales of any 
publications authorized by this section at a price which will cover 
their cost and 10 per centum added, and all moneys received from 
such sales shall be paid into, administered, and expended as a part of 
the en account herein provided for. 

[(e) Unless otherwise restricted by the instrument of gift, the 
Board, by resolution duly adopted, may authorize the Archivist to 
use the principal of any gift or bequest made to it for any of the 
purposes mentioned in subsection (d) hereof. 

[(f) The Board shall have all the usual powers of a trustee in 
respect to all funds administered by it, but the members of the Board 
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shall not be personally liable, except for misfeasance. In the admin- 
istration of such trust funds the actions of the Board, including any 
payments made or authorized to be made by it from such funds, shall 
not be subject to review or attack except in an action brought in the 
United States District Court for the District of Columbia, which is 
hereby given jurisdiction of such suits, for the purpose of enforcing 
the provision of any trust accepted by the Board. 

[Src. 206. The Commissioner of Public Buildings shall be responsi- 
ble for the care, maintenance, and protection of the buildings and 
grounds of the Franklin D. Roosevelt Library in the same manner 
and to the same extent as he is responsible for the National Archives 
Building in the District of Columbia. Except as provided in the pre- 
ceding sentence, the immediate custody and control of the Franklin D. 
Roosevelt Library, and such other buildings, grounds, and equipment 
as may from time to time become a part thereof, and their contents 
shall be vested in the Archivist of the United States, and he is author- 
ized to appoint and prescribe the duties of such officers and employees, 
including clerical assistance for the Board, as may be necessary for 
the execution of the functions vested in him by this title. 

(Sec. 207. The Archivist shall prescribe regulations governing the 
arrangement, custody, protection, and use of the historical material 
acquired under this title; and, subject to such regulations, such mate- 
rial shall be available to the public free of charge: Provided, That the 
Archivist is authorized to charge and collect, under regulations pre- 
scribed by him, a fee not in excess of 25 cents per person for the 
privilege of visiting and viewing the exhibit rooms or museum portion 
of the said Library; and any funds so derived shall be paid by the 
Archivist into the special account provided for in subsection (d) of 
section 205 of this title, to be held, administered, and expended under 
the provisions of that subsection. 

[Sec. 208. The Archivist shall make to the Congress, at the be- 
ginning of each regular session, a report for the preceding fiscal year 
as to the Franklin D. Roosevelt Library. Such report shall include 
a detailed statement of all accessions, all dispositions of historical 
material, and all receipts and expenditures on account of the said 
Library. 

[Sec. 209. The costs incurred by the Archivist in carrying out 
the duties placed upon him by this title, including the expenses of the 
members of the Board and the costs of the Board’s necessary clerical 
assistance, shall be paid out of the appropriations for The National 
Archives Establishment as other costs and expenses of The National 
Archives Establishment are paid; and such sums as may be necessary 
for such purposes are hereby authorized to be appropriated. ] 


O 
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LETTER OF TRANSMITTAL 





Unitrep Srates SENATE, 
SeL.ect CoMMITTEE ON SMALL BusINEss, 
February}10, 1958, 
Hon. Ricnarp M. Nrxon, 
President of the Senate, 
United States Senate, Washington, D. C. 

Dear Mr. Presipent: I have the honor to transmit to you the 
Eighth Annual Report of the Select Committee on Small Business. 

As in past years, this annual report has been unanimously approved 
by the committee. It summarizes the major activities of the com- 
mittee during the 1st session of the 85th Congress and directs atten- 
tion to several small-business problem areas requiring continued 
study and investigation. 

Several members have asked me to express their appreciation of 
the cooperation and industry of the staff. The staff members who 
have shown a penetrating awareness of the problems of the small- 
business community and a willingness to spare no effort to help 
overcome factors inimical to the welfare of small business include: 
Walter B. Stults, staff director; Blake O’Connor, professional staff 
member; William D. Amis, professional staff member; Philip F. 
Jehle, counsel; Robert L. Weadock, professional staff member; 
William A. Creech, professional staff member; John J. Flynn, counsel; 
Wiley S. Messick, counsel; William J. Erickson, counsel; Minna L. 
Ruppert, chief clerk; Elizabeth A. Byrne, assistant chief clerk. 

JOHN SPARKMAN, 
Chairman, Select Committee on Small Business. 
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Mr. Sparkman, from the Select Committee on Small Business, 
submitted the following 


EIGHTH ANNUAL REPORT 


INTRODUCTION 


Your committee has not observed significant changes in the busi- 
ness climate prevailing during the past year which might be considered 
as improving the competitive position of small firms. The major 
business trends, as your committee pointed out in last year’s report, 
have not worked to the advantage of the Nation’s smaller business 
units. 

In both manufacturing and retailing, the evolution of the postwar 
pattern of competition has tended, to a marked degree, to increase 
the sales and profits of most larger corporations, while the same has 
not held true for smaller concerns. ‘There seems to be a close corre- 
lation between size and success and size and ability to survive. 

During the 1948-57 decade, the record outlays for plant expansion 
and equipment modernization—aided by business conditions and 
abetted by Government policies—placed in the hands of those able to 
afford such capital improvements the most modern and efficient pro- 
duction and distribution systems ever available to American corporate 
enterprises. 

This expansion of national productive facilities has certainly given 
greater strength to the economic position of larger business units vis- 
a-vis the small-business community. Small borrowers have experi- 
enced a great deal more difficulty in obtaining credit, while larger 
companies have been able to finance more readily this record expan- 
sion. 

There is evidence that the stringent credit situation, which de- 
veloped in 1956 to counter inflationary tendencies and which pre- 
vailed through most of 1957, constituted an obstacle to the growth 
of smaller companies. This was, of course, unfortunate in a period 
when competition became more urgent among business units. 
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More than one-third of the small-business men polled by a private 
management-consultant firm stated that finances constituted their 
greatest single problem. In July, the Secretary of the Treasury 
informed the Senate Finance Committee that “tight money” un- 
doubtedly “had something to do” with the apparent widening of the 
profit margins between large and small corporations. 

The Small Business Administration reported that the number of 
business loans made by that agency during fiscal year 1957 had jumped 
to a level 85 percent above that of the previous fiscal year. Since all of 
SBA’s loan applicants must be turned down by one or more banks 
before SBA will grant an extension of credit, it would seem that 
private banking sources did not adequately care for the credit needs of 
the small-business community in fiscal year 1957. 

In order to ascertain the thinking of the business community on the 
subject of tax relief for small firms, your committee conducted a series 
of public tax hearings in 14 cities. ‘These hearings, the first systematic 
sounding of business sentiment on tax relief for small business since 
1952, did not conclude until December 10. Your committee has issued 
a report analyzing the more than 1,500 pages of testimony taken on 
the impact of taxes on small business. This report should be of 
considerable assistance to the Senate during the second session of the 
85th Congress when small-business tax- relief measures come under 
consideration. 


THE SMALL MANUFACTURER 


Nowhere during the past few years have adverse competitive 
conditions hammered with greater force than on the ranks of small 
manufacturers. High taxes, tight money, ballooning costs of ma- 
terials and labor, mergers and acquisitions, and ruthless competitive 
practices, plus the increasing domination of markets by the largest 
producers, contributed to the plight of all manufacturers. 

From an alltime high of 326,900 manufacturing establishments in 
business at the end of 1952, the manufacturing community by June 
1957, had shrunk to 309,000 units—a net decrease in the manufactur- 
ing population of 17,900 companies. Although Department of Com- 
merce estimates of the business population are not available beyond 
June 1957, your committee doubts that an increase took place in the 
total number of manufacturers during the rest of 1957. This sub- 
stantial decrease in the Nation’s manufactur ing population becomes 
signficant when considered im relation to the 8-percent increase in 
our human population and the 16.7-percent rise in the gross national 
product. 

At present, your committee can see no elements in current economic 
conditions which indicate the likelihood of a reversal of the trend 
toward a progressive monopolization of manufacturing by the Nation’s 
largest corporate entities. Between 1947 and 1954 our 50 largest 
manufacturing concerns increased their share of the total value added 
by manufacture by 35 percent, while the 100 largest corporations 
increased their share of value added by 30 percent. These facts 
standing alone are sufficient to persuade your committee that today 
many of our smaller manufacturers are in trouble. 
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THE SMALL RETAILER 


The changes which have taken place in retailing since the end 
of World War II amount to a “revolution.” The typical small- and 
independent-store owner today, trying to operate in accordance with 
traditional merchandising methods and to retain his former share 
of the market, finds himself confronted with the problem of competing 
with rapidly expanding chain outlets, mass merchandisers, discount 
houses, and the ubiquitous suburban shopping centers. From discount 
houses and large department stores which have been drawn into the 
price-cutting fray, the small one-store retailers encounter price 
competition which cannot be met. From nationwide chains and mass 
merchandising organizations he is learning anew the painful lesson 
that money is made in “buying” rather than in “selling.”’ Since the 
small retailer cannot obtain the discounts of volume purchases, he 
may pay more for his goods than his larger competitors. In addition, 
as the amount of credit retail buying has climbed to 59.5 percent 
of the dollar volume of all retail sales,’ the small-store owner must 
either lessen his liquidity by extending credit to his customers or 
lose them. 

Your committee’s observations of the handicaps facing small, retail 
operators are confirmed by the opinions of some students of current 
conditions in the retail trade. Among these, there is a general feeling 
that, although the number of retail outlets may have risen moderately 
along with the recent increase in population, the fact remains that 
the total number of retail stores has not increased proportionately to 
either sales volume or consumer-buying power. For this reason, among 
others, it is feared that thousands of smaller operators, without 
purchasing power, financial strength or promotional resources, are 
entering a competitive era when their life span may be seriously 
shortened. 

Retail mortality data 


Retail Retail Rates per 
firms failures 10,000 
a celta deatahl Leiden 
ees e. Be SERDAR AY. 5b dh ee ddedtnd 1, 802, 800 4, 246 23. 55 
1954 ; ze iL secibeesdputgewtenuacdessebel ne 5, 491 29. 67 
1955 ee uth oe cweaeeens pba inde 1, 857, 300 5, 339 28. 74 
_ ea ee eee ee bd <kite peti ecsebeyhadoadsiaroel 1, 874, 200 6, 341 33. 83 
1957 oi ani ion ia ie wivhode tl vb ll heikc grin aaenahabeetadeaaaa ade eae | 1, 897, 200 6, 895 36. 34 


In its summary considerations of current conditions in the retail 
field, your committee cannot avoid the conclusion that the so-called 
revolution which has upset so many traditional values in retailing 
during the past decade has worked to the visible distress of many 
smaller enterprises. 

BUSINESS ETHICS 


Adding to the standard hazards of small-scale retail operation are 
the extra legal practices to which many large competitors have resorted 
in order to maintain their sales volume and profit margins. As in 
any era when competition becomes keener, sharpshooting practices 
tend to become increasingly common. Consequently, there is room 


1 The National Retail Dry Goods Association estimates consumers now charge 59.5 percent of their pur. 
chases eompared with 56.5 percent in 1941, 
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for improvement in the ethical standards of many industries. The 
extent to which corporate delinquency is on the rise may be gleaned 
from the announcement of the Department of Justice that the Nation’s 
corporations paid out a record $696,750 in antitrust fines during the 
first 6 months of 1957. 

Probably nowhere, is the double standard of personal and executive 
morality more in evidence than in the food and grocery field—to the 
smaller elements within it, a horror chamber of corrupt competitive 
practices. Among the unfair, deceptive, and illegal devices employed 
in this area to crush competition, Commissioner Sigurd Anderson of 
the Federal Trade Commission itemized the following common pro- 
cedures: Price discriminations, discriminatory allowances, under-the- 
table deals, illegal cooperative advertising, brokerage fee splitting, 
and predatory price cutting.’ 

In noting that during fiscal year 1957 the FTC had 116 cases under 
investigation and 57 cases in trial, involving companies in the food 
field, Commissioner Anderson spoke in terms applicable to many 
major industries: 


The abuses in the food and grocery field * * * not only 
transgress the law but violate good business ethics and good 
business morals. They are cancerous growths on and in the 
body of American business. Consider, if you please, the 
unpleasant consequences of these illegal practices which all 
too frequently result in substantial loss or bankruptcy. We 
Americans decry unsportsmanlike conduct in football, base- 
ball, basketball, golf—we hate people who cheat at cards. 
Why should it be different in business? The stakes in busi- 
ness certainly are more important than the stakes in a game. 
We cannot have a double standard where people observe 
good rules in their social hours and don’t observe good rules 
in their business hours. 


It is not your committee’s desire to point an invidious finger at 
the food and grocery business as a sole offender against the code 
of commercial decency, but rather to suggest that the selfsame 
strictures leveled against this industry are equally applicable to other 
major industries. 

MERGERS 


That there took place no lessening in the recent annual rate of 
corporate mergers and acquisitions during 1957 is a cause of deep 
concern to your committee. Preliminary data compiled by the Fed- 
eral Trade Commission covering the first three quarters of 1957 
revealed 720 mergers and acquisitions under active negotiation, com- 
pared with 689 and 627 recorded in the same periods of 1956 and 1955, 
respectively. 

In general, it may be said that a high merger rate involving large 
corporations adversely affects small business in two basic ways. First, 
when two large corporations merge, it becomes virtually twice as 
difficult for their smaller rivals to combat the combined market strength 
of the newly created giant. Second, when a dominant corporation in 
a given industry buys up a successful smaller competitor, the fast 
diminishing ranks of independent enterprise are further weakened. 


2 Some Observations on Competitive Practices in the Food and Grocery Industry, a speech before the 
Texas Retail Grocers Association, Dallas, Tex., Aug. 12, 1957. 
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Your committee does not doubt that numerous substantial and thriv- 
ing small enterprises whose owners have voluntarily sold out to their 
larger competitors did so simply because their business sense told them 
that assured security as an operating subsidiary of a dominant cor- 
poration is a smarter way to face the uncertain future than by trying 
to buck the rising tide of giant corporate power. In addition, the 
burden imposed on the working snattal structure of small companies 
by present tax rates makes the contemplation of a merger all the more 
alluring to the hard-pressed managements of smaller corporations. 

Your committee does not attempt to judge on an individual basis 
these merger plans of big business. But from the general point of 
view of small and still independent business, the immediate question 
must be: If our giant corporations can conceive of continued profitable 
operations only in terms of combination, on what grounds can the 
average small-business man base his hopes for the future as an inde- 
pendent, self-contained economic entity? 


DATA 


The lack of current and precise information on the vital subject of 
industrial concentration, as on many other aspects of the current 
economic situation bearing directly on the position and prospects of 
small business, has long been a source of concern to your committee. 
The statistical apparatus of the Government, vast as are its propor- 
tions, still seems incapable of providing the type of data which can 
throw needed light on the position of imal business within the 
economy. 

In an effort to correct this damaging deficiency, your committee 
instructed its staff to confer with officials of the Bureau of the Census 
to the end that the next census of manufacturers might yield meaning- 
ful data on small firms which would be useful to the Congress and a 
other groups concerned with the basic problems confronting the 
smaller units of the economy. 


MILITARY CONTRACTS 


Undoubtedly contributing to the debility of many small producers 
is their lack of success in increasing their share of the purchases of the 
Department of Defense. The striking drop in the percentage of 
contracts, which small-business firms are potentially able to produce, 
actually awarded to them over the past several years indicates to 
your committee that the efforts of the Defense Department to increase 
the share going to qualified independent companies have bogged down. 
Pentagon-supplied statistics show a continuing fall in the small- 
business share of “potential” dollar awards from 71.4 percent in 
fiscal 1954 to 69.4 percent in 1955, 63.8 percent in 1956, and down to 
a low 60.5 percent in the fiscal year ending June 30, 1957. 

During 1957, the small producer as subcontractor also was badly 
hurt by the cutbacks and stretchouts in aircraft production ordered 
by the Defense Department. Your committee received numerous 
complaints from small suppliers of the aircraft industry on the west 
coast which voiced a common theme; namely, that a 5-percent cutback 
in prime contract production turned out to be practically a 100-percent 
cutback for many small, first-tier subcontractors. The large aircraft 
manufacturers, finding their Government orders decreased or produc- 
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tion schedules delayed, sought to make up the difference by themselves, 
producing components which they had previously bought from small 
suppliers and, in addition, made aggressive efforts to capture as much 
new commercial business as possible. 

As a result of this economy squeeze on plane production, the small 
subcontractors found themselves overnight transformed from suppliers 
to competitors of the huge airplane makers. How unequal such a 
contest is may be inferred from the fact that the large assemblers 
started to compete against their former suppliers in the subcontract 
field, with the advantage of equipment furnished by the Government. 
The competitive significance of such an advantage becomes clear when 
it is realized, for instance, that as of October 1, 1957, Boeing Airplane 
Co. held $215,2 272,000 worth of Government-owned equipment; North 
American Aviation had at its disposal in inventory some $113,156,000 
worth of Government equipment, and Republic Aviation was holding 
$12,906,000 worth of production equipment owned by the Government, 

The crushing fact faced by between 15,000 and 20,000 skilled sub- 
contractors and second-tier subcontractors in the metalworking field, 
who normally depend for their existence on supplying parts and com- 
ponents to large defense prime contractors, is that approximately $10 
billion of Government-owned plants, machines, equipment, and office 
furniture is held by these prime contractors, most of it on a rent-free 
basis. In many instances, Government equipment constitutes up to 
80 percent of the facilities of major defense contractors. 

To the subcontracting community, struggling along with its pri- 
vately financed facilities, it must naturally appear that the Depart- 
ment of Defense’s mid-1957 economy and stretchout policies have 
placed them at a crippling competitive disadvantage against their 
former customers, the large prime contractors. 

An aggressive and vocal spokesman for this group of subcontractors, 
the Strategic Industries Association, released on December 3, 1957, a 
study of the Government-supplied-equipment situation entitled ‘The 
Government’s Facility Fallacy.” This survey estimated that close 
to 1,000 metalworking, defense supporting, privately financed sub- 
contractors to the defense industry may have to close down or sell 
out to larger companies during 1957 as the direct result of being forced 
almost overnight to compete with their former customers, the large 
aircraft makers. 

The Strategic Industries Association blames this situation not on 
the plane producers but on deficiencies of Government policy which 
historically places a premium on in-plant work, as opposed to sub- 
contracting. 

SMALL BUSINESS FAILURES 


Aecording to Dun & Bradstreet, the number of business failures in 
1957 reached 13,739, the highest level in any year since 1939. These 
failures occurred at a rate of 52 per 10,000 firms in operation, an 
increase over the rate of 48 business deaths reported in 1956 and the 
highest rate per 10,000 firms since 1941. 

The dollar liabilities of the failing firms increased 9 percent in 1957 
to a total of $615 million. While there were fewer casualties among 
firms with liabilities of under $5,000 and among those with liabilities 
in excess of $1 million than in 1956, there was a sharp increase of fail- 
ures with liabilities between $100,000 and $1 million. 


EIGHTH ANNUAL REPORT ON SMALL BUSINESS 7 


Construction companies and retail outlets showed the greatest 
increase in failures, with manufacturing failures surging above the 
prev ious 1949 peak. 

The percentage of failures for concerns in business more than 10 
years has risen from 14.3 percent in 1952 to 20.3 percent in the first 
6 months of 1957. These Dun & Bradstreet figures confirm the 
observations of your committee that the high business mortality rate 
cannot be charged wholly to the demise of new concerns run by 
inexperienced managers. On the other hand, Dun & Bradstreet’s. 
own analysis of business failures attributes 87 percent of them to 
management defects. The evidence is mounting that it is the hard 
core of well-established, seasoned, independent companies which are 
finding it impossible to make the grade under present competitive 
conditions. 

Your committee received an insight into the impact of any pro- 
longed economic slump upon small-business establishments during 
hearings in Portland, Oreg., 2 months ago. Testimony given at that 
time pointed out the close relationship between Oregon’s general 
business health and the condition of its lumber industry. For over a 
year, the demand for forest products has been declining. Suffering 
increasingly during this period have been smaller firms throughout 
the State, and latest business-failure statistics show that the rate of 
failures more than doubled between the first half of 1956 and the same 
6 months of 1957. This is a reminder that in today’s business world 
there is little meat on the bones of small business and that balance- 
sheet profits for several years are no insulation against the freezing 
blasts of a business slump. 


RECOMMENDATIONS 


So long as it remains a tenet of our national economic policy that 
our free-enterprise system requires a broad foundation of thriving 
small- and medium-size business units, so long as it is deemed an 
appropriate responsibility of Government to adopt measures to assist 
in maintaining a reasonable competitive balance among all size groups 
of the business community, and so long as Government exercises a 
dominant influence on business conduct, your committee recommends 
that Congress develop a thoughtfully conceived legislative program 
during the 2d session of the 85th Congress to counterbalance those 
unwholesome inequalities between big- and small-business units 
which seemingly have become a fixed characteristic of the postwar 
economic climate. 

Your committee further recommends that: 

The Small Business Administration’s life should be promptly 
extended. SBA itself should become a more potent and independent- 
minded force in the policymaking councils of the executive establish- 
ment. One way that SBA could increase its effectiveness would be 
for its Administrator to attend all Cabinet meetings which deal with 
domestic economic problems, not merely those dealing directly with 
small-business affairs. 

2. The Secretary of Defense should promptly instigate a thorough 
review of the procurement policies and programs of the military serv- 
ices with respect to small business, in order to bring about a much- 
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desired increase in participation by small companies in military 
purchases. 

3. Consideration should be given to legislation to ease the tax 
burdens of small firms and their difficulties in obtaining credit for 
growth and expansion. 

4. The Department of Justice and the Federal Trade Commission 
should hit harder at antitrust violators. The Justice Department 
might profitably reevaluate its heavy reliance on consent decrees. 
Both agencies should concentrate their strength on those illegalities 
having the most widespread economic significance. Congress itself 
should fully consider legislation requiring corporations to advise the 
Government in advance of their intentions to consummate a merger. 

5. All agencies of Government having responsibility for gathering, 
compiling, and issuing statistics bearing on business activities should 
promptly review their statistical jurisdiction and adjust their pro- 
cedures so that more data could be made available on economic matters 
by size of enterprise. Government and business should have at their 
disposal a significant body of data on the vast small-business segment 
of the economy. Primary responsibility for improving the amount 
and quality of official statistical information on small business should 
properly rest with the Small Business Administration and the Bureau 
of the Budget. 


CHAPTER I 
SMALL BUSINESS ADMINISTRATION 


SECTION A. INTRODUCTION 


In its last annual report, your committee commented upon the broad 
base of support which appeared to be growing beneath the Small 
Business Administration, and hazarded the guess that the agency 
would be given broad extensions of both life and authority during 
1957. 

In mid-March your committee held its annual hearings to receive 
a progress report from the SBA and found that the administration 
had not yet determined whether to recommend permanent status or 
another short extension of life for the agency. Wendell B. Barnes, 
Administrator, testified that he felt the President would ask only for 
a 2-year extension.' At about the same time, reports again arose 
that the Commerce Department still wished to take over the small- 
business role entrusted to the SBA and had discussed its desires rather 
widely. 

Several weeks after testifying before your committee, however, Mr. 
Barnes told the House Banking and Currency Committee that per- 
manent status for the SBA was unanimously supported by all executive 
agencies.” Just 3 days later, before the same committee, Frederick 
H. Mueller, Assistant Secretary of Commerce for Domestic Affairs, 
testified on behalf of his Department in favor of a permanent Small 
Business Administration. In answer to a question, however, Secretary 
Mueller indicated that personally he strongly felt that there should 
be no SBA, that Commerce should handle all business matters, and 
the only reason for having a separate small-business agency— 


is [as a] political gimmick which probably requires that we 
have an administration that is giving all its attention to the 
problems, so called, of so-called small business.* 


After studying the differing views on the need for permanence, the 
House of Representatives, later in June, voted for a permanent Small 
Business Administration by a vote of 392 to 2. The House-passed 
bill also would have strengthened the SBA in several respects. 

During June, the Senate Banking and Currency Committee also 
held extensive hearings on the credit needs of small business. During 
these sessions testimony was received, not only on the need for extend- 
ing the Small Business Administration, but also on various proposals 
to make financing more readily available to smaller firms. 

On July 9, the Banking and Currency Committee reported out a bill 
extending the Small Business Administration for 1 year and adding 
$75 million to its revolving fund for business loans. The subcommit- 





1 Hearings: Small Business Administration, 1957, Senate Small Business Committee, 85th Cong., Ist 
Sess., Pp. 49. 


‘Hearings: Small Business Act, House Banking and Currency Committee, 85th Cong., 1st sess., p. 22. 
3 Ibid., p. 224. 
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tee chairman, reporting the measure to the floor, stated that a tem- 
porary extension was necessary— 
because of the business pending before the Senate, which 
would make it difficult, if not indeed impossible, to have a 
comprehensive bill discussed and adopted in the Senate before 
the Small Business Administration Act expired.‘ 


The bill to extend the SBA for 1 vear was passed by the Senate and 
the House on August 2 and the President signed it the following day. 
The more comprehensive Small Business Act passed by the House 
remains on the calendar of the Senate Banking and Currency Com- 
mittee where it can be considered during the 2d session of the 85th 
Congress without further House action. 


SECTION B. FINANCIAL ASSISTANCE PROGRAMS 


During 1957, the Small Business Administration continued operating 
at an active pace in the financial assistance field. The bulge in loan 
applications which began during the last half of 1956 presaged the high 
plateau of lending activity maintained throughout 1957. 

Similarly, the “quality of these loan applic ations remained high, 
with the SBA approving about 56 percent of those on which it acted. 
This figure was only slightly lower than the record 60.2 percent 
approved during the first half of 1956 and substantially above the 
percentage of approvals through the end of 1956. In addition to the 
rise in quality of the loan applications, a shift in the type of loan 
being made also gives rise to the inference that more stringent credit 
policies have limited normal credit sources to many small-business 
firms. During the past year, banks have increasingly sought imme- 
diate participation agreements with the SBA, with substantially 
fewer deferred participation loans. Through the end of 1956, the 
SBA had approved almost an equal number of immediate and deferred 
participation loans; but, during 1957 the number of immediate 
participation loans approved was almost four times as great as the 
deferred type. Naturally, this increases the drain on the SBA’s 
revolving fund, since SBA often was not asked to put up any of the 
funds under a deferred participation agreement. 


TABLE I.—Business loans approved by type of loan—Cumulative (October 1953 
through Dec. 31, 1957) 


Total number Total amount! SBA share 


Total. / : = 8,597 | $398, 148, 000 $331, 962, 000 
Direct loans 2. 665 115, 257, 000 115, 257, 000 
Participation loans__- 5, 932 282. 891. 000 216, 705, 000 
Deferred. 2, 397 104, 373, 000 77, 114, 000 
Immediate -_- : 3, 535 178, 518, 000 139, 591, 000 


4 Congressional Record, 85th Cong., ist sess., July 9, 1957, p. 9962 
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TABLE II.—Business loan applications 




















Cumulative | January 
through Percent through Percent 
December December 
1957 1957 

Applications received. .............-...--.-..-. 19, 752 | Spiidadnl «eh oon 6 Fe BOs ~ndnececnee 
Applications withdrawn -- - -- Sickle a MAA. Pesreccicrn vents sddnes ap WEN Danedivameoteeom 
Net available for consideration _-_--~-- 17, 486 nee 6 ee a 
Applications acted upon. ---- tga cnlged 16, 721 100. 0 6, 153 100. 0 
Applications declined - 5 433se@Ghdded= deck 8, 124 48.6 2,716 44.1 
Loans approve d, total weeubed 8, 597 51.4 3, 437 55.9 
[mtn eet et eerie rere arr eter terrae 

Direct loans ecnnin tiie ata 2, 665 | 15.9 1, 103 17.9 
Immediate participation | 3, 535 | 21.1 | 1, 746 28.4 
Deferred participation | 2, 397 14.4 588 9.6 


Note.—Applications pending: Cumulative through December 1957, 765; cumulative through December 
1956, 808. 


Fortunately, the Small Business Administration has been less busy 
in the disaster-loan area during the past 12 months, although it has 
remained an important part ‘of the agency’s responsibility. The 
decline in disaster-loan applications has luckily coincided with the 
rapid increase in business-loan activity, so there has been less of a 
pinch on the available financial specialists than otherwise would have 
been the case. 

In the course of receiving testimony from businessmen on other 
subjects, your committee has received numerous complaints on the 
restrictive nature of the agreements the Small Business Administration 
requires before granting loans. While your committee is well aware 
of the language in the ‘act. which requires that all loans must “‘be of 
such sound value or so secured as reasonably to assure repayment,” 
there seems to be a point at which the quest for security on the part 
of the SBA may actually lessen the “sound value” of the loan. For 
example, it is possible that restrictions were necessary to protect the 
SBA, but it is likely that too-severe limitations hamstring the business- 
man so severely that his chances for success are decreased. 


SECTION C. SBA ACTIVITIES IN OTHER FIELDS 


Once again, as in the past, much the greater portion of the Small 
Business Administration’s resources were devoted to its lending pro- 
grams. The latest data indicate that almost 78 percent of its admin- 
istrative dollars are spent on business- and disaster-loan activities, 
another 18 percent to aiding small firms in getting Government con- 
tracts, with only a little more than 4 percent channeled to other 
programs, including production, technical, and managerial assistance 
endeavors. 

While the percentage of military dollars going to small business 
remained constant during 1957, the SBA compiled a favorable record 
in this area. According to statistics supplied to your committee, 
the agency, together with the military services, earmarked almost 
twice as many contracts for small business during the fiscal year 1957 
as during the preceding 12 months. These figures show a rise in 
procurements set aside from 6,075 in fiscal 1956 to 11,851 for the 
following year, or a rise of 95.1 percent. Similarly, the number of 
contracts actually awarded through this set-aside program rose from 


S. Rept. 1282, 85-2-———3 








12 EIGHTH ANNUAL REPORT ON SMALL BUSINESS 


8,140 to 13,416, with a dollar value which jumped from $345 million 
to $553 million. Your committee notes with interest that this increase 
was accomplished with only a slightly greater expenditure of funds 
by the Small Business Administration. Actual figures indicate that 
the SBA spent $500,000 on the joint determination program during 
fiscal 1956 and approximately $619,000 during fiscal 1957. Thus, it 
appears that the joint screening process has become more efficient 
and that the SBA has received more complete cooperation from 
military procurement officials. Testimony that this was the case 
was received by the Military Procurement Subcommittee in mid-1957. 

Similarly, the administration expanded its set-aside operations with 
civilian branches of the Government. Important progress continued 
to be made in these cooperative relationships which should serve as a 
spur to the military departments. 

A comprehensive review of the procurement work of the Small 
Business Administration is contained in your committee’s recent report 
on Government Procurement Policies, 1957.° 

5S. Rept. 1170: Government Procurement Policies, 1957, Senate Small Business Committee, 85th Cong, 
Ist sess. 
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The percentages revealed in table III indicate to your committee 
that the Small Business Administration, by design or by necessity, 
assigns all but very few of its dollars to the lending and procurement 
fields where its programs have been spelled out by statute. Adminis- 
trator Barnes underlined this fact in his answer to a question asked 
him during the hearings on the SBA before your committee when he 
said: 

* * * in the Small Business Act, Congress is very specific 
on what we do in financial assistance and what we do in 
procurement assistance. It is not so specific on what we 
shall do in managerial assistance. * * *°® 


On the other hand, Mr. Barnes admitted that Congress had given 
him the authority to do many things in technical and management 
assistance and stated that he felt that he needed no further grant of 
power to operate more widely in this area. If this is a fact, it would 
seem an all-out effort should be made to invest more of the SBA’s 
funds in remedying these serious deficiencies. 


SECTION D. PRESIDENT’S SMALL-BUSINESS CONFERENCE 


One recommendation contained in the first progress report of the 
Cabinet Committee on Small Business was: ‘‘That the President call a 
Conference on technical research, development, and distribution, for 
the benefit of small business.’ ? 

Late in 1956 President Eisenhower asked the Secretary of Com- 
merce and the Administrator of the Small Business Administration 
to proceed with plans for such a Conference. Largely under private 
auspices, although its preliminary administrative expenses were 
covered by grants from the Department of Commerce and the SBA, 
the President’s Conference on Technical and Distribution Research 
for the Benefit of Small Business was held in Washington on Sep- 
tember 23, 24, and 25, 1957. Approximately 1,000 persons attended 
the 3-day conference including small-business men, officers of large 
corporations, business consultants, trade-association executives, 
academic representatives, Government officials, and the press. 

Most of the participants seemed to agree that the Conference was 
worth while and covered topics of considerable value to the small- 
business community. On the other hand, there appeared to be equal 
agreement that the conferees preached to the already converted. Only 
those who could spare the time and expense of the trip to Washington 
and were already convinced of the value of technical and distribution 
research actually attended. 

The much greater problem remains: How cen this store of informa- 
tion be transmitted to the 4 million entrepreneurs who most need it? 

Over 3 months have passed since the last session of the Conference 
and your committee has learned of no concrete programs designed to 
effectuate these recommendations. It would seem that national con- 
ferences of this sort have only limited value without prompt, effective, 
and comprehensive followthrough. 

As a matter of fact it may be only through a public business exten- 
sion service of the scope of the agricultural extension programs that 
vital information can be made available to those whose continued 
~ 6 Hearings: Small Business Administration, 1957, Senate Small Business Committee, 85th Cong., Ist sess., 


p. 79. 
7 Progress Report by the Cabinet Committee on Small Business, August 7, 1956, p. 8 
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survival is dependent upon it. Several proposals of this sort have 
already been introduced in Congress and should receive serious study 
during the next few months. 


SECTION E. CONCLUSIONS 
One year ago your committee concluded that: 


When it is following clearly defined programs on well- 
marked paths, the Small Business Administration has com- 
piled a creditable record * * * On the other hand, your 
committee must conclude that there has been too great a 
tendency by SBA to depend upon these methods and to 
devote too large a share of its resources to them. In earlier 
sections of this chapter and in other chapters of this report, 
your committee marks out the serious problems faced by 
small business in its fight for survival as a vigorous com- 
petitor in the American economy. In few of these areas 
has the Small Business Administration assumed any responsi- 
bility for guaranteeing equitable treatment for all businesses 
regardless of size, even though it is clear that Congress in- 
tended this independent agency to be the spokesman for 
small business at every point where governmental action 
touched the Nation’s economic life. 

Only through a broad approach to the basic problems of 
small business can SBA be truly effective. 


From, the close study of its own hearings and surveys and from a 
careful reading of SBA reports, your committee must reiterate its 
earlier conclusion. With only one exception—an SBA-financed study 
of the causes of business failures—the agency has maintained an 
almost complete dependence upon established, congressional-dictated 
operations. No bold, new assaults on the myriad problems of small 
business have been charted by SBA. 

Even more disappointing has been the largely negative reaction of 
SBA spokesmen to proposals made by others. 

While many small-business men were disheartened by the SBA’s 
stand in opposing adjustment of tax rates during 1957, the agency’s 
position was understandably dependent upon overall Administration 
policy. 

On the other hand, the SBA’s endorsement of the prine iple of capital 
banks and its simultaneous attack on the specific provisions of all 
proposals to establish such long-term credit institutions appeared far 
more destructive than helpful to its small-business clientele. Further- 
more, SBA—and other executive agencies—were either unable or 
unwilling to be more positive and suggest methods by which a com- 
monly endorsed principle could be made into a reality. 

Since the SBA and the administration recommended only minor 
changes in the agency’s legislative charter, aside from permanence, 
your committee concludes that it is not the weakness of the Small 
Business Act which hampers more effective actions in fields other than 
financial and procurement assistance. 

Finally, your committee suggests that the chances of obtaining 
permanence would be improved if the Small Business Administration 
would display a measure of programing originality and go beyond the 
stock small-business and disaster loan programs and procurement 
aids. 











CHAPTER II 
GOVERNMENT PROCUREMENT 
SECTION A. INTRODUCTION 


The procurement of goods and services by the Department of De- 
fense represents the largest single market for our smaller firms. This 
is clearly indicated by fiscal year-end statistics which reveal that total 
defense supply expenditures in si amounted to $21.5 billion, in con- 
trast with the previous fiscal year’s $19.6 billion and the appreciably 
lower $16.6 billion recorded for fisc - year 1955. 

it is significant that small business is receiving a continually de- 
creasing share of those contracts within its “‘potential’’; that is, those 
items deemed, by the military itself, suitable for production by the 
smaller suppliers. Here, Department of Defense figures reflect that 
in fiscal year 1954 small business received 71.4 percent of the dollar 
value of those contracts within its potential; however, in fiscal years 
1955 and 1956 only 69.4 and 63.8 percent, respectively, were so 
awarded, and, finally, in fiscal year 1957 small business received only 
an alarmingly reduced 60.5 percent of the products it has been found 
capable of producing for the Military Establishment. With small busi- 
ness comprising 98 percent of the country’s total manufacturing estab- 
lishments, employing roughly half of the total manufacturing labor 
force and ‘contributing almost half of the total value added by manu- 
facturing but receiving less than 20 percent of the $179 billion expended 
by the Dep artment of Defense for prime contracts since fiscal year 
1950, it is oo to your committee that the declared policy of the 
Congress ‘‘that the Government should aid, counsel, assist, and pro- 
tect insofar as is possible the interests of small-business concerns”’ 
either has been misinterpreted, or perhaps pigeonholed as a pesky 
and bothersome detail ‘‘that won’t be worked on today—maybe 
tomorrow.” 

In 1957, as in previous years, your committee has endeavored to 
explore and isolate those procurement policies and procedures which 
have served to stifle our smaller firms in order that corrective and 
remedial action might be taken. The Subcommittee on Government 
Procurement, under the chairmanship of Senator George A. Smathers, 
once again one of the most active groups of your committee, conducted 
extensive public hearings and investigations, over the past year, de- 
signed to measure accurately the effectiveness of the small-business 
programs carried out by the various executive agencies. 

To ascertain if the policy of insuring a fair share of Government 
contracts for small business was, in fact, being carried out within the 
executive branch, your committee’s Subcommittee on Government 
Procurement conducted two separate and distinct sets of hearings 
during the past session of Congress. Initially, an investigation was 
made of several “case studies” involving specific procurement pro- 
cedures or policies complained about to your committee by small- 
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business men. Your committee believes such investigations beneficial 
in that they reveal purchasing difficulties actually encountered by 
small-business men on a day-to-day basis, and are particularly in- 
formative to the procurement policymakers themselves, in revealing 
to them the manner in which their policy has, or has not, been carried 
out in actual practice. Secondly, a comprehensive review is made 
of the small-business programs being implemented within the various 
Government agencies, incorporating a statistical presentation of the 
percent of total funds awarded to smaller concerns and testimony 
outlining new policies and procedures adopted or contemplated by 
the various agencies in efforts to increase the effectiveness of their 
respective programs. 


SECTION B. CASE STUDIES 


As previously indicated, the initial phase of the subcommittee’s 
1957 procurement hearings dealt with individual complaints by in- 
dustry spokesmen against specific procurement procedures or policies 
believed detrimental to the small suppliers.’ 

The first complaint involved a procurement by the Armed Services 
Petroleum Purchasing Agency? of 33 million barrels of (JP—4) jet 
fuel.2 An invitation for bid dated June 21, 1956, conta ‘ed a small- 
business set-aside of 4 million barrels. Opening of the bids indicated 
that multiple awards at different unit prices would have to be made 
and, also, that small suppliers had entered bids sufficiently low to 
permit them to participate in the set-aside portion of the procurement. 
The Armed Services Petroleum Purchasing Agency accordingly pro- 
ceeded to negotiate with the smaller refiners on the basis of the 
“weighted average” principle, which resulted in the smaller firms 
being requested to supply jet fuel at a price lower than that being 
paid some of the other refiners on the unreserved portion. 

On May 21, 1957, following your committee’s hearings, the Depart- 
ment of Defense announced that the ‘weighted average” formula was 
being abolished and set-aside awards would thereafter be made at 
“the highest unit price of the unreserved quantities.”” Your com- 
mittee regrets that congressional action was necessary before the 
Department of Defense took steps to correct a condition working an 
obvious hardship upon small business. 

The second “case study’”’ heard by your committee related to the 
effects upon small business of the military’s use of “‘qualified-products 
lists.” The case in question was a procurement by the Air Force of 
power-supply units for military aircraft. Early in 1956 a large 
electronics company succeeded in developing a lighter unit which was 
more desirable than the type then in use. In May of 1956, this lighter 
unit was placed on the qualified-products list, with the company which 
developed it being ‘ ‘qualified”” shortly thereafter. Despite procure- 
ment regulations requiring a “circulation” of industry concerning any 
item plac ed on the qualified-products list, the Air Force notified only 
six other companies, all large, even though there were numerous 


potential producers (both large ‘and small) throughout the electronics 
industry. 


1 Hearings: Case Studies in Government Procurement, Subcommittee on Government Procurement of 
the Senate Small Business Committee, 1957. 

2 Subsequently redesignated Military Petroleum Supply Agency. 

$8. Rept. 1111: Case Studies in Government Procurement, Senate Small Business Committee, 85th 
Cong., Ist sess., pp. 2-13. 

‘ Ibid. +» Dp. 13-20 
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On November 27, 1956, bid sets on this item were sent out to 110 
firms announcing that bids would be opened on December 27, 1956, 
and that bidders must first qualify their products. At the time it 
issued this invitation the Air Force was aware that only one company 
was qualified and, also, that no company could possibly manufacture 
this unit and have it tested within the brief period permitted by the 
invitation for bid. 

Your committee feels that the Air Force, by its mistake in judg- 
ment, worked a great hardsip on those companies expending time and 
money in a vain effort to qualify before the deadline. In your com- 
mittee’s judgment, this is a sound illustration of why the decision to 
place an item on a qualified-products list must be carefully pre- 
examined and resorted to only where absolutely essential. 

The concluding complaint involved the weapon-system concept of 
procurement, which, in the past few years, has been utilized in an 
ever-increasing degree by the military services, particularly the 
Department of the Air Force.’ Under this system, large prime 
contractors, rather than Government purchasing and contracting 
officials, are assigned the overall management responsibility for 
procurement of practically all of the elements, or components, which 
make up a complete ‘‘weapon system.’ The prime contractor is 
assigned the responsibility to insure that all elements of a weapon 
system are adequately designed, tested, and produced on schedule. 

The president of a small die-casting company told your committee 
his loss of Air Force contracts stemmed, primarily, from the smaller 
firms’ being ‘‘excluded from bidding on equal terms with big business”’ 
as a result of the weapon-system concept of procurement. Air Force 
representatives told your committee that the weapon-system concept 
of procurement was not only sensible but, in fact, “‘vital’’ in view 
of the highly complex weapons and the great technological advances in 
weapons currently taking place. 

While your committee realizes that there is a need for the weapon- 
system method of procurement for certain items, it is nevertheless 
axiomatic that such procurement methods make more difficult 
fulfillment of the expressed intent of Congress that small business 
receive its fair share of Government contracts. 

It is recommended that the Air Force conduct a survey of all 

weapon-system contractors to determine what previously sub- 
contracted items are now being self-manufactured by these prime 
contractors at the expense of the small firms. If this practice is 
taking place to an appreciable degree, as your committee has reason 
to believe, it is essential that the Air Force exert maximum efforts to 
halt and reverse this trend. The Air Force is also urged to initiate 
a program whereby smaller manufacturers are assisted in being 
apprised of the subcontracting and contractor-furnished-equipment 
requirements of the prime weapon-system contractors. 


SECTION C. POLICY HEARINGS 


A marked turndown in the percentage of contracts going to small 
business reflected in the Department of Defense mid-fiscal year re- 
port promoted your committee to focus its 1957 policy hearings on 
an intensive review of the small-business programs within the Depart- 


§ bid., pp. 13-20, 
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ment of Defense and the three military services.’ The civilian agen- 
cies, although not invited to appear personally and testify at open 
hearings, were nevertheless requested to submit written reports con- 
cerning their small-business programs. Analysis of these programs 
is made in section D of this chapter. 

For the first time, your committee received testimony on their in- 
dividual small-business programs from the military chiefs of the Army 
technical services, the Navy bureaus, and the two principal Air Force 
commands. Of particular interest to your committee were the meth- 
ods and means by which these operational arms of the military de- 
partments were imple menting the policy directives of the Department 
of Defense and the respective procurement Secretaries concerning the 
small-business program. 

Testimony was received from Perkins McGuire, Assistant Secre- 
tary of Defense (Supply and Logistics); Frank H. Higgins, Assistant 
Secretary of the Army (Logistics); Fred A. Bantz, Assistant Secretary 
of the Navy (Material); and Dudley C. Sharp, Assistant Secretary of 
the Air Force (Materiel), each accompanied by supporting personnel. 
Many procurement areas, of interest to small business, were explored 
by your committee with these military spokesmen as well as with 
representatives of the respective technical services, bureaus, and com- 
mands. <A report by your committee’s Subcommittee on Govern- 
ment Procurement, summarizing in detail the testimony adduced at 
these hearings, has recently been submitted to the Senate.’ 

Secretary McGuire advised your committee that since assuming his 
duties in early 1957 he had spent considerable time in gaining a sound 
understanding of the problems of the smaller supplier, having a pro- 
found interest in establishing and maintaining a solid foundation of 
policy that would offer small business affirmative assistance. These 
sentiments were echoed by the departmental procurement Secretaries 
and their military spokesmen, with the Navy Secretary adding assur- 
ances of a more vigorous and dynamic approach to the entire small- 
business problem. 

1. Set-aside and claimant programs 

Your committee was successful in extracting from the military 
policymakers positive expressions to the effect that every effort would 
be made to bolster and expand their respective set-aside programs. 
This, coupled with an increase in the number of items offered to small 
business for bid or negotiation, as recommended by the Subcommittee 
on Government Procurement, would undoubtedly result in an appre- 
ciable increase in the share of contracts going to the smaller suppliers. 
A review of the various categories within the Army, Navy, and Air 
Force claimant programs indicates that even in the field of highly 
complex and expensive items small business both responds to, and is 
awarded, an extremely high percentage of those items on which they 
are invited to submit bids. These observations may be confirmed by 
a close inspection of the Army claimant program schedule (see table 
I). In the A-2, “Guided missiles,” category: of $16.3 million worth 
of contracts determined to be within the’ small-business potential 
and, consequently offered to small business, smaller companies were 
awarded $15.3 million. In category A-7, ‘Electronics’: of the $61.7 

6 Hearings: Small Business Participation in Government Procurement, Subcommittee on Government 
Procurement of the Senate Small Business Committee, 1957. 
1S. Rept. 1170. 
S. Rept. 1282, 85—-2———-4 
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million offered to small business, awards were made to small busi- 
ness totaling $40.7 million, or more than 66 percent of the total 
dollars offered. This is more than three times the Defensewide 
percentage of total prime contracts going to small business, even 
though in the complex and highly technical field of electronics. 


TaBLe I.—Department of the Army procurement by program} July 1, 1956, through 
Mar. 31, 19857 














| 
|Totalawards| Total | Total small | Awarded to | Per- 
| to large and | awards to business small | cent 
| Program | smal] | large | potential business | of (c) 
| business | business | | 
| 
(a) | (b) (c) (d) iC (fp | @g) 
| 
| Total, including under $10,000 _ _|$2,749,332,000 |$712, 961, 000 |$1,896,098,000 |$1,183,137,000 43. 50 
—s % ~—. ~~ ; 3 * | * a 
Under $10,000_____- | 464, 283,000 | 153, 816, 000 464, 283, 000 310, 467, 000 | 67.00 
Total, $10,000 and over_____|2, 285, 049, 000 | 559, 145,000 |1, 431,815,000 | 872, 670,000 38. 20 
Qoat. 5 Een | 6, 002, 000 5, 818, 000 | 661, 000 184, 000 3.10 
A-la__| Airframes......--.-...-.----- 3,015,000 | 2 368, 000 109,000 | 3.60 
A-Ib._.| Engines_...___- ro 1, 574, 000 1,! 256, 000 49, 000 | 3.11 
A-le_.| Other_____- wsroshabeded 1, 413, 000 1, 387, 37, 000 26, 000 | 1. 84 
A-2...| Guided missiles...............- 342, 127,000 | 326,804,000 | 16,329,000 | 15,323,000 4. 50 
A-3_._| Ships__-. a Ass) ro 4, 928, 000 943, 000 | 4, 608, 000 3, 985, 000 81. 00 
A-4a_.| Combat vehicles____.-_._- --| 58,358,000 | 53, 409, 000 | 7, 133, 000 | 4, 949, 000 | 8. 50 
A-4b_._| Noncombat vehicles...__.___- 64, 975,000 | 58,285,000 | 34,< 000 6, 690. 000 | 11. 50 
A-5...} Weapons... ......-25.2/2..200. | 30,756,000 | 26, 560, 000 | 7,177, 000 | 4, 196, 000 13. 60 
SS 191, 134, 000 | 174, 089, 000 23.155,000 | 17, 045, 000 | 8. 90 
A-7...] Blectronies.......-........... 157, 510, 000 | 116, 782, 000 61,675,000 | 40,728,000 | 26.00 
A-8...| Fuels and lubricants___.._._._-| 2,271,000 | 1,454,000 2, 254, 000 817,000 | 31.80 
A-8a._| Petroleum____......._..._-- 561, 000 | 33, 000 | 561, 000 | 528, 000 | 94. 00 
A-8b..| Other fuel..........._.___- 28, 000 | 0 | 28, 000 | 28,000 | 100.00 
A-8c..| Containers_............. ! 1, 682, 000 1, 421, 000 | 1, 665, 000 261, 000 15. 50 
A-9_..| Textiles and clothing... _- . 163, 666,000 | 59,105,000 | 163,455,000 | 104, 561, 000 64. 00 
B-1.._| Building supplies__.._._- iL 1, 841, 000 3469, 000 | 1, 758, 000 | 1, 472, 000 81.09 
B-2.._| Subsistence__...._- -------| 385, 568,000 | 97,071,000 | 353,270,000 | 188,497,000 | 48. 90 
B-3_._| Transportation equipment__-__| 301, 000 | 245, 000 | 88, 000 | 56,000 | 18.50 
B-9...| Production equipment___ | 18,636,000 | 14,819, 000 4, 842, 000 | 3,817,000 | 20.60 
C-2_..} Construction --.-_- ae 603, 278, 000 | 234,682,000 | 570,119,000 | 368,596,000 | 57.00 
C-9__.| Miscellaneous....._...__.-- | 191,646,000 | 107,999,000 | 145, 792, 000 83, 647,000 | 43. 30 
C-9a__| Construction equipment. -- 13, 139, 000 12, 090, 000 6, 195, 000 1, 049, 000 8. 00 
C-9b_.| Medical supplies...........-- 45, 506, 000 29, 164, 000 34, 760, 000 16, 342,000 | 35.90 
C-9c_.| Photographic_ 488, 000 182, 000 328, 00 396, 000 62. 90 
C-9d.._| Materials handling equipment 22), 00 100, 000 155, 000 120, 000 54. 60 
C-9e__| All other__.___- bh taal 132, 293, 000 66, 463, 000 104, 354, 000 65, 830, 000 49. 70 
Services_.___- BEd. eet 62, 052,000 | 33, 945, 000 35,018,000 | 28,107,000 | 45.00 
NOG. 555.50 tp aged 1, 068, 214, 000 | 886, 122,000 | 307, 699,000 | 182,092,000 | 17.00 
Soft goods. _--- cia 551, 505, 000 | 257, 630, 000 | 518, 979,000 | 293,875,000 | 53.00 
1 


1 Net basis. Prime contracts only. 
». Subcontracting program 

Secretary McGuire presented a report on the Department of 
Defense small-business subcontracting program, initially established 
in April of 1955. 

This first comprehensive tabulation, covering the period July 1, 
1956, through December 31, 1956, reflected that 241 reporting units, 
within 197 different companies, having contracts in excess of $1 
million, passed on to small business in subcontract receipts, at the 
first-tier level, 21.2 percent of their total prime and subcontract 
receipts. Your committee is pleased that this reporting system has 
finally become operational, but questions whether a sufficient sample 
has been taken of defense contractors in the million-dollar-plus 
category. It is recommended that efforts be continued toward bring- 
ing more of the large contractors into the reporting system in order 
to guard against any premature or unrealistic conclusions. 
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3. SResearch and development 

™ Small-business participation in the field of research and develop- 
ment contracts he as long been a matter of grave concern to your com- 
mittee, in view of the great advantage a research and developing firm 
has in obtaining the first and, often, subsequent production. contracts 
covering the item under research or development. Although your 
committee directed attention to this problem in its Seventh Annual 
Report, it is regrettable that the small-business share of research and 
development contracts declined from those levels first, reported in 
August. of 1956. A comparison of the percentages eetes small 
business for the past 2 fiscal years verifies the belief that the large- 
business monopoly is being continued in this field. 


TABLE IJ.— Nei value of military prime contract procurement actions for experi- 
mental, developmental, and research work 


[Amounts in thousands] 








| Fiscal year Fiscal year 

















Type of concern and department 1956, all con- | 1957, all con- 

cerns ! cerns ! 
Total Sniswapsecipilneiosenieiidati eens | $2,404,441 | $3, 256, 371 
Army...-- a I een a si ee rere | 387, 205 432, 149 
Navy ‘ om abe vowuatissseucecdusdee 516, 118 713, 147 
Air Foree... sn witb picgign «Sete be OEEREHEND aap khenlgas pala _-.--| 1,501,118 2, 111, 075 
——ooaoOoao——S | — 

Percent Percent 
Small concerns as of percent of total. ....-- i aiden daiden neato ae a 5.9 | 4.4 
Army 9.4 | 8.8 
RS 55.65.5455 5 se 655A o <0 HG cates bho «dasdeciestess dak aasennee 9.7 8.3 
Air Force 3.6 | 2.1 





1 Includes educational and nonprofit as well as business concerns. 
Your committee is gratified that the Assistant Secretary of Defense 
(Research and Engineering) rec ‘ently deemed it appropriate that a 
representative of his office ‘be assigned to the Assistant Secretary for 
Supply and Logistics to work on this problem, but considers this 
hardly the type of dynamic and positive action patently required. 
4. Drawings and specifications 


Mr. McGuire, in response to questions by your committee concern- 
ing the lack of drawings and engineering data currently accompanying 
numerous procurement actions, re plied: 


I would like to say this problem of availability of drawings 
and specifications is not a new one in military procurement 
circles * * * and I think it is all right for the people in our 
office to put some emphasis on in this coming year and see 
what we can do, not that it hasn’t been addressed before and 
not that I think I can solve the whole problem, but I think 
it is certainly an area to emphasize that this is one of the 
potential areas of getting more for small business.® 


Your committee’s concern with this problem stems from an aware- 
ness that the lack of sufficiently detailed information describing an 
item often makes it necessary to negotiate a contract rather than to 
obtain it by competitive advertising, in which all firms, large and 


§ Hearings: Small-Business Participation in Government Procurement, 1957; Subcommittee of the 
Senate Small Business Committee, p. 31. 
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small, might participate. In fiscal year 1957, of the $19.1 billion 
contracted for within the continental United States, $15.8 billion, or 
82.6 percent, was awarded as a result of negotiation rather than by 
advertised competitive bidding. 

In an effort to insure that detailed drawings and specifications 
and engineering data accompany bid solicitations and requests for 
proposals, so as to enable smaller firms to more readily participate in 
such procurements, your committee, on July 8, 1957, called upon the 
Department of Defense to conduct a special study of this problem, 
with quarterly progress reports being furnished the committee. It 
is regretted that, as late as December 12, 1957, no official reply had 
been received from Defense officials indicating that such a program 
would be initiated. 

Proprietary items, sole-source purchasing, qualified-products list, 
and urgent, ‘directed’? procurements are additional military-pro- 
curement problem areas currently plaguing the smaller supplier. 
Your committee intends to continue to focus its attention on these 
matters whenever and wherever possible. 


SECTION D. CIVILIAN AGENCY PROCUREMENT 


From a review of the accomplishments during the past year by the 
civilian agencies in channeling an appreciable share of their contracts 
to the smaller companies, your committee sees cause for encourage- 
ment. In lieu of receiving testimony from these agencies at public 
hearings, your committee requested them to submit detailed reports 
covering various topics of specific interest to your committee. A 
statistic val presentation (table III), consolidating ‘all civilian executive 
agencies, with the exception of the Atomic “Energy Commission, 
reveals that 53 percent of the dollar value of all purchases, $25 or 
more in size, were made from small-business firms in fiscal year 1957. 
Total purchases from small-business firms for the year amounted to 
$731 million, up $163 million over fiscal year 1956. 

One Department and three independent establishments made total 
purchases in excess of $100 million during the past year. Total 
amounts purchased and the percent of contracts in excess of $25 
awarded to small business by these four agencies were: Department 
of Commerce, $180.5 million, 47 percent; General Services Adminis- 
tration, $510.8 million, 52.4 percent; Veterans’ Administration, 
$152.1 million, 57.8 percent; and Tennessee Valley Authority, $192.2 
million, 42.6 percent. 
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In order to improve the effectiveness of its small-business program 
the General Services Administration established a Small Business 
Branch in its newly created Procurement and Business Services 
Division. This now gives the General Services Administration, for 
the first time, an organization specifically responsible for seeing that 
its programs and operations reflect the interest of small business and 
provides a necessary means of coordinating small-business matters in 
the various operating activities of the agency. This Division includes, 
among its responsibilities, the providing of centralized direction and 
impetus to the previously established business service centers. In 
administering policies and procedures for these centers it will be the 
responsibility of this Division to assure that the service centers are 
properly responsive to the particular needs of small business. 

Atomic Energy Commission programs involve, to a large extent, the 
construction and operation of a chemical- and metallurgical-type 
industry, embracing numerous plants, laboratories, and other facil- 
ities. These facilities are not operated by the Atomic Energy Com- 
mission directly; as a consequence, the greatest share of its prime 
contract dollars go to private concerns under contract to the Commis: 
sion for plant construction and operation purposes. The principal 
Atomic Energy Commission target for small firms tends to emerge at 
the subcontract level. Atomic Energy Commission apportionment 
of its expenditures for fiscal year 1957, totaling $1.8 billion. was: 
72.3 percent to large business, 11.5 percent to educational and other 
nonprofit institutions, 10.3 percent to other Government agencies, 
and 5.9 percent to small business. In the subcontract field: of the 
$574.2 million recorded, 54.6 percent went to large business; 39.1 
percent, to small business; 5.1 percent, to other Government agencies; 
and 1.2 percent, to educational and other nonprofit institutions. 

The Commission reports to your committee that certain industrial 
opportunities for small business in the peaceful uses of atomic energy 
are beginning to emerge, such as various applications of radioactive 
isotopes and the development and production of nuclear reactor com- 
ponents. So as to provide small business concerns information and 
guidance in these fields, a paper entitled “Small Business and the 
Independent Applications of Atomic Energy” was prepared and sub- 
mitted for publication in the Small Business Administration’s Tech- 
nical Aids for Small Business Manufacturers series. An earlier paper, 
Radioisotopes and Small Business, was revised and republished. 

During the past year, a meeting was also held with Small Business 
Administration officials to provide an opportunity for that Adminis- 
tration’s management to become better acquainted with Atomic 
Energy Commission program activities in the fields of reactor develop- 
ment, technical information, and civilian application. Further 
activity of this nature is planned. An additional new and significant 
program during the past year was participation by representatives of 
the Atomic Energy Commission in 20 of the business opportunity 
meetings sponsored throughout the country by the Small Business 
Administration. Speakers were provided when requested, and 
arrangements made for Atomic Energy Commission contractors to 
exhibit items they were purchasing. 

Your committee continues highly satisfied with the programs of the 
civilian agencies and commends the General Services Administration 
and the Atomic Energy Commission for the programs they have 
initiated during the past year. 
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SECTION E. CONCLUSIONS 


Your committee recognizes that the prime responsibility of the 
Department of Defense is to fashion and equip a trained and effective 
fighting force. There is, on the other hand, an affirmative and cardi- 
nal responsibility upon the Department of Defense to implement, con- 
sistent with its primary mission, the congressional mandate that small 
business must receive its fair share of Government procurement. 

Your committee points out that it is sympathetic to the actions 
so far taken by the Assistant Seeretary of Defense, the Assistant 
Secretaries of the Army, Navy, and Air Force, and others at the top 
of the Defense hierarchy. Nevertheless, conditions are far from satis- 
factory, and your committee believes that a major part of the diffi- 
culty rests with the vast middle-management complement of contract- 
ing officers, negotiators and technicians—the ends of the chain of 
command, the ends where the individually insignificent, but most 
damaging in the aggregate—decisions are made. The contracting 
officer who elects to deal with one of the billion dollar corporations 
rather than advertise or negotiate with a small firm, because it is 
quicker and easier, jettisons all of the combined efforts at the top with 
one telling blow. It is he who must be made to mend his ways. His 
actions determine, in the final analysis, the actual extent of small- 
business participation in Government procurement of goods and 
services. 

Your committee finds completely incongruous this basic, though 
well-concealed, attitude of indifference toward small business, that 
exists at this middle-management staff level, since it is patently obvious 
that defense policymakers deem this segment of our economy vital and 
necessary in times of partial or full mobilization. Your committee is 
forced to conclude that if the lethargic attitude currently displayed by 
operational personnel is permitted to continue unchec ked, an appreci- 
able percentage of the firms comprising our country’s ; mobilization base 
may well have run their course when called upon to answer their 
Nation’s needs. 

Your committee observes that all was not discouraging in Defense’s 
small-business picture during the past year. A marked increase in 
the dollar value of contracts set aside for award to small business 
was achieved. An Office of Small Business Policy was created in 
the Office of the Assistant Secretary of Defense (Supply and Logistics). 
A Department of Defense Small Business Industry Advisory Group 
was established for the purpose of drawing from industry representa- 
tives an evaluation of Defense small-business policy. Continued 
cooperation with the Small Business Administration was evidenced, 
notably in connection with the support extended by the Department 
of Defense to the countrywide business opportunity meetings spon- 
sored by the Small Business Administration. The Task Force for 
Review of Government Procurement Policies and Procedures, although 
spearheaded by GSA spokesmen, drew heavily on the talents and 
skills of defense planners in combined efforts to simplify Government 
regulations and forms. Success in these endeavors would unques- 
tionably constitute a boom for small business. 

Still and all, it cannot be discounted that the Department of 
Defense small-business program has aged another year with little 
progress being achieved, despite the fact that hundreds are employed 


S. Rept. 1282, 85-2———_§ 
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in carrying out this program. Directives have been issued, regula- 
tions have been written, management tools have been forged, all in 
efforts to foster and further the interests of the smaller company. 
Numerous devices are available, but the search continues for the 
trigger. The procurement Sec retaries and the milits ary chiefs have 
all voiced their approval of the program and their understanding for 
its necessity. Nevertheless, no new and vigorous programs have 
been forthcoming, despite Defense warnings that the complex and 
costly weapons which will be required in the immediate future are, 
for the most part, beyond the productive capability of the smaller 
supplier. No mandatory provisions have been adopted which will 
insure that the policies and sentiments of the Secretaries will be 
followed. Your committee feels that the policymakers have been let 
down by their operational support personnel. That this condition 
is permitted to go unchecked within the rigid framework of the 
military is difficult for your committee to fathom. It is inescapable 
that indifference toward the small-business program, from within and 
below, will manifest itself in the final accounting; then the respective 
procurement Secretaries will have to shoulder the complete and total 
responsibility, which is theirs. 


CHAPTER III 
FINANCIAL PROBLEMS OF SMALL BUSINESS 


SECTION A. TAXES 


The failure to enact tax relief marked a high-point of small business 
frustration during 1957. Just 1 year ago, your committee reported 
that— 


smaller corporations would appear to have a better than even 
chance of obtaining some form of tax relief early in the first 
session of the 85th Congress.! 


As every small-business man well knows, these high hopes were 
not realized during the past year. 

Early in January 1957, Senator John Sparkman, as chairman of 
the Small Business Committee, with several of his colleagues, intro- 
duced a series of bills in the form of a comprehensive tax-reform 
program designed to alleviate the heavy impact of Federal taxes on 
small business, The Sparkman bills (S. 348 through S. 352) put in 
legislative form the various recommendations of groups which had 
studied and commented upon the unequal tax burden. Senator 
Sparkman and other Senators appeared before the Senate Finance 
Committee in support of these proposals, at the time the committee 
was considering the extension of the corporate surtax and excise taxes. 

Although strong backing was indicated for the majority of these 
recommendations, the Finance Committee did not approve any 
small-business amendments to the simple excise and surtax extension 
bill it reported to the Senate. Nonetheless, many supporters of small- 
business tax relief felt that this would be the only opportunity the 
Senate would have to vote upon this important issue in 1957, and 
offered amendments on the floor during the debate on the 1958 
tax bill. 

Thus the Senate, for the first time in 9 years, had an opportunity 
to vote on small-business tax relief proposals, but a combination of 
circumstances prevented this from being true tests of either the need 
or the sentiment for significant small-business tax relief. All amend- 
ments were defeated. 

No other chance was presented for the proponents of tax relief 
to debate and vote on either a limited or comprehensive small-business 
tax-relief measure. Secretary of the Treasury Humphrey continued 
to lead the opposition to any tax relief for any specific segment of the 
economy. Late in the session, President Eisenhower reiterated his 
support of three of the recommendations of the Cabinet Committee 
on Small Business, and also backed a proposal to give additional tax 
deductions for losses incurred by investors in small business. On 
the other hand, the President withdrew his previous support for the 
Cabinet Committee plan to reverse normal and surtax rates as‘a 


18. Rept. No. 46: Seventh Annual Report, Senate Small Business Committee, 1956, p. 35. 
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relief measure, basing his stand on the revenue loss involved and the 
fact that most small businesses are not incorporated.’ 

No action was taken on these four recommendations, or on any 
of the many other small-business tax-relief measures during the re- 
mainder of the first session. 

Recognizing that taxes still represented a major threat to the 
vitality of small business and the free enterprise system, your com- 
mittee authorized and held a 14-day series of public hearings on Fed- 
eral taxation in various cities throughout the United States during 
the last 4 months of the year. Through these hearings, your com- 
mittee received oral testimony or written statements from approxi- 
mately 500 businessmen, representing all lines of endeavor and cover- 
ing some 1,500 pages of testimony. Counsel was also received from 
many tax lawyers, accountants, bankers, and academicians having 
broad knowledge of the problems of small business. 

Almost without exception, these witnesses stated that present 
Federal tax levies had a serious impact on the health and growth of 
independent business, and called the need for reform urgent. 

Your committee has studied this testimony and recently issued 
report summarizing its findings and listing its recommendations early 
in 1958. While recent Russian military and scientific advances have 
caused a reappraisal of defense and revenue requirements, your com- 
mittee maintains that the Nation must protect the vigor of its economy 
and that an investment in small business is a rational step and one 
which will pay high dividends both in economic prosperity and na- 
tional defense. At the very least, reforms entailing small revenue 
losses which would assist many small businesses should be enacted 
without delay. 

SECTION B. FINANCING 


In any study of small business, the problem of adequate financing 
is certain to be a major consideration. Small-business men themselves 
attest to the importance of this subject. A survey made in 1957 in 
connection with the President’s Conference on Technical and Distribu- 
tion Research for the Benefit of Small Business, revealed that of the 
508 replies received from small-business firms, financing was most 
often hsted as being the main problem; more than one-third of the 
firms reporting placed financing at the top of the list. Your committee 
has repeatedly called attention to the needs of small business in this 
area and it has emphasized that the problem is becoming more acute. 
Unless affirmative action is taken in the near future, the growth and 
development of small businesses will be gravely hampered. 

Studies of this problem go back many years. In both 1934 and 1938, 
for example, the Department of Commerce conducted surveys which 
indicated that over 40 percent of all small firms were unable to find 
any source of long-term credit. These findings were seconded by the 
Committee for Economic Development’s small-business study released 
in 1947, which stated: 


One of the fundamental needs of small- and medium-sized 
businesses is more adequate financing. More long-term 
credit * * * and more ownership funds are needed. * * * * 


2 Letter from President Eisenhower to the Honorable Jere Cooper, chairman, Ways and Means Commit- 
tee, House of Representatives dated July 15, 1957. 

88. Rept. No. 1237, Tax Problems of Small Business, Senate Small Business Committee, 85th Cong., 
2d sess. 

4 Meeting the Special Problems of Small Business, the Research and Policy Committee of the Committee 
for Economic Development, June 1947, p. 30. 
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This past spring, in hearings on the credit needs of small business 
conducted by the Small Business Subcommittee of the Senate Banking 
and Currency Committee, primary attention was directed to the need 
of small business for long-term debt and equity capital. Most testi- 
mony pointed out that it is in this area of financing that small business 
faces its greatest difficulty. 

David Scoll, a New York attorney representing several small busi- 
nesses, aptly described the dilemma as follows: 


What the small companies face is an unequal competition for 
capital. To paraphrase George Orwell, the capital markets 
are equally open to all companies, only it is more equal to 
some than it is with others * * *. And the commercial 
banks and insurance companies, faced with a choice of risk, 
being regulated banks and regulated companies and being 
men of caution, are not going to take a chance. And neither 
you nor I, in that position, would want to take a chance.® 


The record seems quite clear that small business over the past 
several years has been finding it more and more difficult to obtain 
necessary long-term debt and equity capital. The reasons for this 
were summarized by Senator Sparkman in recent congressional testi- 
mony he presented on the financing problems of small business: 


There are several reasons for the growing financial needs of 
many small-business firms. One major reason, of course, is 
that with the growth of the large cities and a more complex 
society the traditional type of individual investment in a 
new enterprise on the basis of personal confidence in a friend 
or relation has slowly vanished. Today obtaining funds is 
normally highly impersonal * * *. Also to be considered is 
the fact that it takes a much larger sum to operate a small 
business today than it did a few decades ago and most indi- 
vidual investors are not in a position to furnish the necessary 
funds * * *. Even more important is the tremendous tax 
burden which came about as a result of World War IT and 
which has continued due to the cold war. The high tax levy 
on small firms has made it difficult in many cases for them to 
plow back into the business a very large sum of money. In 
the days of low taxes many businessmen could meet their 
financial needs by increasing equity funds from within the 
business.°® 


In order to help fill the existing gap in the financial structure and 
to make it possible for smaller firms to obtain long-term loans and 
equity capital, Senator John Sparkman has introduced a bill, titled 
“National Investment Company Act,’ 7 which proposes the establish- 
ment of privately owned and operated investment companies which 
would lend and invest money in small-business enterprises. This 
proposal has received strong backing from most small- business 
organizations and other busines ss groups. 

Such investment companies could be formed by five or more persons 
with the approval of the Federal Reserve Board of Governors. Federal 

5 Hearings: Credit Needs of Small Business, Subcommittee on Small Business of the Senate Banking and 
Currency Committee, 85th Cong., Ist sess., 1957, p. 263. 

6 Hearings: Financing Problems of Small Business, House Small Business Committee, 85th Cong., Ist 
sess., November 20, 1957. 


7 8. 2160, introduced May 27, 1957, cosponsored by Senators Clark, Fulbright, Hill, Humphrey, Kefauver 
and O’ Mahoney. 
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Reserve banks also would be permitted to form such companies, by 
themselves or with other persons. In order to encourage formation 
of these companies, certain tax advantages are allowed. 

Although the primary need of smaller firms is for equity capital and 
long-term credit, there still exists a shortage of adequate short-term 
and intermediate-term credit, especially m times of tight money. 
Former Secretary of the Treasury, George Humphrey, in response to 
questioning by Senator George Smathers as to whether the tight money 
policy had held back smaller firms while larger ones continued to 
expand, said: “I think it [tight money] took hold of the smaller ones 
first, and I think it is taking hold of the other ones now.” 8 

In order to encourage financial institutions to make more loans to 
small firms, Senator Sparkman has introduced a bill, titled “Small 
Business Credit Act,’’ which provides that the Small Business Admin- 
istration may insure such loans in much the same manner as under 
the FHA housing program.’ Loans under this plan would be limited 
to 5 years and could not be for more than $250,000. Borrowers would 
pay a yearly insurance premium, just as home buyers do under FHA. 
The insurance would cover 90 percent of the unpaid balance due, the 
uninsured 10 percent serving to maintain the customary prudence of 
financial institutions. 

Your committee is pleased to note that the Federal Reserve Board 
of Governors has undertaken a comprehensive study on the actual 
financing needs of small business. Such a study is long overdue and 
should serve to give more thorough understanding of the financing of 
small business. No study of this magnitude has ever before been 
undertaken. 

In the opinion of your committee, however, the Board’s study- 
not due for completion until 1959—should not serve as a convenient 
excuse for Congress to delay further in acting on legislation designed 
to assist small business in this vital area of financing. There is little 
if any room for doubt that a financial gap does exist and that it is 
working a distinct hardship on small firms, and in a broader sense on 
the Nationasawhole. The record of accomplishment by the Congress 
in this field is not one in which your committee can take pride. 

Your committee is also disappointed that the executive branch has 
not come forward to suggest any proposals to meet the long-term 
financial needs of small business by way of private financial institu- 
tions. Its opposition to the bill to establish private investment 
companies—as expressed by spokesmen for the SBA, Department of 
Commerce, and Department of the Treasury, in testimony before the 
Banking and Currency Committee—and its failure to offer any alter- 
native suggestions, is not encouraging. Even the Small Business 
Administration has dragged its feet on this timely issue. Despite its 
authority to do so, it has failed to make any studies or to issue any 
reports on recommendations on financing. In its appearances before 
congressional committees the SBA has merely repeated the Admin- 
istration’s opposition to present proposals and it has remained mute 
on what can or should be done. Your committee hopes that the 
SBA will adopt a more positive attitude; the meeting held November 
25 by officials of SBA and the SEC with a group of businessmen and 





§ Hearings: Investigation of the Financial Condition of the United States, Senate Finance Committee, 
ery Cong., Ist sess., pt. 1, p. 387, July 1957. 
8. 720, introduced January 17, 1957, cosponsored by Senators Hill and Kefauver. 
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investment bankers to discuss steps to increase the flow of equity 
capital to small business is a step in the right direction, and indicates 
that SBA perhaps will begin to take affirmative action. 

In summation, your committee reiterates its concern as to the 
inability of many well-managed small business firms to obtain the 
necessary financing, without which they cannot develop. This is 
a matter which should be of concern not only to small businesses, 
but to the Nation as a whole, for, if small business cannot obtain 
necessary funds, our free-enterprise system as we know it, cannot 
survive. Prompt congressional action is imperative. 








CHAPTER IV 
ANTITRUST ACTIVITIES DURING 1957 


SECTION A. INTRODUCTION 


Our Nation’s economic policy is best enunciated in its antitrust 
laws. Often called a charter of economic freedom, the Sherman Act 
of 1890 has for its central purpose the protection of ‘trade and 
commerce against restraints and monopolies.” Supplementing this 
basic statute, with its broad prohibitions on competitive restrictions, 
are: (1) the Clayton Act which expressly forbids specific practices 
adjudged steps toward those monopolistic ends condemned by the 
Sherman Act aa (2) the Federal Trade Commission Act which created 
the Federal Trade Commission and empowers it to define and to pre- 
vent the use of unfair methods of competition. Also an integral part 
of our antitrust legislation is the Robinson-Patman Act, an amendment 
to the Clayton Act, which is designed to outlaw pricing practices 
having monopolistic effects. 

To insure that the competitive ideals embodied in the antitrust laws 
would find practical application in the market place, Congress has 
charged the Department of Justice and the Federal Trade Commission 
with the duty of enforcement. In addition to the proceedings of the 
Department of Justice and the Federal ‘Trade Commission, private 
suits by individuals injured in their businesses may be undertaken in 
aid of antitrust enforcement. 

Your committee has long recognized the dominant role to be played 
by the antitrust laws and their enforcement in creating and maintain- 
ing competitive opportunity. It has also been aware that competitive 
opportunity makes for vitality and prosperity in the small-business 
community and that its absence or serious impairment threatens the 
continued existence of small business. Moved by such considerations, 
your committee established some vears ago the practice of reviewing 
annually the enforcement work of the antitrust agencies. In these 
reviews, an examination is made of the character and direction of 
current antitrust enforcement. 


SECTION B. FEDERAL TRADE COMMISSION 


Statistically, the enforcement activity of the Federal Trade Com- 
mission during 1957 shows a stepup over 1956. In its important 
antimonopoly area, the Commission filed 69 complaints, an increase 
of 14 over the preceding year, but entered only 33 orders, a decrease 
of 16. The Commission also issued 251 deceptive-practice com- 
plaints and 180 orders during the year, which compares favorably 
with the 166 complaints and 139 orders approved in 1956. In addi- 
tion, the Commission dismissed 5 antimonopoly and 6 deceptive- 
practice complaints, on grounds that no cause of action was stated. 


34 


EIGHTH ANNUAL REPORT ON SMALL BUSINESS 35 


Antimerger actions 

The antimerger offensive which the Federal Trade Commission 
launched in 1955 and continued throughout 1956 was maintained 
during 1957 with the filing of 4 antimerger complaints.!. Named as 
defendants in these actions are some of the Nation’s biggest corpora- 
tions, all being leaders in their respective industries. 

In a much-publicized antimerger action, the Federal Trade 
Commission charged the Procter & Gamble Co., the country’s leading 
producer of soaps and detergents, with illegally acquiring the Clorox 
Chemical Co., maker of Clorox, the Nation’s largest selling house- 
hold liquid bleach. 

According to the Commission’s complaints, Clorox sold about 48 
percent of ‘all household liquid bleaches in 1956, while the No. 2 
manufacturer sold about 16 percent. The remaining producers, 
about 40, accounted for the balance, with no single company enjoying 
over 5 percent of the market. 

The crucial issue presented in this antimerger action against 
Procter & Gamble is whether a powerful corporation, dominant in its 
own industry, may legally buy its way into a closely related field, 
where its size and market resources would place competitors at a 
decisive disadvantage. 

2. The threat of vertical integration is at issue in the Commission’s 
antimerger action against the Union Carbide Corp., the Nation’s sec- 
ond largest chemical company, for its acquisition of the Visking Corp., 
one of its major customers. Through the merger, the complaint con- 
tends, Union Carbide may exercise the inherent powers of its newly 
fortified position to create a monopoly in the manufacture and market- 
ing of polyethylene, the basic materials for sausage casings. 

Union Carbide’s sales of polyethylene resins, of which it is the 
largest’ producer, represented $91 million, or well over 50 percent of 
the total sales for such resins. The complaint also avers that Visking 
is the dominant manufacturer of synthetic sausage casings and has 
only two competitors in the field, 

Unless the Federal Trade Commission is successful in its prosecu- 
tion of this antimerger complaint, the competitive outlook for manu- 
facturers of polye ‘thylene resins and of synthetic sausage casings will 
be bleak. Ultimately, the effects of the merger W ill also have an 
equally adverse competitive impact upon sausage manufacturers and 
consumers. 

In another significant antimerger action, Automatic Canteen Co. 
was charged by the Commission with unlawfully acquiring one of its 
major competitors, the Rowe Corp. To the cigarette-vending ma- 
chine industry, the complaint alleges, the acquisition means the con- 
solidation of the largest operator of these machines, Automatic, with 
one of the largest, if not the largest, manufacturers of cigarette ma- 
chines. Prior to the acquisition, Automatic and Rowe were 2 of only 
3 vending-machine operators doing business on a national scale. The 
remaining 5,700 operators in the industry conduct only local opera- 
tions the majority of them single proprietorships with only 2 or 3 em- 
ployees. 

In the view of the Federal Trade Commission, the merger has elimi- 
nated competition between two major members of the industry and 





1 Antimerger complaints against the Consolidated Foods Corp. and the Reynolds Metals Co., respec- 
tively, were also approved by the Commission before the end of 1957. However, the complaints were not 
actually served upon the respondents until January 10, 1958. 


S. Rept. 1282, 85—2 6 
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has a reasonable probability of creating a monopoly in the cigarette- 
vending-machine industry for the Automatic Canteen Co. 

4. The Federal Trade Commission also moved against economic 
concentration when it charged the National Sugar Refinery, the Na- 
tion’s second largest domestic sugar refiner, with violating the anti- 
merger law in its acquisition in 1956 of Godchaux Sugars, Inc., the 
seventh nationally ranked sugar refiner. 

The complaint alleges there has been little, if any, expansion in the 
sugar-refining industry since 1939, and that ‘‘a tendency toward 
concentration of production facilities is clearly indicated.” 

According to the complaint, both companies competed in all states 
east of the Mississippi, and in Arkansas, lowa, Louisiana, Missouri, 
and Oklahoma. In this area in 1955, the complaint says, the largest 
refiner, American Sugar Refining Co., delivered 29.3 percent; Na- 
tional was second, with 13.4 percent; and Godchaux was fifth, with 4 
percent. These three companies accounted for 46.7 percent of total 
sugar deliveries. 

Robinson-Patman actions 

In separate complaints, the Federal Trade Commission charged the 
Nation’s two major manufacturers of automobile safety plate glass 
with selling at preferential prices to Ford Motor Co. and General 
Motors. Pittsburgh Plate Glass was charged with having sold 
automobile safety glass to Ford at discounts of as much as 67 percent 
off the price charged independent glass distributors and dealers 
competing with Ford in the resale of this glass. Libbey-Owens is 
similarly charged with having sold at discriminatory prices to General 
Motors. 

In former years, franchised automobile dealers for Ford and General 
Motors obtained their requirements of glass from independent glass 
distributors and dealers. Within recent years, however, both Ford 
and General Motors have almost completely taken over the business 
of supplying their dealers with glass. 

Subsequently, both of these cases were closed by consent orders 
prohibiting Libbey-Owens and Pittsburgh Plate from selling auto- 
mobile safety glass to General Motors and Ford at prices lower than 
those charged competing customers. 

Another important Robinson-Patman Act complaint charges the 
Texas Co. with price discrimination among its service station dealers 
and illegal fixing of the resale price of gasoline. The Texas Co. is 
all.ged to have sold gasoline to some service stations in Virginia at 
prices substantially lower than those charged other customers com- 
peting with the favored dealers. The company’s practice, the com- 
plaint continued, was to grant temporary discounts upon condition 
that dealers agree to post prices ordered by the company. Failure of 
the dealer to post such prices, according to the ¢ omplaint, was regarded 
by the Texas Co. as a reason for not granting the discount, and, i in 
cases where the concession ak be en granted, justification for discon- 
tinuing it, even though the company continued to grant the discount 
to other dealers in the same competitive area. 
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Federal Trade Commission Act, section 5 

Three of the more important cases filed by the Commission will be 
discussed here. 

In the first case, the Commission charged International Shoe Co., 
the world’s largest manufacturer of shoes, and its wholly owned sub- 
sidjary, Shoenterprise Corp., with entering into exclusive-dealin: 
contracts with shoe retailers in violation of section 5 of the Federa 
Trade Commission Act, which prohibits trade practices tending to 
impair or to prevent competition. 

2. Socony-Mobil Oil Co., the Nation’s second largest integrated 
petroleum concern and the 'sixth largest industrial corporation, was 
also charged by the Federal Trade Commission with forcing exclusive- 
dealing arrangements upon its customers. According to the com- 
plaint, Socony-Mobil was granting certain benefits and services to 
automobile dealers and other wholesale and retail customers who 
agreed to handle its petroleum products exclusively and to stop 
handling competitors’ oil and grease. 

The effects of these agreements, the complaint charged, are (1) to 
restrain competitors unreasonably in disposing of their petroleum 
products, (2) to tend to give Socony a monopoly in selling oil and 
grease to auto dealers, and (3) to tend to create a monopoly in the 
purchase of lubrication equipment and facilities. 

The Sun Oil Co. also came under attack by the Federal Trade 
Commission. In a strongly worded complaint, the Commission 
charged the Nation’s 10th largest petroleum company with ‘‘llegally 
fixing the resale price of its Blue Sunoco gasoline, and forcing unwilling, 
independent service station dealers into unlawful agreements which 
are unprofitable to them.” Specifically, the FTC alleged that Sun 
Oil “urged, threatened, coerced, or otherwise persuaded” some of its 
dealers into a consignment plan whereby Sun retained title to all 
gasoline delivered and fixed the price at which the gasoline was sold 
to the public, while the heretofore independent dealer received a 
commission on each gallon sold. In no instance, the Commission 
charged, does this commission come close to the margin of profit 
formerly enjoyed by the dealer. The alleged consignment is a fiction 
and a subterfuge, the complaint stated, its primary aim being to 
enable Sun to fix and maintain the resale price of its gasoline, while at 
the same time it destroys the freedom of action that is normally 
enjoyed by independent businessmen. 

Conclusions 


On the basis of this review of the enforcement record for 1957 of the 
Federal Trade Commission, it appears to your committee that the 
Commission is awakening to the responsibilities of the role it must 
play in efforts to secure and maintain competition in the Nation’s 
economy. It is true, of ont that not all, or even the majority of 
the cases filed or concluded by the Commission during the past year 
possessed the high degree of antitrust significance evidenced in the 
group of cases which have been discussed in this section. But the 
fact remains that, in a truly representative group of 1957 cases, the 
Commission was boldly : and imaginatively striving, although belatedly, 
to eliminate serious anticompetitive conditions and practices. 

As recommended by your committee in prior annual reports, the 
Commission seems now to have all but abandoned its former policy 
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of limiting antitrust enforcement to cases supported by a long line of 
well-established legal precedents. It can be said that the Commission 
manifests little hesitancy in filing cases of first impression or in seek- 
ing judicial clarification of major unsettled issues of law. Moreover, 
the Commission shows no reluctance to move against the industrial 
giants whose competitive malpractices inflict such serious injuries 
upon small business. In the view of your committee, the Commission 
seems determined to use its enforcement machinery resourcefully and 
vigorously to achieve the purpose of the antitrust laws. This spirit 
is in sharp contrast with the attitude of the Commission’s sister anti- 
trust agency, the Department of Justice. 


Recommendations 


It is the hope of your committee that the Commission will improve 
its enforcement record during 1958. The attack against monopolistic 
mergers should certainly be intensified. Moreover, the Commission 
has only begun to scratch below the surface in its drive to eliminate 
unfair and oppressive marketing practices from the petroleum in- 
dustry. Most importantly of all, the Commission must concentrate 
its resources upon the monopoly and impairment of competition that 
exists in those industries consisting of, or dominated by, a few large 
sellers or buyers. 


SECTION C. DEPARTMENT OF JUSTICE 


An examination of the enforcement activity of the Antitrust Di- 
vision of the Department of Justice for 1957 discloses a statistical 
improvement over the Division’s showing for 1956. According to 
the record, the Antitrust Division instituted a total of 56 cases, com- 
pared to the 42 cases initiated by the Division in the preceding year. 
Of the 1957 suits filed, 26 were criminal in character, an increase of 11 
over the 1956 total, and 30 were civil in nature, a gain of 6 over 1956. 
In addition, the Division’s record for 1957 shows that 49 cases were 
terminated, 25 criminal and 24 civil. In 15 of the 25 criminal cases 
closed, the courts allowed the defendants to plead nolo contendere, 
despite the Government’s objections. Seven other criminal cases 
went to trial, with the Government winning 3 and losing 4. Of the 
remaining 3 criminal cases, one was dismissed on motion of the Gov- 
ernment, another was closed by the defendants’ pleading guilty, and, 
in the last action, one defendant pleaded guilty while the court ac- 
cepted the nolo contendere pleas of his codefendants. Of the 24 civil 
suits terminated during 1957, 20 were closed by means of conseut 
judgments. The 4 other civil cases were terminated after litigation, 
with the Division winning 3 and losing 1. 

Although statistical surveys are useful to obtain a broad view of 
the Antitrust Division’s antitrust enforcement activity, a more de- 
tailed study of the cases instituted and concluded is required for a 
proper assessment of the quality of enforcement. 

Criminal process 

Since the Sherman Act is essentially a criminal statute, to be 
enforced primarily by criminal process, your committee has long 
maintained an especial interest in the record of criminal actions 
brought by the Antitrust Division. The bulk of the criminal process 
was directed against small-business men, with 15 of the 26 criminal 
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actions instituted capable of being so characterized. Indictments 
were also secured by the Division against larger companies but such 
cases were, for the most part, concerned either witb local restraints 
or only a limited phase of the defendant corporation’s commercial 
activities. 

Of the criminal proceedings launched by the Division during 1957, 
your committee finds particular antitrust significance in the indict- 
ment obtained against Parke, Davis & Co., a large drug manufac- 
turer. According to the indictment, Parke-Davis and three of its 
officers conspired with various wholesale and retail drug concerns to 
fix the prices at which its products were to be sold in the District of 
Columbia and Norfolk, Va. As fair-trade legislation has never been 
enacted for the District of Columbia and since it has recently been 
voided in Virginia, this action squarely presented the question of 
how far a manufacturer may influence or control the resale prices of 
his customers. 

At the trial of the defendants on the charges of price fixing in the 
District of Columbia, the Government adduced considerable evidence 
bearing on the alleged price-fixing scheme. In the opinion of the 
court, however, Parke-Davis had not entered into any agreements 
with its wholesalers to deny supplies to cutrate retailers and, there- 
fore, could sell to whomever it chose. The court then directed a 
verdict of acquittal for all defendants. Because a verdict of acquittal 
may not be appealed by the Government, much antitrust interest is 
now centered on the Division’s pending companion civil suit against 
Parke-Davis. 

Of the 22 criminal cases closed during 1957, one in particular 
deserves the earnest consideration of your committee. That is the 
criminal action filed November 1, 1955, in which Safeway was charged 
with attempting to monopolize the retail grocery business in large 
areas of Texas and New Mexico. According to the criminal informa- 
tion filed by the Division, Safeway store managers were ordered to 
start price wars which would destroy their competition. The result 
of this predatory pricing attack by Safeway, it was alleged, was to 
drive many independent Texas grocers out of business and to inflict 
severe financial injury upon many others. 

On June 3, 1957, Safeway Stores, the former Safeway president, 
and a division manager, entered pleas of nolo contendere to the charges. 
The court proceeded to impose a fine of $105,000 on Safeway Stores, 
$75,000 on the former president, and $7,500 on the division manager; 
prison sentences were probated. 

The Safeway case marks the first time that any court has imposed 
the new maximum penalty of $50,000 for Sherman Act violations. 
The fines imposed on Safeway are also the largest ever levied on a 
single corporation for antitrust wrongdoing. Furthermore, the fines 
imposed on the former Safeway president are the largest ever recorded 
in an antitrust case. 

Civil process 

Study of the Antitrust Division’s civil enforcement record for 1957 
reveals the institution of only three civil suits having more than routine 
antitrust significance. The first of these suits charged the El Paso 
Natural Gas Co. with violating section 7 of the Clayton Act in its 
acquisition of the Pacific Northwest Pipeline Co. According to the 
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complaint, this merger will substantially lessen competition in the 
purchase and sale of natural gas in several Western States. 

An early trial seems indicated for this case, which presents an 
important question concerning the scope of the antitrust jurisdiction 
of the Department of Justice over mergers occurring in the regulated 
industries as well as a test of section 7’s applicability to mergers 
between regulated corporations. 

The two other civil cases which should be mentioned here specifically 
are those filed against the Greyhound Co. and the Ekco Products Co., 
respectively. ‘The significance of these cases attaches to the fact that 
each was charged with the offense of monopolization, the former in 
the field of bus transportation, and the latter in the bread-pan glazing 
industry. Both of these important cases were terminated by consent 
judgments entered into by the Department of Justice simultaneously 
with the filing of the individual complaints. For this reason, the 
antitrust lessons, if any, to be drawn from these cases cannot be 
stated with certainty. 

Apart from the cases treated above, the list of civil suits instituted 
during 1957 lacked antitrust enforcement luster. The Division seems 
to have limited itself to well-established per se violations, such as 
price fixing, boycotts, tying agreements, and division of markets or 
customers. 

After stating that 20 of the 24 civil cases terminated in 1957 were 
concluded by consent judgments, your committee can find little of 
antitrust consequence to say about such matters. The hard fact is 
that consent judgments are without precedent value and provide but 
slight antitrust illumination. In essence, they amount to no more 
than a negotiated settlement of antitrust problems, in which the 
Government seeks to reform the conduct of the defendant on terms 
acceptable to both parties. 

Civil cases pending 

On June 3, 1957, the Supreme Court ruled that Du Pont’s acquisition 
in 1917-19 of 23 percent of the outstanding stock of General Motors 
violated section 7 of the Clayton Act. The court held that the 
test of section 7 is ‘“‘whether at the time of suit there is a reasonable 
probability that the acquisition is likely to result in the condemned 
restraints.’”’ In short, therefore, an antimerger law violation is not 
cured merely by the passage of time. 

Through this decision, the Supreme Court has revitalized the basic 
antimerger law, making clear the statute’s broad application to all 
mergers that are economically significant. Henceforth, the antitrust 
agencies can vigorously proceed against monopolistic mergers with 
full confidence that section 7 will prove equal to the task demanded 
of it. 


Conclusions 

In review, the 1957 enforcement record of the Antitrust Division of 
the Department of Justice can be described as generally unimpressive. 
Certainly, the Division deserves your committee’s commendation for 
its outstanding work in the criminal prosecution of Safeway Stores. 
Favorable mention should also be made of the Division’s antimerger 
compliant against El] Paso Natural Gas and of several other civil and 
criminal cases instituted. But, unavoidable is the conclusion that 
the Division’s record for 1957 raises serious enforcement questions: the 
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relatively minor antitrust significance of the majority of the cases 
instituted; lack of imagination in its enforcement policy; and the use 
of consent judgments as the customary means of terminating. civil 
cases. To your committee, conscious as it is of the correlation between 
the economic well-being of the small-business community and the 
quality of antitrust enforcement, such a situation strongly suggests a 
need for immediate reform. 


Recommendations 


Your committee hopes that the new Attorney General will, at the 
first opportunity, reexamine enforcement techniques and policies in its 
Antitrust Division. As a first step toward this end, the Department 
might well consider the advisability of launching a series of broad 
economic inquiries into the extent of economic concentration present 
in our Nation’s major industries. Particular emphasis in this en- 
deavor should be placed upon investigation of those industries which 
have already approached a monopolistic character in their organiza- 
tion and market behavior. Second, the Division should be instructed 
to return to a case-by-case method of continuously developing and 
clarifying the antitrust laws, with ideals of competition as well as legal 
precedents serving as guides. 

Your committee has high hopes that its recommended action will be 
earnestly considered by the new leadership in the Department of 
Justice. If it is, a spirit of responsibility and urgency will once again 
motivate the Antitrust Division in its enforcement activity. Cer- 
tainly, the Nation and its small-business community are entitled to 
no less. 

SECTION D. REFUSAL TO DEAL 


The subject of refusal to deal continued throughout 1957 to be one 
about which there was considerable interest evidenced by small busi- 
ness. Your committee continues to receive complaints about refusal 
to sell. In many instances no relief can be afforded the small-business 
man regardless of his injury. For, where the decision of refusal to deal 
is one which is independently arrived at by a vendor and is not in re- 
straint of trade or otherwise in violation of law, the courts presently 
hold that he may refuse to sell to any person for any reason satisfac- 
tory to himself. 

In view of the legality of this position and the widespread interest 
in this subject, your committee undertook a staff study which was 
released in March. Entitled ‘“The Right To Buy—<And Its Denial to 
Small Business,” it was prepared by Dr. Vernon A. Mund of the 
University of Washington, Seattle, Wash.’ 

In a foreward, Senator Sparkman pointed out that refusal to deal— 


has received only slight attention from those professionally 
concerned with the workings of our free-enterprise economy. 
It is our hope that this staff study will stimulate discussion of 
this problem and lead to a fuller understanding of the impact 
of “refusal to deal’? on American business. 


In his study, Dr. Mund pointed out that a study of complaints with 
the Federal Trade Commission and the Antitrust Division, Depart- 
ment of Justice, by business firms, showed that in a great many fields 


28. Doe. No. 32: The Right To Buy—And Its Denial to Small Business, 85th Cong., 1st sess. 
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of business refusal to sell and monopolistic price fixing are the two 
principal antitrust complaints. He stated— 


The plight of small-business firms denied the right to buy is 
further evidenced by the fact that the antitrust agencies so 
frequently advise them that ‘‘the seller has the right to choose 
his own customers,”’ without considering the restraint on the 
capability of such firms to compete in relation to those who 
are able to buy. Dominant sellers boast openly that they 
can decline to sell to some persons because they do not like 
their ties or the color of their hair or for no reason at all, and 
they cite court decisions to support their position. The 
problem is thus one of primary importance for Congress to 
consider. 


The results of his study, avers Dr. Mund, show that- 


new legislation is required to provide effective, general relief 
for the discriminatory practice of refusal to sell, if small busi- 
ness is to enjoy the right tobuy * * *. Asastopgap remedy, 
however, pending action by the Congress, the antitrust 
agencies * * * can provide a measure of relief by a more 
vigorous and effective enforcement of present antitrust 
statutes. 


Dr. Mund’s recommendations are being studied by your committee 
with a view to ascertaining the desirability for new legislation in this 
field. Asa part of its study, your committee has sought the views of 
the Department of Justice and the Federal Trade Commission con- 
cerning Dr. Mund’s analyses and conclusions. Victor R. Hansen, 
Assistant Attorney General, Antitrust Division, Department of Jus- 
tice, has informed the committee that the Department of Justice 


studied this report and agrees that it is a significant step 
forward in analyzing the problems althought we cannot state 
that we are in complete agreement with all of its analyses and 
conclusions * * *, Many years of research and study have 
been given to this very difficult and important subject with- 
out an agreement as to what legislation, if any, should be 
provided to increase the right of small business to buy. 


While recognizing that the manufacturer generally has good reasons 
for adopting his system of conducting his business, Mr. Hansen stated 
that, regardless of their validity, such systems frequently make it 
difficult for the small-business man to obtain the product of his choice. 
However, a seller’s assertion of his right to sell to whom he chooses or 
not sell at all (a principle considered basic to the rights of private 
property and of free citizens) does not justify the utilization by the 
seller of many of the restrictive practices discussed in the report. 
Mr. Hansen indicated that the area of illegality may be extended, but 
he was not prepared to say whether this should be attempted by 
statute or by awaiting court rulings in appropriate cases. He con- 
cluded that “in any event the report has performed a service in 
presenting and analyzing the problems.” * 


3 For full text of Hansen letter, see appendix D, 
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In stating the views of the Federal Trade Commission, Chairman 
John W. Gwynne, stated: 


Dr. Mund’s position that no legitimate purpose can be 
attributed to refusals to sell to financially responsible 
buyers, his characterization of such refusals to sell as monop- 
olistic and his far-reaching recommendations for remedial 
action are of such a nature that the Commission could not 
attempt to express constructive views without a full inquiry 
into and study of the problems in all aspects. 


Chairman Gwynne took issue with Dr. Mund’s thesis that the 
American courts, in upholding the right of a seller to select his own 
customers for any reason personal to himself, have reached this result 
by reason of an erroneous appraisal of the common law on this ques- 
tion. Chairman Gwynne also indicated that Dr. Mund misconstrued 
section 2 (a) of the Clayton Act, relating to sellers selecting their 
customers, and rejected Dr. Mund’s proposal that sales transactions 
between the seller and buyer be conducted on the basis of security 
exchange and commodity market sales. 

Your committee is quite willing to admit the force and validity of 
some of the points raised by the Department of Justice and the Federal 
Trade Commission. Moreover, it recognizes the serious challenge to 
the individual citizen’s freedom to conduct his business in the manner 
he deems fit that is umplicit in even raising the issue. However, it 
is clear that under certain circumstances the freedom of businesses 
has been circumscribed by Congress where the national interest has 
required such action. 

Nonetheless, your committee continues its interest, since (1) the 
subject merits the earnest attention of this committee and of those 
other legislative and executive bodies concerned with business prac- 
tices and ethics, and (2) it is a field susceptible to legislative action. 
Your committee does not seek special status for small businesses in 
their efforts to purchase goods, but it cannot condone discrimination 
against them. 








CHAPTER V 
DISTRIBUTIVE TRADES 
SECTION A. FAIR TRADE IN 1957 


Recent ominous portents for fair trade, manifested by the five 
adverse court decisions of 1956, were even more obvious at the con- 
clusion of 1957. During the year, the Supreme Courts of three States, 
South Carolina, Indiana, and New Mexico, ruled that the nonsigner 
clauses of their respective fair trade laws were unconstitutional. 
These decisions vitiated the effect of fair trade enforcement in those 
States and raised to 13 the number of State supreme courts which have 
made their fair trade statutes ineffectual.' 

While several important manufacturers terminated their fair trade 
programs during 1957, a number of others continued to enforce 
vigorously their fair trade agreements. The Bureau of Education on 
Fair Trade reported in November that a survey which it conducted of 
the following 10 retail fields showed that, overall, most manufacturers 
who have adopted fair trade are continuing their programs in good 
faith, despite setbacks and increasing difficulties: drugstore produc ts, 
books, cigars, jewelry, automotive products, gasoline, photographic 
supplies, hardware, fountain pens, and elec trical appliances. 

Vigorous fair trade enforcement entailed, in a number of instances, 
going into the courts. In the 15 States where the constitutionality of 
fair trade laws has been upheld, enforcement generally has not been 
difficult. However, a notable setback was dealt fair trade when the | 
Second Circuit Court of Appeals ruled that a mail order house, 
located in Washington, D. C., could not be enjoined from advertising, 
offering for sale, or selling a fair trader’s products in New York below 
fair trade prices established under New York’s fair trade act.2. The 
United States Supreme Court denied certiorari. 

Fair trade acceptance remains strong in the gasoline industry in 
New Jersey, where it is credited with providing independent gas 
stations some much-needed relief from price wars which have debili- 
tated that industry during recent years. On the other hand, its 
adoption by major oil companies in New England was short lived. 
Hailed last year as a method for preserving stability in the market 
place, fair trade was abandoned in New England, by early June, as 
a result of the denial by a Massachusetts court of an injunction sought 
by Esso to restrain an independent Esso Service operator from selling 
below Esso’s fair trade price. 

According to the Bureau of Education on Fair Trade and the 
American Fair Trade Council, Inc., the two leading fair-trade organ- 
izations in the country, fair trade’s status can be enhanced only by 
further Federal legislation. 

1 For status of State fair trade laws see appendix G. 
2 General Electric Co. v. Masters Mail Order Co. of Washington, D. C., Inc. (C A-2); 1957), 1957 trade cases; 


68,715 reversing (D. C. N. Y. 1956) 1956 trade cases; 68,503 petition for certiorari denied October 14, 1957 
(355 U. 8. (1957)). 
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The American Fair Trade Council has proposed an amendment to 
the Lanham Act linking the fair-trade price with a manufacturer’s 
trade-mark: The amendment would provide for remedies against 
trade-mark abuses, including: (1) advertising or selling a trade-mark 
product at a price other than that established by the owner of the 
mark, or (2) using the trade-marked product for “baiting”’ or ‘‘switch- 
ing’’ purposes, or (3) misrepresenting the trade-mark product to 
prospective purchasers. The retailer’s privilege to use the trade- 
mark could be cut off for violations of the act. 

A committee appointed by the Bureau of Education on Fair Trade 
was reported in December to have drafted a bill amending the 
McGuire Act. Your committee intends to study carefully the 
proposals of the proponents of a Federal fair-trade law, with full 
cognizance of the economic problems confronting independent manu- 
facturers and retailers. 


SECTION B. TRADING STAMPS 


During 1957, no merchandising medium was subject to greater 
controversy among small-business men than trading stamps. De- 
scribed by the oldest firm in the industry as a means of giving “house- 
wives a discount on small cash purchases,’”’ the stamps are usually 
given one for each 10-cent purchase. For redemption purposes, the 
stamps usually are pasted in small paperbound books which are 
redeemable for merchandise at redemption centers set up by the 
trading stamp companies. 

Some small-business men who wanted specific brands of stamps 
could not obtain them because of the exclusive nature of their dis- 
tribution. This usually resulted in only one merchant in each 
category of business in a community distributing a particular brand 
of stamps. Other stores selling the same items, who wished to give 
stamps had to take on another line and, in some instances, less well- 
known stamps. Conversely, there were merchants giving stamps 
who would have liked to drop the practice but felt they could not so 
long as their competitors gave them. 

No merchandising program enjoyed greater public acceptance 
during the year than trading stamps. An estimated 40 million families 
are saving the stamps which are given by approximately 250,000 
retail units throughout the country and are redeemable for virtually 
anything from lingerie to Cadillac automobiles. 

Throughout this period, your committee has received a number of 
complaints involving trading stamps. The committee has taken no 
position on this merchandising eédhinitiue it has followed closely the 
studies undertaken by the Federal Trade Commission and the De- 
partments of Agriculture and Commerce. 

The Department of Commerce study was reviewed in your com- 
mittee’s seventh annual report. The Department of Agriculture 
issued two reports early in 1957. The first, entitled ““Do Trading 
Stamps Affect Food Costs?” strongly suggested that the “phenom- 
enal’”’ growth of trading stamps may entice more and more consumers 
away from small stores into supermarkets, forcing many smaller food 
retailers out of business. The report reasoned that this trend toward 
supermarkets may result from— 
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increased competition through the use of trading stamps by 
some retailers and through price cutting or other means of 
sales promotion by others—designed to meet the increased 
competition of users of trading stamps. 

This report was criticized by trading stamp companies as being 
based largely on secondary sources of information. The Agriculture 
Department admitted the truth of the criticism, not only for the first 
report but also for another, entitled ‘“Trading Stamps and the Con. 
sumer Food Bill,” which was issued in May. This report cautioned 
consumers to appraise their use of trading stamps on an individual 
basis and stated that the principal component for appraisal is the 
value of the merchandise obtained for stamps, contrasted with the 
cost to the consumer of trading stamps, if any, through increased 
prices for the merchandise with which stamps are given. Presently 
the Department is conducting a survey of the trading-stamp com- 
panies. A report on this survey is expected to be released by the 
Department early in 1958. 

An investigation of trading-stamp operations, begun by the Federal 
Trade Commission in mid-1956 is continuing. The ¢ Sih ewaeiOh in 
October released a statement, predicated upon its investigation, in 
which it said that it did not consider trading stamps in themselves 
to be an unfair method of competition under the laws it administers. 
This position served to confirm the earlier positions of the Com- 
mission when it had reviewed the matter of trading stamps on six 
previous occasions. However, the Commission emphasized that, 
although it had decided not to take action on trading stamps at the 
time, changing circumstances or methods might reveal violations of 
specific provisions of law. For that reason, the Commission stated it— 


intends to continue to study stamp plan operations and will 
take action where necessary to prevent deception of cus- 
tomers, price discrimination, illegal exclusive dealing, boy- 
cott, conspiracy, or any other conduct in violation of the 
Federal Trade Commission or Clayton Acts. 


Chairman Gwynne, in response to your committee’s inquiry con- 
cerning the specific type of complaints and the disposition made of 
them, stated that— 

the complaints the Commission received were in two general 
categories, namely, (1) that the use of trading stamps in the 
sale of commodities is inherently an unfair method of com- 
petition and therefore illegal and should be prohibited with- 
out qualification; and (2) that certain practices used in 
connection with the sale of trading stamps are unfair and 
deceptive * * *. The latter general category includes such 
specific practices as false and misleading representations and 
other deceptions, price discriminations, exclusive dealing, 
loans to customers, refusal to sell and boycott, and con- 
spiracy * * *. In the light of complaints received, the 
Commission investigated the practices of certain trading 
stamp companies. After these investigations were com- 
pleted, the Commission determined on the basis of the facts 
in the investigational records, that it would not be justified 
in issuing complaints challenging, per se, the use of trading 
stamps by the companies investigated. The Commission 
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made no determination as to whether or not the concerns 
investigated might be engaged in the specific practices de- 
scribed above in the second category of the letters of com- 
plaint * * *. The Commission, however, directed the staff 
of the Commission to give further study to the question of 
whether or not there are illegal practices in connection with 
the sale, distribution and use of the various trading stamp 
plans, including the acts and practices referred to in the above 
described second category of complaints. This study is now 
being made. 


Your committee has deferred making any determination of the 
desirability of congressional action on trading stamps until it obtained 


more complete information from the Federal Trade Commission and 
the Department of Agriculture. 


SECTION C, FRANCHISE 


A number of complaints have been received by your committee from 

small-business men concerning the franchise agreements under which 
they operate. The complaints have centered largely around sales 
territory; prohibition of sales to the Government or chainstores by 
other than the manufacturer; and termination of agreements without: 
(1) cause, (2) advance notification, (3) provisions “for the repurchase 
of products, and (4) disposal of real estate. 

Presently, the committee is reviewing the franchises in use in the 
electrical appliance industry. Three major manufacturers in this 
industry have revised their agreements within the past year, after 
conferences with the committee. New agreements have provided 
some much-needed improvements in dealer-manufacturer relation- 
ships. The revised franchises included definite periods of duration, 
with cancellation only for certain specified causes; these provisions 
alone have had the effect of affording dealers with a sense of security 
that previously had not existed. Your committee feels that its 
interest has been a strong motivation in the evolution of more equi- 
table franchise agreements in the gasoline industry, some of which 
provide for tenures of 10 years. 

In other industries as well, manufacturers have voluntarily entered 
into more liberal franchise agreements, and still others are considering 
actively providing more liberal provisions in their agreements. 

These changes are welcomed by the small-business community which 
long has needed franchises with a basis of mutuality of obligation. 
Heretofore, there has been virtually no mutuality in many of the agree- 
ments under which small business operated. Such agreements have 
made possible the cancellations by manufacturers—without advance 
notification—and, in some instances, without cause. Such actions 
were the death knell for small-business men who had spent years 
developing a trade-name consciousness and a market which overnight 
was taken away. It is this grossly unfair situation which has caused 
your committee to feel the necessity for investigation in this area of 
business operations. 

Your committee is involved presently in collecting and studying 
franchises, both present and past with a view to ascertaining whether 
it should recommend that Congress consider the desirability of extend- 
ing the provisions of the day-in-court bill * to other industries. 


$15 U. 8. C. 1221. 
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SECTION D. CROSS-COUPONING AND COUPONING PRACTICES 


While trading stamps were enjoying heretofore unattained pop- 
ularity in 1957, another merchandising medium, cross-couponing, 
appeared to be passing into oblivion. Cross-couponing is a merchan- 
dising program in which a manufacturer issues with the sale of his 
product a coupon of fixed value which may be redeemed by the 
customer only upon the purchase of a specified product made by 
another participating company. The Federal Trade Commission, 
in late January, notified your committee that its investigation of the 
cross- -couponing practices of Pillsbury Mills, General Mills, and 
International Milling Co., begun approximately 2 years earlier, would 
not be pursued further because ‘“The cross-couponing formerly em- 
ployed by these firms had been virtually abandoned.” 

Elsewhere, couponing, a simpler device, whereby a manufacturer 
distributes coupons which are expected to be redeemed for discounts 
on the cost of certain items, was encountering mounting difficulties. 
This situation was the result of grocers’ redeeming coupons for cash 
or other merchandise instead of insisting upon purchases of products 
for which the coupons were intended. In some cities this practice has 
resulted in newspapers rationing editions containing coupons. At 
least one manufacturer felt the full impact of this practice when it 
decided to increase distribution through giveaway coupons. This 
company had printed sets of 12 coupons in full-page advertisements 
in three nationally known magazines. The total value of the coupons 
was $1.45, with grocers to receive an additional $0.24 for handling 
them. Reportedly, a number of people including grocers bought 
bulk quantities of the magazines with a maximum net profit ranging 
from $1.34 to $1.54 per magazine. This fiasco has been widely 
publicized and has served to point up the hazard of couponing to 
manufacturers. Although couponing continues to exist as a merchan- 
dising medium, its scope has been curtailed. The fact that merchants 
readily redeem them without insisting upon adherence to the manu- 
facturers’ stipulations is hastening the demise of couponing. 


CHAPTER VI 
GOVERNMENT COMPETITION 


Government competition with private enterprise is not a subject 
new to your committee. In 1953 this committee conducted hearings 
to investigate complaints that the Navy and Air Force were operating 
nine aluminum smelting plants to the great detriment of private scrap 
metals dealers who smelted or “‘sweated’”’ waste aluminum commer- 
cially. After the hearing, two Defense-operated smelters were closed. 

Your committee has received increasingly frequent complaints 
about Government-run commercial and industrial activities. There- 
fore, Senator Edward J. Thye, chairman of your committee’s Sub- 
committee on Relations of Business With Government, felt that 
further investigations of such activities were urgently needed in 1957. 
Under Senator Thye’s lead, the subcommittee held 2 days of public 
hearings on the subject last year, and drafted a report which was 
approved by the full committee and submitted to the Senate.' 

The subcommittee requested Percival F. Brundage, Director, 
Bureau of the Budget, and Perkins McGuire, Assistant Secretary of 
Defense (Supply and Logistics), to appear before it on April 16 with 
reports on efforts to eliminate commercial- and industrial-type opera- 
tions in the civilian and defense agencies. The Budget Director gave 
to the subcommittee the results of an inventory of commercial- 
industrial activities of the Government and recounted efforts to reduce 
that inventory. Of the 19,265 commercial-industrial activities found 
in the civilian agencies, 289 had been reviewed, and of those reviewed, 
half, or 145, had been discontinued, according to Mr. Brundage. 
Remaining to be reviewed were 18,976 activities. The Department 
of Defense apparently had not inventoried all of its commercial- 
industrial activities, but it had selected for review and possible dis- 
continuance 1,715 individual operations in 49 categories. Defense 
had discontinued or curtailed 324 of the 797 operations reviewed. 

After receiving from administration officials a general review of 
efforts to get the Federal Government out of competition with private 
enterprise, the subcommittee turned its attention to specific instances 
of such compet'tion. These involved paint manufacturing activities 
of the Navy and (at a later hearing on May 22) plans for the installa- 
tion of baking and ice-cream producing equipment in the cadet dining 
hall of the Air Force Academy under construction at Colorado Springs, 
Colo. In these cases the committee challenged specific Government 
operations and was successful in securing their elimination.” 

Unhappily, however, the committee’s recommendations for fuil- 
scale efforts at all administrative levels to eliminate Government com- 
petition with private enterprise have not been so successful as have 
“48. Rept. 1015: Government Competition With Private Business, Senate Small Business Committee 


85th Cong., Ist sess.; and hearings: Senate Small Business Committee, Government Competition With 
Private Business, 1957,’’ April 16 and May 22, 1957. 


2 As to paintmaking, see Department of the Navy memorandum of October 3, 1957, to Secretary of Defense. 
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its recommendations for eliminating specific operations. The adminis- 
trative agencies seem unwilling to carry out Bureau of the Budget 
plans and committee recommendations for extensive reductions in 
commercial- and industrial-type operations. Your committee feels 
that the Congress should consider carefully the possibility of enacting 
legislation to require greater action in this field. 

Until such legislation is passed, your committee can only focus 
attention on a few of the more glaring invasions by Government of 
fields of private endeavor. In the meantime it repeats two recom- 
mendations contained in its report of August 19, 1957: ° 


(1) That all Government agencies abstain from initiating 
any commercial activity and expedite the discontinuance of 
any such activity already engaged in which provides a prod- 
uct or service for Government use when such product or 
service may be cbtained with reasonable convenience, in like 
quality and quantity at a fair and reasonable price, through 
ordinary business channels. Exception should be made only 
when it is clearly demonstrated that the public interest is 
better served. 

(2) That the Defense Department—the agency with 
greater opportunity than any other to reduce Government 
competition—accelerate the rate at which its competitive 
commercial enterprises are being closed. 


3 See footnote 1. 





CHAPTER VII 
REGULATORY AGENCIES 


SECTION A. INTRODUCTION 


Your committee has during the past year continued its surveillance 
of the activities of the regulatory agencies of the Federal Government 
with a view to insuring that the commissions and boards created by 
the Congress to regulate certain industries do not, willfully or without 
intending to do so, discriminate against the segments of those indus- 
tries made up of small businesses. 

Of course, this committee does not advocate that the smaller 
businesses should be favored or pampered by the regulatory bodies; 
rather the goal is fair treatment for all. The natural tendency of 
the agencies to be preoccupied with the problems of the larger com- 
panies under their jurisdiction and the need for them to be aware of 
and to overcome this tendency has been treated at some length in 
several of your committee’s previous reports. 

It is also the view of your committee that the agencies have an 
obligation to protect the interest of the public in making rules of 
general applicability within the industry, which requires them to 
play an active role. Thus, your committee criticized the Federal 
Communications Commission because of its attitude that a number of 
applicants for a change in FCC regulations “had not made out a case 
for their request.”” Congress intended for the regulatory agencies to 
do more than resolve conflicts between competing financial interests. 
If someone proposes a new rule or a change in rules that could benefit 
the public, the agency has the duty to consider the feasibility and the 
means for implementing the request. In any conflict over rulings 
of general applicability between large and small interests within an 
agency, the larger companies will normally be able to muster a greater 
number of technical and legal experts, and perhaps a higher paid and 
more able group, than will their smaller opponents. In such a situa- 
tion the age ney cannot afford to let the public interest rest on the out- 
come of an “adversary proceeding.” It has an affirmative obligation 
to bring its ingenuity and tec hnical talents to bear on the problem to 
insure that the public interest is served in the best fashion possible. 


SECTION B. FEDERAL COMMUNICATIONS COMMISSION 


Acting upon the complaints of numerous owners and operators of 
small radio stations whose operations are restricted to daylight hours, 
your committee conducted an intensive inquiry into the alleged fail- 
ure of the Federal Communications Commission to act within a reason- 
able period of time upon a request of those radio stations for extended 
and stabilized hours of operation. 

Upon initial inquiry by the committee staff, it became apparent 
that the question of the hours of operation of the 1,300 daytime radio 
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stations (of the total of 3,170 AM stations in the United States) had 
been before the FCC in one form or another since 1945. It was also 
clear that the position of these daytime radio stations was vigorously 
contested by radio stations assigned the dominant use of various fre- 
quencies , the so-called clear-channel stations. In addition, the Day- 
timers were opposed, to a lesser extent, by a large number of regional 
broadcasting stations whose operations, although limited to re ‘lativelv 
small geographic: al regions, were full time. ‘Your committee’s in- 
terest rested upon two grounds: First, although virtually all radio 
stations in the United States fell within the definition of small busi- 
ness, the Daytimers were, by and large, considerably smaller and less 
manent) than their prime opponents, the clear channels; and, sec- 
ondly, the impact of limited hours of operation of daytime radio sta- 
tions fell most heavily upon the very small businesses located within 
the communities served by those stations who are deprived of an im- 
portant advertising medium, particularly during the winter months 
when the hours of daylight were few and when their demand for ad- 
vertising during the Christmas season was at a peak. 

Recognizing as it did that the problems posed by the application 
of the daytime radio stations for the right to broadeast throughout 
the calendar year from 5 a. m., or sunrise (whichever is earlier), to 
7 p. m., or sunset (whichever is later), were exceedingly complex and 
the subject of heated controversy, the committee appointed a Special 
Subcommittee on Daytime Radio Bros 1dcasting, comprised of Senator 
Wayne Morse, chairman, and Senators Alan Bible and Andrew F. 
Schoeppel. Hearings were conducted by the subcommittee on April 
29 and 30, 1957.! 

The first portion of the hearings was devoted to those witnesses 
who favored granting greater hours of operation to the daytime radio 
stations and an impressive group of witnesses explained to the special 
subcommittee the important role played by daytime radio stations in 
their respective communities. They stressed the importance of their 
local radio stations and the greater service that could be performed if 
the hours of the Daytimers were extended. 

Those who opposed the Daytimers’ proposal pointed to the technic val 
problems involved in nighttime radio operation. They explained that 
during the hours of darkness a cumulus layer formed over the earth’s 
surface which reflected radio signals tows ard the earth, thereby increas- 
ing significantly the area in which the radio signals could be heard. 
The most important benefit from this particular phenomenon was 
the ability to supply radio service to remote and isolated areas unable 
to support local radio stations. The great disadvantage lay in the 
creation of intolerable interference. That is to say, signals of radio 
stations operating on the same frequency were distorted and the areas 
within which a satisfactory signal could be heard were vastly reduced. 
Thus, claimed the witnesses ‘for the clear-channel stations, granting 
the request to permit the operation of daytime radio stations during 
hours when the cumulus layer caused this so-called skywave propaga- 
tion would provide service to a handful of listeners of each daytime 
station but would, at the same time, deprive millions of listeners of 
service provided by the clear -channel stations operating on those 
frequencies. 


! Hearings: Daytime Radio Broadcasting, Senate Small Business Committee, April 29, 30, 1957, 85th 
Cong., 1st sess. 
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The special subcommittee received an intensive briefing on the 
economic, technical, and public-service aspects from parties who, in 
essence, “had an ax to grind.” It then felt that it would be appro- 
priate to hear from the Federal Communications Commission which 
was the object of the Daytimers’ criticism and which, after all, had 
the responsibility delegated to it by the Congress to protect the interest 
of the public in matters of this nature. 

The Federal Communications Commission, represented by two 
members, the General Counsel, and Chief Engineer, undertook to 
present the Commission’s position. First, a presentation similar to 
that of the clear-channel broadcasters made it evident that the Com- 
mission could not simply permit extended hours of operation by day- 
time radio stations without creating havoc under the present allocation 
of radio frequencies. ‘Then the Commission representatives undertook 
to explain the reasons for the failure of the Commission to take any 
positive action on the application which had been before the Com- 
mission since April 1954, and on the clear-channel case which had 
been initiated by the Commission in 1945. 

Based upon the hearings and independent study of the issues raised, 
your committee concluded that the daytime broadcasters had raised 
a legitimate question concerning the basic policy governing the 
allocation of radio frequencies in the United States. The committee 
found that the Federal Communications Commission’s failure to act 
on the issues raised by the petition was ‘unwarranted and inexcus- 
able” and that the Commission had taken a negative attitude. Your 
committee wee the FCC for continuing a temporary “freeze” 
for over 10 years and expressed the opinion that it was ‘‘too broadly 
drawn” and had been administered in a manner discriminatory 
against daytime stations. In the opinion of the committee, the FCC 
had placed undue reliance upon engineering data and had given in- 
sufficient attention “to the more practical question of actual radio- 
listener preference and practice.’ ? 

The committee recommended that the FCC expedite its considera- 
tion of these proceedings and urged it to— 


utilize its own judgment, technical competence and inge- 
nuity, and that of its staff, in reaching decisions which are 
best calculated to promote the interests of the public. 


The FCC was advised to modify the ‘‘freeze’”’ or administer it so that 
the maximum amount of service would be received by the audiences 
of daytime radio stations. 

The FCC was asked to report by January 7, 1958, on the progress 
made by it in reaching a determination in the Daytimers’ case. The 
committee also suggested that, despite its belief that the FCC was the 
most appropriate body to resolve the issues proposed by the petition, 
it would feel compelled to urge Congress itself to act on the matter if, 
in the committee’s judgment, the FC C “does not give evidence of its 
intention to pursue an active course”’ in considering the petition. 

In response to its request for a report on progress by the FCC, the 
committee has been advised by the Chairman of the Commission ‘that 
it has held “a number of intensive sessions during the past 90 
days” in an effort to resolve the Clear Channel and Daytime skywave 


2 The detailed conclusions and recommendations of the committee are set forth in 8S. Rept. 1168: Daytime 
Radio Stations, Senate Small Business Committee, September 1957, 85th Cong., Ist sess., p. 29-31. 








54 EIGHTH ANNUAL REPORT ON SMALL BUSINESS 


proceedings. On December 19, 1957, the Commission issued a “‘ No- 
tice of Proposed Rulemaking, ”” requesting parties interested in these 
proceedings to file detailed information on the various issues raised. 
Such views are to be filed on or before March 18, 1958, and the 
impression created by the notice is that the Commission will reach 
a firm decision shortly thereafter. Although the many flurries of 
Commission interest in these proceedings in the past have died 
without any positive action being taken, your committee is en- 
couraged that the FCC has taken seriously the most recent criticism 
and recommendations and that at long last a decision is imminent. 
In any event, your committee intends to continue its interest in the 
matter until the FCC meets its obligation to render a decision. 


SECTION C. INTERSTATE COMMERCE COMMISSION 


In the fall of 1955, your committee, acting upon numerous com- 
plaints received from motor carriers, conducted an inquiry into the 
Motor Carrier Act of 1935. Following public hearings, your com- 
mittee issued a report which recommended, among other things, that: 


The recent growth of Commission-sanctioned mergers in the 
trucking field has placed smaller trucking concerns at an 
increasing disadvantage .* 


Senator Andrew F. Schoeppel dissented from the report of the com- 
mittee and, with respect to the point on mergers, stated: 


There is no factual basis in the record for the implications 
which are made by the majority in their report that the 
mergers approved by the Commission plac e smaller trucking 
concerns at an increasing disadvantage.* 


Therefore, your committee undertook to secure the data necessary 
to an understanding of the policy of the Commission toward mergers 
and the impact, if any, of such mergers on the concentration of con- 
trol of the business within the industry. — little information 
and no analysis was available at the ICC, elsewhere, your com- 
mittee arranged for two economists to serve as consultants to the 
committee to perform the task. With the fullest cooperation from 
the ICC, which made available to them all basic data, the consult- 
ants reviewed over 1,400 applications for merger approval under 
section 5 of the Interstate Commerce Act, read Commission and 
court opinions, studied compilations and tables prepared by the ICC, 
and prepared a report summarizing the data they had obtained and 
their conclusions, based upon analysis of the information. 

At the conclusion of the study, committee hearings were arranged 
in which the authors of the staff report explained the manner in 
which the information was obtained and discussed briefly the more 
important features of it. In addition, the ICC, which had been 
provided a copy of the proposed report prior to the hearing, was 
afforded the opportunity to present its views and to question or 
challenge the report. During the 4 days of hearings in July 1957, 

3S. Rept. 1693: Competition, Regulation, and the Public Interest in the Motor Carrier Industry, Senate 


Small Business Committee, 84th Cong., 2d sess., p. 27. 
4 Tbid., p. 31. 
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the report was thoroughly discussed by members of the committee, 
the authors, and spokesmen for the ICC.° 

A report setting forth committee views on the many issues is in 
the process of preparation at this time, since it seems advisable for 
the committee to set forth its views on the subject of mergers as they 
apply to the trucking industry. 


5 Hearings: Trucking Mergers and Concentration, Senate Small Business Committee, 85th Cong., Ist 
sess., 1957. 
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APPENDIx B 


MEETINGS AND HEARINGS OF THE SELECT COMMITTEE ON SMALL 
BUSINESS, UNITED STATES SENATE, 85TH CONG., 1ST SESS., 1957 
1957 

Mar. 11 Hearing, Subcommittee on Government Procurement. Case 
studies in Government procurement. Heard complaints of 
small oil refiners on price practices being followed by the 
Military Petroleum Supply Agency in the conduct of its 
set-aside program. 

Mar. 12_.- Hearing, Subcommittee on Government Procurement. Case 
studies in Government procurement. Continued hearings on 
various complaints of small-business men concerning current 
Department of Defense procurement policies and procedures. 
Heard Assistant Secretary of Defense Perkins McGuire and 
other Government officials. 

Mar. 13 Hearing, Subcommittee on Government Procurement. Case 
studies in Government procurement. Concluded this series 
of hearings on various complaints of small-business men 
concerning procurement policies and procedures of the Defense 
Department. Heard Assistant Secretary of the Air Force 
Dudley C. Sharp and other representatives of the Department 
of the Air Force, the Department of the Navy, and the Small 
Business Administration. 

Mar. 14 Hearing, full committee. Received progress report on the 
activities of the Small Business Administration from Wendell 
B. Barnes, Administrator of SBA; also testimony from John 
Marschalk, executive director, Strategic Industries Association; 
and Ernest Kaltenbach, Smaller Business of America, Inc. 

Mar. 15 Hearing, full committee. Concluded hearings on the activities 
of the Small Business Administration, with testimony from 
Wendell B. Barnes, Administrator of SBA; Otis H. Ellis, 
general counsel, National Oil Jobbers Council; and George 
J. Burger, vice president, National Federation of Independent 
Business. 

Apr. 16__.___. Hearing, Subcommittee on Relations of Business With Govern- 
ment. Received a report from Director of the Bureau of the 
Budget, Percival F. Brundage, regarding the progress being 
made to eliminate Government competition with private enter- 
prise. Heard representatives of the Department of Defense 
and representatives of the paint industry. (Hearings continued 
to May 22, 1957.) 

Apr. 29 . Hearing, Subcommittee on Daytime Radio Broadcasting. Began 
hearings on complaints of small daytime radio stations that the 
Federal Communications Commission failed to act on the peti- 
tion of the Daytime Broadcasters Association, Inc., for ex- 
tended hours of operation. Heard daytime broadcasters. 

Apr. 30 Hearing, Special Subcommittee on Daytime Radio Broadcasting. 
Concluded hearings with testimony from representatives from 
the Federal Communications Commission. 

May 21______ Executive meeting, full committee. Adopted committee rules of 
procedure; agreed upon a program for remainder of the year; 
approved publication of a staff report on the trucking industry, 
contingent upon a poll of the full committee membership; and 
appointed subcommittees and memberships thereto. 

May 22 _. Hearing, Subcommittee on Relations of Business with Govern- 
ment. Concluded hearings on Government competition with 
private industry. Heard representatives of various industries, 
including the baking, dairy and ice-cream industries; also 
heard John M. Ferry, Special Assistant for Installation, 
Department of the Air Force. 

June 25__._.. Hearing, Subcommittee on Government Procurement. Began 
hearings on small-business policies and programs of Govern- 
ment agencies. Heard Assistant Secretary of Defense Perkins 
McGuire and Assistant Secretary of the Army (Logistics) 
Frank Higgins. 
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June 26_____. Hearing, Subcommittee on Government Procurement. Con- 
tinued hearings on small-business policies and programs of 
Government agencies, with testimony from Jack W. Askins, 
Army small-business adviser, and other representatives of the 
Department of the Army. 

June 28_____- Hearing, Subcommittee on Government Procurement. Con- 
tinued hearings on small-business policies and programs of 
Government agencies, with testimony from Assistant Secretary 
of the Air Force for Materiel, Dudiey C. Sharp; Gen. E. W. 
Rawlings, Chief, Air Materiel Command; and other Air Force 
representatives. (Hearings continued to July 11.) 

Saly tos. Hearing, full committee. Received from Dr. Walter Adams and 
Dr. James B. Hendry, professors of economics, Michigan State 
University, a summary of a staff report entitled: “Trucking 
Mergers, Concentration, and Small Business: An Analysis of 
ICC Policy, 1950—56.”’ Testimony was also received from Owen 
Clarke, Chairman of the ICC. 

July 2 Hearing, full committee. Continued hearings on staff report 
relating to mergers and concentration in the trucking industry, 
with further testimony from Dr. Walter Adams and Dr. James 
B. Hendry, professors of economies, Michigan State University; 
Owen Clarke, Chairman of the ICC; and Richard F. Mitchell, 
member of the ICC. 

July 11 Hearing, full committee. Resumed hearings on the staff report 
entitled: “‘Trucking Mergers, Concentration, and Small Busi- 
ness: An Analysis of the ICC Policy, 1950—56,”’ with additional 
testimony from Dr. Walter Adams, professor of economics, 
Michigan State University. 

July 11 Hearing, Subcommittee on Government Procurement. Resumed 
hearings on small-business policies and programs of Govern- 
ment agencies, with testimony from Assistant Secretary for 
Material, Fred A. Bantz, Department of the Navy, and other 
representatives of the Navy and Marine Corps. 

July 12 _ Hearing, full committee. Concluded hearings on the staff report 
entitled: ‘‘Trucking Mergers, Concentration, and Small 
Business: An Analysis of ICC Policy, 1950-56,” with further 
testimony from Dr. Walter Adams, professor of economics, 
Michigan State University. 

July 12 Hearing, Subcommittee on Government Procurement. Continued 
hearings on small-business policies and programs of Government 
agencies, with testimony from bureau chiefs of the Department 
of the Navy. 

July 30 Hearing, Subcommittee on Government Procurement. Con- 
cluded hearings on small-business policies and programs of 
Government agencies with testimony from the chiefs of the 
Technical Services of the Army. 

Sept. 16 .. Hearing, full committee. Began hearings in Phoenix, Ariz., on 
tax problems of small business, with testimony from Arizona 
small-business men. 

Sept. 18_-. Hearing, full committee. Continued hearings on tax problems of 
small business in Los Angeles, Calif., with testimony from small- 
business men from Los Angeles and vicinity. 

Sept. 20 _. Hearing, full committee. Continued hearings on tax problems of 
small business in San Francisco, Calif., with testimony from 
small-business men from San Francisco and vicinity. 

_.... Hearing, full committee. Continued hearings on tax problems of 
small business in Boston, Mass., with testimony from small- 
business men of Boston and vicinity. 

Oct. 2........ Hearing, full committee. Continued hearings on tax problems of 
small business in New York City, with testimony from small- 
business men from New York and vicinity. 

Mow Sicsic: ue Hearing, full committee. Continued hearings on tax problems 
of small business in Miami, Fla., with testimony from Florida 
small-businessmen. 

Nov. 12__..... Hearing, full committee. Continued hearings on tax problems of 
small business in Chicago, Ill., with testimony from small- 
business men from Chicago and vicinity. 


~ 


Sept. 30 








60 EIGHTH ANNUAL REPORT ON SMALL BUSINESS 


Now; 13.:.s.<« Hearing, full committee. Continued hearings on tax problems of 
small business in Minneapolis, Minn., with testimony from 
small-business men from Minneapolis and vicinity. 


Nov. 14..-...- Hearing, full committee. Heard problems of small-business 
men in the Pacific Northwest, Portland, Oreg. 
Nov. 15......- Hearing, full committee. Continued hearings on tax problems of 


small business in Portland, Oreg., with testimony from small- 
business men from Oregon. 

) ae | a Hearing, full committee. Continued hearings on tax problems 
of small business in Denver, Colo., with testimony from 
Colorado small-business men. 

DOW dees do oud Hearing, full committee. Continued hearings on tax problems 
of small business in Wichita, Kans., with testimony from 
Kansas small-business men. 

BPO. Biicncho on Hearing, full committee. Continued hearings on tax problems 
of small business in Birmingham, Ala., with testimony from 
Alabama small-business men. 

Dec. 4.....--. Hearing, full committee. Continued hearings on tax problems 
of small business in Dallas, Tex., with testimony from Texas 
small-business men. 

ee || oe oe Hearing, full committee. Concluded hearings on tax problems 
of small business in Milwaukee, Wis., with testimony from 
Wisconsin small-business men. 


ApPENDIx C 


LIST OF PUBLICATIONS ISSUED BY THE SELECT COMMITTEE ON SMALL 
BUSINESS, UNITED STATES SENATE, 85TH CONGRESS, 1ST SESSION, 1957 


HEARINGS 


Government Procurement, 1957: Case Studies in Government Procurement, 
March 11, 12, and 13, 1957. 

Small Business Administration, 1957: Annual review of the activities of the Small 
Business Administration, March 14 and 15, 1957. 

Government Competition with Private Business, 1957: Progress report on dis- 
continuance of commercial-type operations by the Federal Government, 
April 16 and May 22, 1957. 

Daytime Radio Broadcasting, 1957: Problems arising out of the petition filed 
by the Daytime Broadcasting Association, Inc., with the Federal Communica- 
tions Commission for extended hours of operation, April 29 and 30, 1957. 

Trucking Mergers and Concentration: Mergers and possible growth of concen- 
tration in the trucking industry, and an appendix entitled, ‘“Trucking Mergers, 
Concentration, and Small Business: An Analysis of Interstate Commerce 
Commission Policy, 1950-56,” prepared by Dr. Walter Adams and Dr. James B. 
Hendry, for the Senate Small Business Committee, July 1, 2, 11, and 12, 1957. 

Small-Business Participation in Government Procurement, 1957: Small-business 
policies and programs of Government agencies, June 25, 26, 28, July 11, 12, 
and 30, 1957. 

Tax Problems of Small Business: The impact of Federal taxation on small busi- 
ness, part 1: 

September 16, 1957, Phoenix, Ariz. 
September 18, 1957, Los Angeles, Calif. 
September 20, 1957, San Francisco, Calif, 
September 30, 1957, Boston, Mass. 
October 2, 1957, New York, N. Y. 

Tax Problems of Small Business: The impact of Federal taxation on small busi- 
ness, part 2: 

November 5, 1957, Miami, Fla. 
November 12, 1957, Chicago, Ill. 
November 13, 1957, Minneapolis, Minn. 
November 15, 1957, Portland, Oreg. 
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Tax Problems of Small Business: The impact of Federal taxation on small 
business, part 3: 
November 20, 1957, Denver, Colo. 
November 22, 1957, Wichita, Kans. 
December 2, 1957, Birmingham, Ala. 
December 4, 1957, Dallas, Tex. 
December 10, 1957, Milwaukee, Wis. 
Small-Business Problems in the Pacific Northwest, 1957, Portland, Oreg., Novem- 
ber 14, 1957. 
REPORTS 


Senate Report No. 46: Seventh Annual Report of the Select Committee on Small 
Business, United States Senate, February 1, 1957. 

Senate Report No. 1015: Government Competition with Private Business: Dis- 
continuance of commercial-type operations by the Federal Government, 
August 19, 1957. 

Senate Report No. 1111: Government Procurement, 1957: Case studies in Gov- 
ernment procurement, August 23, 1957. 

Senate Report No. 1168: Daytime Radio Stations: Extended hours of operation 
for daytime radio stations, September 11, 1957. 

Senate Report No. 1170: Government Procurement Policies: Small-business 
participation in Government procurement, 1957, December 30, 1957. 

Senate Report No. 1237: Tax Problems of Small Business, January 30, 1958.1 


DOCUMENT 


Senate Document No. 32: The Right To Buy—And Its Denial to Small Business: 
A report prepared by Dr. Vernon A. Mund for the Select Committee on Small 
Business, United States Senate, March 1957. 


Apprenpix D 


LETTER TO SENATOR SPARKMAN FROM DEPARTMENT OF JUSTICE, 
GIVING VIEWS ON “THE RIGHT TO BUY—AND ITS DENIAL TO SMALL 
BUSINESS”’ 

DEPARTMENT OF JUSTICE, 
Washington, June 25, 1957. 
Hon. Joun SPARKMAN, 
Chairman, Select Committee on Small Business, 
United States Senate, Washington, D. C. 


My Dear Senator SpaRKMAN: This refers to your letter of March 
26, 1957, concerning the copy of Senate Document No. 32, entitled 
“The Right To Buy—<And Its Denial to Small Business’’ prepared 
by Dr. Vernon A. Mund for your committee. We responded to 
your letter initially on April 12, 1957. 

We have studied this report and agree that it is a significant step 
forward in analyzing the problems although we cannot state that 
we are in complete agreement with all of its analyses and conclusions. 

Many years of research and study have been given to this very 
difficult and important subject without an agreement as to what 
legislation, if any, should be provided to increase the right of small 
business to buy. Obviously small business is deeply concerned and 
seriously alarmed about this problem. Recently the Department 
received a complaint from a small independent wholesaler in a Mid- 
west State, a portion of which is as follows: 

“Without remedy available to us and to others similarly situated, 
the independent wholesaler, basing his purchases on the needs of his 
customers, will soon cease to exist. 


18. Rept. No. 1237 covers tax hearings held during the 85th Cong.. Ist sess., but was not published until 
the 2d sess. of the 85th Cong. 
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“Tn its place will then be only so-called distributors at the complete 
mercy and control of manufacturers of a large related product line. 
A small manufacturer then, no matter how meritorious his particular 
item, will have no means open to him to get immediate substantial 
distribution, as the independent wholesale merchant with an estab- 
lished sales organization will no longer be in the picture.”’ 

We realize the manufacturer generally has good reasons for adopting 
and operating his system in conduc ting his “business. On the other 
hand, valid as such reasons may be, the small-business man is fre- 
quently hard put to obtain the product of his choice. This might 
result from the assertion by the seller of his right to sell to whom he 
chooses or not sell at all. This principle has been considered basic 
to the rights of private property and of free citizens. However, the 
protection of this principle does not justify the utilization by the seller 
of many of the restrictive practices discussed in the report. Some 
of these practices are already, as your report recognizes, considered 
illegal. Others, though they may impose hardships on small business, 
are not so considered unless they are a part of an illegal program. It 
may be that eventually the area of illegality will be extended. 
Whether this should be attempted by statute or whether we should 
await court rulings in appropriate cases, I am not now prepared to say. 
In any event, your report has performed a service in presenting and 
analyzing the problems. 

Sincerely yours, 
Victor R. Hansen, 
Assistant Attorney General, Antitrust Division. 


ApPpENDIX E 


LETTER TO SENATOR SPARKMAN FROM FEDERAL TRADE COMMISSION, 
GIVING VIEWS ON “THE RIGHT TO BUY—AND ITS DENIAL TO SMALL 
BUSINESS” 

FrperRAL TRADE COMMISSION, 
Washington, May 15, 1957. 
Hon. JoHN SPARKMAN, 
Chairman, Select Committee on Small Business, 
United States Senate, Washington, D. C. 

Dear SENATOR SPARKMAN: We have reviewed with interest the 
copy of Senate Document 32, 85th Congress, Ist session, The Right To 
Buy—And Its Denial to Small Business, transmitted by your letter 
of March 26, 1957. Dr. Mund has apparently spent a great deal of 
time and effort in the preparation of the monograph. 

Dr. Mund’s position that no legitimate purpose can be attributed 
to refusals to sell to financially responsible buyers, his characteriza- 
tion of such refusals to sell as monopolistic and his far-reaching rec- 
ommendations for remedial action are of such a nature that the Com- 
mission could not attempt to express constructive views without a 
full inquiry into and study of the problems in all aspects. At the same 
time, comment is deemed appropriate on certain assumption of Dr. 
Mund as to current law in order that the problem may be approached 
in a proper perspective with respect to the legal situation as we find 
it today. 
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While he recognizes that American courts have consistently upheld 
the right of a seller to select his own customers for any reason personal 
to himself, Dr. Mund takes the position that the courts have reached 
this result by reason of an erroneous appraisal of the common law on 
this question. Dr. Mund advocates a reappraisal by the courts of 
the common law and an overruling of such decisions. Quite apart 
from any contention of erroneous appraisal by the courts of the 
common. law, the right of a seller to be free to select his own customers 
is sO deep-seated a principle of American jurisprudence that there can 
be no reasonable expectation that the courts will reverse themselves 
on this proposition. 

Dr. Mund construes the proviso contained in section 2 (a) of 
the Clayton Act that nothing therein cortained shall “prevent 
persons * * * from selecting their own customers in bona fide 
transactions and not in restraint of trade” as a positive statutory 
prohibition of selection of customers in restraint of trade. He pro- 
ceeds to construe the denial of merchandise to particular parties as 
a restraint of trade between those parties and their competitors to 
whom merchandise is furnished and asks the Federal Trade Com- 
mission to enforce this proviso of section 2 (a) so construed. The 
Commission believes it clear from a reading of section 2 (a) that the 
particular proviso referred to cannot be so construed. That proviso 
restricts or modifies the general operation of the act to make it clear 
that the prohibitive portions thereof shall not be construed to prevent 
persons from selecting their own customers in bona fide transactions 
not in restraint of trade. It does not impose any additional pro- 
hibition. 

There is still another premise of Dr. Mund upon which the Com- 
mission would like to touch at this time. Dr Mund refers to the 
practices of security exchanges and commodity markets where sales 
are uniformly and indiscriminately made to the highest bidder as an 
example of the freedom to buy that can and should be made applicable 
to all nature of sales transactions. Security exchange and commodity 
market sales, however, are of the nature of an auction where the 
seller has relatively little interest other than to dispose of his stocks 
on a one time or spot basis at the highest possible price. Further, 
the sales are normally made by brokers and it would be a breach of 
faith with his principal for a broker to refuse to accept the highest 
bid. In other sales transactions, however, the relationship between 
seller and buyer is customarily much more involved and a seller in 
a particular line of commerce tends to rely upon his customers to 
afford him the best possible continuing outlet for his merchandise. 
In such situations many considerations relating to the selection or 
restriction of customers would appear to be involved which do not 
arise with respect to security exchange or commodity market sales. 

The Commission is appreciative of your having called Dr. Mund’s 
monograph to our attention. 

By direction of the Commission. 


Joun W. Gwynne, Chairman. 
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Aprenpix F 
PRESENT STATUS OF STATE RESALE PRICE MAINTENANCE LAWS 
(Prepared by American Law Division, Library of Congress) 


Forty-five States (all except Missouri, Texas, and Vermont) have 
enacted resale price maintenance laws. In the following States, 
however, the operative effect of these laws has been terminated either 
in whole or in part by adverse judicial decisions. 


Arizona 

Without offering any supporting reasons a trial court has held the 
Arizona Fair Trade Law (Rev. Stat. Ann. (West, 1956) secs. 44-1421 
to 44-1424) to be violative of the Arizona constitution and null and 
void (General Electric Company v. Telco Supply Inc. Superior Court 
of Maricopa County, No. 86493; November 2, 1956; 1956 Trade 
Cases, par. 68,546). 


Arkansas 

The nonsigner clause of the Arkansas Fair Trade Act (Stat. Ann. 
(1947), secs. 70-201 to 70-208) has been held void. Insofar as it 
operates to prevent a person, who has not signed a contract, from 
selling his own property at a price agreeable to himself, which was 
appraised by the Arkansas Supreme Court as “a valuable property 
right” protected by the “‘due process” clause of the Arkansas con- 
stitution (art. 2, sec. 8), this act was deemed to be not “protective 
of the public welfare” and to constitute an invalid interference with 
‘‘freedom of contract” (citing Coppage v. Kansas (1914) 236 U.S. 1). 
Without expressly acknowledging that the “liberty of contract” doc- 
trine enunciated in the last mentioned decision subsequently had been 
overruled by the United States a me Court in Phelps Dodge Corp. 
v. Labor Board ((1941) 313 “paps 177, 187) and in Lincoln Union v. 
Northwestern Co. ((1949) 335 U.S. S. 525, 535-536, 543 544), the Arkansas 
Supreme Court did so impliedly when it declared that it was in accord 
with the statement of the Georgia Supreme Court that ‘what the 
courts of other States have decided is not controlling, and this is one 
of the few powers left to States to decide for themselves regardless 
of what the Supreme Court of the United States may or may not have 
decided.”’ (Quotation from Coz v. General Electric Co. (1955), 211 Ga. 
270; 85S. E. 2d 514.) 

Denying injunctive relief to a manufacturer of a branded, and fair- 
traded article, the Arkansas Supreme Court further stated that 
restraint of a nonsigner from exercising a constitutionally protected 
right cannot be justified as a pe rmissible exercise of the police power 
in aid of the public welfare. Inasmuch as it discerned no “obvious 
and real connection” between this law and the ‘‘public health, safety, 
and welfare,” the Arkansas court therefore concluded that a legis- 
lative assertion in the preamble to this act that such relationship did 
exist would not suffice to render the law a reasonable exercise of the 
police power. Also rejected as unsupportable was the contention 
that the act was necessary to prevent ruinous competition caused 
by selling below cost. The dismissal of this line of justification also 
was said to have been unavoidable, according to the Arkansas court, 
not only because it did not believe that such prevention was ‘‘the 
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purpose of the act,” but because the litigants had conceded, under 
an agreed statement of facts, that the offending nonsigner had realized 
a profit on his sale of the fair-traded product, notwithstanding his 
nonobservance of the fixed price. Emphasizing that “the number 
of * * * trademarked articles * * * is increasing [and that] * * * 
there is nothing in the act to limit the extent of such increase,” the 
Arkansas court asserted that it could “think of no way in which the 
public welfare was being jeopardized under the system of freedom of 
competition prior to 1937 [the date of enactment of this law] which 
suggested the necessity or advisability of imposing the restrictions 
contained in [this act], and * * *[that it could] think of none that 
exists today.”’ The Arkansas court openly attributed the origin of 
this type of legislation, not ‘to any demand by the public’’ therefor, 
but to the active intervention ot ‘‘a few manufacturers” and ‘special 
groups.” 

As to the scope to be accorded to his holding in the future, one can 
only speculate. In view of the emphasis placed upon the “liberty of 
contract”? doctrine, it would seem logically to follow that a signer, 
having voluntarily affixed his name to a resale price maintenance con- 
tract, thereafter would be held by the Arkansas court to be estopped 
from invoking that doctrine as a justification for evasion of contractual 
obligations willingly assumed, aid, accordingly entailing no loss of 
liberty. Moreover the Arkansas court took cognizance of the fact 
that the offending nonsigner submitted ‘no contention * * * that 
* * * [the manufacturer] does not have a right under the act, to fix 
the price at which * * * [his fair traded product] must be sold to 
the public provided it does so by written agreements with the retailers, 
either direct or through its wholesaler’; and expressly announced that 
‘no finding as to the constitutionality” of the act as applied to signers 
was being made. Yet in relating the nonsigner clause to the due- 
process provision of the Arkansas constitution, this court added that 
‘in doing so we do not intend to intimate that the other sections [of 
the act] are not relevant to the issue here’’; and at a later point in its 
opinion, it emphasized that the Georgia decision heretofore cited, 
which seemingly voided resale price maintenance as an illegal price- 
fixing device, “expresses our view in regard to certain arguments which 
have been advanced.” (Union Carbide and Carbon Corp. v. White 
River Distributing Co. (1955), 224 Ark. 558; 275 S. W. 2d 455-461; in 
which one concurring judge desired to ‘go further and say the entire 
act * * * is unconstitutional.’”’ Expressly rejected in this case was 
the earlier Georgia doctrine that a fair trade law, being in conflict 
with the Sherman Antitrust Act (U.S. C. 15:1), could not enjoy the 
exemption therefrom subsequently afforded by the McGuire Act 
(U.S. C. 15: 45) until such State law has been reenacted.) 

Colorado 

The nonsigner clause of the Colorado Fair Trade Act (Rev. Stat. 
Ann. (1958), sec. 55-1-4) is unconstitutional for the following reasons: 
(1) The State legislature, consistently with its police power, may 
regulate prices charged only by a ‘“‘business affected with a public 
interest’’; and a seller vending a brand of sporting guns and ammuni- 
tion, not being within that category, cannot constitutionally be subject 
to such control; and (2) being unable directly to fix the prices charged 
by the vendor of such commodities, the legislature is equally without 
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constitutional authority to delegate to such vendor the power to estab- 
lish resale prices and to alter the same according to his personal whim 
and for his own benefits; (3) even if it could be assumed that the State 
legislature was empowered to delegate price fixing authority to pri- 
vate merchants, the delegation contained in the Fair Trade Act would 
be constitutionally defective for the reason that no standard is set 
forth therein whereby prices, or, more particularly, the minimum and 
maximum limits thereof, may be determined; nor are business estab- 
lishments subjected to any compulsion as to whether they will exer- 
cise the discretion thus granted to them; (4) insofar as a purchaser not 
in privity with the seller is compelled to observe resale prices estab- 
lished by the seller, such purchaser is deprived of his liberty of con- 
tract without due process of law (Colo. Const. art. 2, sec. 25); (5) the 
Fair Trade Act conflicts with the protection afforded by the Colorado 
constitution to free trade; and (6) price fixing as authorized by the 
act benefits neither retailers who refuse to sign nor the consumer, for 
both are confronted with the suppression of price competition and a 
resultant increase in prices (Olin Mathieson Chemical Corp. v. Francis 
(1956), 134 Colo. 160; 301 P. 2d 139). 

Note.—Presumably the doctrine of freedom of contract could be 
invoked to sustain enforcement of the Fair Trade Act as against 
signers. Whether a ruling thus grounded would be consistent with 
the aforementioned decision condemning price fixing is open to 
serious question, however, for if the State legislature is empowered 
neither to regulate prices directly nor to assist distributors to control 
the resale prices charged by nonsigning purchasers, it is difficult to 
understand how the legislature can be deemed competent to extend 
any statutory sanction to price fixing at the option of contracting 
parties. 

Florida 

In Miles Laboratories v. Eckerd ((1954) 73 So. 2d 680) and Sterling 
Drug v. Eckerd’s of Tampa ((1954) 71 So. 2d 156), the Florida Appel- 
late Court (Supreme Court) disposed of Florida’s second fair trade 
law (Stat. Ann. Supp. 1954) in the same manner as it had ety first 
(Bristol Myers Co. v. Webb’s Cut Rate Drug Co. (1939), 137 Fla. 
508; 198 So. 91). (See also Liquor Store v. Continental Distilling 
Corp. (1949) 40 So. 2d 371, 377; and Sunbeam Corporation \ ‘, Masters 
of Miami (1955) 255 F. 2d 191, 200 (n. 3).) The existing ‘law was 
found to be substantially identical with provisions of the earlier 
act previously held void; and its nonsigner clause again was invali- 
dated on the ground that the real effect thereof was anticompetitive 
price fixing and not the protection of goodwill in trademarked 
products. The law also was condemned as an invalid exercise of the 
police power for private use. 

In a separate concurring opinion, one judge appraised the clause 
embodying the declaration of policy intended to justify the fair-trade 
law and found it to rest on findings of facts “contrary to proven and 
firmly established truths.” He concluded that if the legislature, at 
the time of passage of both the first and the present law, had made 
findings that the economic structure of Florida was se riously endan- 
gered and that an emergency necessitating passage of such legislation 
existed, a more effective legal defense of the law could have been 
provided, but only insofar as such findings could be squared with 
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the truth. But such findings, if made at a time when the people of 
Florida in fact were enjoying unprecedented prosperity, as they were 
in 1949 and 1953, the years in which the two laws were enacted, 
patently would have been contrary to self-evident fact; and therefore, 
in his estimation, no support in favor of the validity of these acts 
could be derived therefrom. 

Subsequently, a Florida trial court sustained the existing Florida 
statute, as applied to offending signers, as valid under both the 
Florida and United States Constitutions, and, on appeal therefrom, 
the Florida Appellate Court refused certiorari; that is, refused to 
review on the merits the trial court’s holding (Chase and Sherman v. 
Sunbeam Corp.; Dade County Circuit Court; July 1, 1953; 1953 Trade 
Cases, par. 67,524; cert. den., (1954), 73 So. (2) 714). 

More recently, in an equitable action instituted by the Sunbeam 
Corp. to enjoin Masters, Inc., of Miami, a nonsigning discount house, 
from inducing a tortious breach of contract on the part of dealers 
who had signed agreements with the plaintiff, whose policy, it was 
alleged, was to sell only to signers, and who therefore contended that 
the defendant must have acquired the plaintiff’s fair-traded appliances 
only by wrongfully inducing signers in other States to part with such 
products, a United States Court of Appeals for the Fifth Circuit 
refused to grant relief. Although this Federal court took cognizance 
of the refusal of the Florida Supreme Court to review the last-men- 
tioned Florida trial court’s upholding of the Florida Act against 
signers, it concluded “that the constitutional theories repeated in 
so many * * * [the Florida] decisions would be more consistent with 
declaring the entire act invalid. And just as denial of certiorari by 
the United States Supreme Court carries no implication concerning 
the merits of the case * * * we do not think we are required to regard 
the [Florida] circuit court decisions decided in the Chase and Sherman 
case as the law of Florida, in view of the [Florida] Supreme Court’s 
strong and consistent declarations that as a constitutional matter, 
the public policy of Florida is opposed to this scheme of price mainte- 
nance. We think it may well be that fair trade contracts are unen- 
forceable in Florida even between the parties * * *” 

The theory of tortiously inducing a breach of contract by signers, 
according to the Federal court, appears to have been repeatedly 
invoked by distributors ‘‘of fair-traded goods * * * as a result of the 
growing tendency of State courts to condemn attempts to prevent 
nonsigners from selling below list prices.”” To this Federal court, 
this theory had “little merit,” and accordingly it refused to be guided 
by another Florida trial court which “recently granted an injunction 
against sales at less than fair-trade prices where it was proved that 
nonsigning defendants had induced the breach of * * * [written] 
fair-trade contracts” (citing Union Underwear Co., Inc. v. Rayvis, 
Circuit Court, Dade County; January 28, 1955; 1955 Trade Cases, 
par 68,051; from which no appeal was taken). The last-mentioned 
ruling was deemed by this Federal court to be “entirely contrary to 
the rule of public policy set out in” cases decided by the Florida 
Supreme Court and also in conflict with section 774 of the Restate- 
ment: Torts. As its final conclusion, this Federal court stated that 
‘whether the source of supply which Masters of Miami, Inc., enjoys 
is in Florida, New York (where the Fair Trade Act is valid even as 
against nonsigners), or the District of Columbia (which has no fair- 
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trade act), no action can be brought in Florida; [for] * * * it is 
settled law that no foreign tort action contrary to a strong public 
policy of the forum state can be maintained (Restatement: Conflict of 
Laws sec. 612]; [nor does] the full faith and credit clause * * * 
require Florida courts to enforce such a foreign cause of action, if any 
there is,’’ (Sunbeam Corp. v. Masters of Miami (1955) 225 F. 2d 191, 
196-198; one judge dissenting as to the correctness of the aforemen- 
tioned interpretation of Florida public policy, and citing in support of 
his contrary holding, a pending Federal court decision, Sunbeam 
Corp. v. Rotenberger (October 2, 1953), Southern District of Florida, 
No. 5125, M. Civil, in accord with the last cited Florida trial court 
decision. ) 

Georgia 

The Georgia Fair Trade Law which was rendered inoperative in 
Grayson-Robinson Stores v. Oneida Limited ((1953) 209 Ga. 613; 
75 S. E. 2d 161; cert. den., 346 U. S. 823), was superseded by a new 
fair-trade law enacted in 1953 (November session, pp. 549-556; 
Code Ann. (Supp. 1954), secs. 106-401 to 106-410). 

Unlike the old law the new act contains a declaration of public 
policy in its initial section wherein the Legislature of Georgia stated 
that the public interest and general well-being of the State would 
best be served by resale price maintenance, that without it small 
merchants could not survive and monopoly would be fostered, that 
fraudulent manipulation of prices enables the manipulator to deceive 
the consumer and ultimately to extort from the latter an excessive 
profit on the sale of unbranded articles, that through stimulation of 
a wider distribution of competitive commodities through this law, 
production will be increased and distribution costs lowered, with 
resulting benefits to employees and consumers, that trademarks, 
brands, “and the goodwill associated therewith are property entitled 
to the protection afforded by this law, and that adoption of this law 
is to be viewed as an exercise of the police power to enhance well- 
being and to protect the right to enter into private contracts. One 
other provision discernible in the new law and not found in the old 
is an exemption of resales below the minimum contract price made 
by ‘“‘a person who is not a wholesaler, retailer, or engaged in dealing” 
in covered commodities. Also, under the new law, the attorney 
general, whenever he finds that a covered commodity is not in open 
competition with commodities of the same general class distributed 
by a competitor of the vendor, may sue to restrain enforcement of 
the contract covering the first ‘commodity ; and the trial court may 
grant the relief sought. 

As in the case of the Florida act, which contained a similar declara- 
tion, the aforementioned statutory innovation produced no beneficial 
results; for in Cox v. General Electric Company (1955) 211 Ga. 270; 
85 S. E. 2d 514), a case involving an attempt to enjoin a price-cutting 
nonsigner, the Georgia Supreme Court again ruled that the authoriza- 
tion in the statute permitting a manufacturer to fix the prices at 
which a nonsigner could distribute the former’s branded products was 
violative of the “due process’”’ clause of the Georgia constitution (art. 
1, sec. 1, par. 3). Although conceding that it was ‘‘not * * * con- 
cerned with what the situation would have been if there had been a 
contract between the parties, because that question * * * [was] not 
now before” it, the Georgia court, in reliance upon an older Georgia 


EIGHTH ANNUAL REPORT ON SMALL BUSINESS 69 


decision which held unconstitutional statutory price fixing not ap- 
plicable to a ‘“‘business affected with a public interest,” asserted that 
if ‘‘milk,” as to which a price-fixing regulation has previously been 
held unconstitutional, was deemed not to be so affected, then ‘‘elec- 
trical appliances” sold by General Electric obviously were not (citing 
Harris v. Duncan (1951) 208 Ga. 561; 67 S. E. 2d 692 relating to the 
price-fixing statute pertaining to milk). In addition, it emphasized 
that “if the general assembly cannot authorize a board created by the 
State to fix prices {of milk], certainly it cannot give this right to an 
individual,” as it has sought to do by the terms of the Fair Trade Act. 
Rejected as without merit was the contention that the Fair Trade Law 
was ‘“‘not a price-fixing statute, but * * * fone] enacted for the pur- 
pose of protecting the manufacturer in his trade name and trade- 
mark,” and as to which ‘the price-fixing feature * * * [was] simply 
incidental.’’ Also rejected as contrary to fact were the legislative 
findings incorporated into the preamble of the act as a justification 
of its adoption. To one judge who dissented, however, these findings 
were viewed as an adequate defense and as a basis for distinguishing 
the present Act from the milk control regulation voided in Harris v. 
Duncan, and from the first Fair Trade Act hitherto voided on “other 
additional grounds” in Grayson-Robinson Stores Inc. v. Oneida Ltd. 
(1953) 209 Ga. 613; 75; S. E. 2d 161). 

Note.—If Georgia, consistently with the “due process” clause of its 
own constitution, cannot regulate the price at which milk may be 
sold, nor authorize sellers to fix the price at which their trademarked 
products may be resold by dealers who refuse to enter into resale price 
maintenance contracts, then it is difficult to foresee on what tenable 
basis the Georgia court could uphold those clauses in the Fair Trade 
Act which are limited in their application to signers. At the risk of 
inconsistency presumably even the latter result could be reached by 
invoking the principle of freedom of contract. 

Indiana 


In Bissell Carpet Sweeper Company v. Shane Co ((1957) 143 N. E. 
2d 415), the Indiana fair trade law (Stat. Ann. (Burns, aa 
sec. 66-306) was held to be violative of article 4, section 1, of the 
Indiana constitution, as being a delegation to a private person of the 
legislative power fix prices chargeable by nonsigners who purchase 
and resell merchandise in ignorance of resale price maintenance 
contracts. The court suggested, however, that it was within the 
power of the legislature to declare actionable as unfair competition 
an inducement to breach a resale price maintenance contract by a 
nonsigner who had knowledge of the terms thereof. 


Kentucky 


According to a Kentucky trial court, the nonsigner clause of the 
Fair Trade Act (Rev. Stat. (1953), secs. 365.080; 365.090) cannot be 
sustained as a reasonable exercise of the State’s police power; and 
conflicts with the following provisions of the Kentucky constitution: 
(1) The due process clause (sec. 13) ; (2) secs. 1-2 of the Bill of Rights 
which proscribe the exercise of arbitrary power over the liberty and 
property of individuals; and (3) the prohibition, in section 3 thereof, 
of a grant of special privilege to anyone. 

Construing section 198 of the State constitution as embodying the 
concept of free trade “unrestrained by anticompetitive shackles,” the 
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court concluded that price fixing, “which is the overriding purpose’’ 
of the act, cannot be reconciled therewith. By reason of constitu- 
tional limitations, the State legislature, under the guise of exercising 
its police power, cannot vest in a seller arbitrary power to restrain 
those not contracting with him from acquiring the seller’s products 
and reselling them at such prices as they choose. 

Contending that fair-trade acts as drafted restrain all nonsigners 
who receive notice of the seller’s fair-trade policy and do not exempt 
resales at less than the fair-traded price made by purchasers who were 
ignorant of said policy at the time of their acquisition of his products, 
the trial judge obscures the import of this observation by thereafter 
asserting that “an individual who acquires property without knowledge 
of any restraint against it has the right to resell it at whatever price 
he chooses.’”’ Inasmuch as the defendant in the instant case was noti- 
fied of the seller’s price policy after acquiring the seller’s merchandise, 
the trial judge, by the last-quoted statement, appears not to have 
answered clearly the question whether his invalidation of the nonsigner 
clause also protects offending nonsigners whose knowledge of the 
seller’s price maintenance policy was obtained at the time of acquisi- 
tion of the latter’s products. 

With reference to the defendant’s allegation that he would be 
willing to observe General Electric’s resale price schedule if he could 
purchase directly from General Electric rather than through its 
designated distributors, the trial judge, after conceding a constitu- 
tional right to refuse to sell and to select one’s customers, ruled that 
a seller, to be entitled to injunctive relief, must do equity. In other 
words, General Electric was not entitled to a decree restraining the 
defendant from deviating from its resale price schedule as long as it 
refused to supply the defendant directly and thus make compliance 
by the retailer economically more attractive (General Electric Co. 

American Buyers Cooperative, Inc., 1956 Trade Cases, par. 68.341; 
Circuit Court, Jefferson County, May 21, 1956). 

Reversing a sweeping decision of the United States District Court 
for the Western District of Kentucky to the effect that the Kentucky 
Fair Trade Act (Rev. Stat. (Baldwin, 1955) secs. 365.080, 365.090) 
and the Federal McGuire-Keogh Act (U. S. C. 15:45) both violate 
the United States Constitution, a United States Court of Appeals 
for the Sixth Circuit has ruled that the validity of both laws in terms 
of the Federal Constitution is well established by precedent. As to 
the legality of the Kentucky act in terms of the Kentucky constitu- 
tion, resolution of the latter issue, this court believes, should be held 
in obeyance until it is decided by the Kentucky Court of Appeals 
(Sunbeam Corp. v. Richardson (1957) 243 F. 2d 501. rev. Sunbeam 
Corp. v. Richardson (1956) 144 F. Supp. 583). 

Louisiana 

Injunctive relief against a price-cutting nonsigner was denied on the 
ground that the Louisiana Fair Trade Law as applied to nonsigners 
(Rev. Stat. Ann. (West, 1951) Tit. 51, sec. 394) is violative of article 
3, section 1, of the Louisiana constitution proscribing delegation of 
legislative power to private persons. That the power to regulate 
private business by coercive price fixing is a legislative function which 
cannot be surrendered to private business establishments was de- 
clared to embrace a constitutional issue not considered by the United 
States Supreme Court in its most recent decision (Schwegmann Bros. 
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Giant Supermarket v. Eli Lilly and Co. (1953), 346 U.S. 856) nor ever 
previously reviewed by the Louisiana Supreme Court (Pepsodent Oo. v. 
Kraus (1942) 200 La. 959; 9 So. 2d 303). The statutory authority 
whereby fair-traders controlled the resale prices of merchants not in 
privity of contract with the former thus having been eliminated, non- 
contracting parties were to be viewed as having acquired their mer- 
chandise subject to no conditions whatever as to resale price, and hence 
were entitled to the protection afforded by article 491 of the Louisiana 
Civil Code which stipulates that perfect ownership gives to the owner 
the right to use and dispose of his property without limitation. The 
fair-trade distributor’s contention that but for the State antitrust law 
it possessed the right to impose a lien or servitude on its commodities 
which would bear upon free distribution by third parties not in 
privity of contract was rejected for the reason that a “covenant-run- 
ning-with-the-article” is unknown in Louisiana law (Dr. G. H. Tichenor 
Antiseptic Co. v. Schwegmann Bros. Giant Supermarkets, (1956) 231 
La. 51; 90 So. 2d 343). 

Note.—Whether resale-price agreements will be sustained as against 
signers presumably will depend upon whether the Louisiana court 
views voluntary price fixing by contract as an exercise of liberty 
guaranteed by the due-process clause of the Louisiana constitution or 
as dependent for its validity upon statutory authorization. Under 
the latter view the signor clause also would appear to embody a pro- 
hibited delegation of legislative power to private individuals. 


Michigan—inoperative as to nonsigners, and probably, entirely void 

In a suit brought by a Michigan corporation, which manufactured 
and sold nationally a trademarked brand of fishing tackle, to enjoin 
the resale by the defendant, a Detroit retailer, of the manufacturer’s 
fair-traded articles below the minimum fixed price, the Michigan 
Supreme Court ruled that, as applied to nonsigners, the Michigan 
resale-price-maintenance law (Comp. Laws (1948), sees. 445.151- 
445.154) was violative of the due-process clause of the Michigan 
constitution (art. 2, sec. 6). Strictly speaking, the authority of this 
opinion is limited to the result reached therein; namely, the exemption 
of nonsigners, but in drafting this opinion the Michigan Supreme 
Court intimated very clearly that it was in accord with the Florida 
and Georgia courts and that, according to its standards of appraisal, 
price maintenance, except when sanctioned for a business affected 
with a public interest, bears no relation to any legitimate police power 
objectives, health, safety, and morals, and therefore is productive of 
an arbitrary deprivation of liberty and property without due process 
of law (Shakespeare Co. v. Lippman’s Tool Sporting G. Co. (1952), 
334 Mich. 109; 54 N. W. (2d) 268). This decision was rendered 
shortly after passage of the McGuire-Keogh Act. 

In Argus Cameras v. Hall of Distributors ((1955) 343 Mich. 54; 72 
N. W. 2d 152), the Michigan Supreme Court, by a 4-to-3 vote, refused 
to enjoin price-cutting nonsigners from acquirin fair-traded articles 
by inducing other wholesalers and retailers to poy their written 
resale price maintenance contracts with the manufacturer of, said 
articles. Relying upon its prior decision in Shakespeare Co. v. 
Lippman’s Tool Shop Sporting Goods Co. ((1952) 334 Mich. 109; 54 
N. W. 2d 268), in which the application of the Michigan law to non- 
signers was held unconstitutional, the majority ruled that the plaintiff 
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had failed to state a case for equitable relief, and that, accordingly, 
nonsigners cannot be enjoined from acquiring fair-traded products 
from signers and thereafter selling these products at prices below those 
established in the signers’ contracts. 

In dissenting, the minority judges contended that the case should 
have been settled in conformity with the common-law principle 
hitherto applied in Michigan; namely, that “unlawful interference 
with another’s contract rights constitutes an actionable tort.” In 
accordance with this rule, a defendant guilty of such interference, in 
their opinion, ought to be held liable unless he can show justification. 
Although no evidence had been introduced in the trial court as to how 
defendants had obtained the fair-traded products, the dissenters 
maintained that a legitimate inference of tortious conduct arose from 
the fact that the plaintiff sold its product only to signers. Conceding 
that under the Shakespeare case nonsigners are not bound by resale- 
price-maintenance contracts, the minority did not view the latter 
decision as “leaving nonsigners free to engage in what is otherwise 
tortious activity.” 

Noting that the plaintiff’s sales had declined in Michigan during a 
period when its national sales were rising, and that this loss in Michigan 
was attributable principally to the fact that other Michigan dealers 
who had observed their contracts either had been driven from business 
or were discontinuing the sale of the plaintiff’s cameras, the minority 
foresaw that “a concern that sells a fair-trade article at below the 
minimum agreed price may drive out legitimate dealers and thus 
create a monopoly. ’» On the basis of such reasoning the dissenters 
therefore concluded that the property rights of the plaintiff could 
“best be preserved” by sustaining the trial judge’ s grant of “temporary 
injunctive relief.” 

The decision of the Federal Court of Appeals in Florida could be 
distinguished, according to the dissenters, on the basis of differences 
in the judicial and legislative history of the Florida and Michigan 
Fair Trade Acts. Thus, in the Shakespeare case, the Michigan 
Supreme Court was viewed as having limited its decision solely to the 
validity of the nonsigner clause; whereas the Florida State courts were 
deemed to have “expressed repeated and sweeping judicial condemna- 
tion of fair trade.’”’ On the basis of such distinction, section 774 of 
the restatement of torts, relied upon so extensively by the Federal 
Court of Appeals in Florida, was held to be inapplicable in Michigan. 

In a suit involving the same set of facts, but adjudicated prior to 
the Argus Cameras decision of the Mic higan Supreme Court, a United 
States district court construed the Michigan Fair Trade Act as war- 
ranting issuance of an injunction to restrain price-cutting nonsigners 
from tortiously inducing wholesalers and retailers to breach their 
resale price maintenance contracts with the manufacturer (Sunbeam 
Corp. v. Economy Distribution Co. (1955), 131 F. Supp. 191). Subse- 
quently to the Argus Cameras decision, the Federal district court in 
Michigan has conformed its interpretation of the Michigan act to that 
of the Michigan Supreme Court (Sunbeam Corp. v. Hall of Distributors 
(1956) 142 F. Supp. 609). 


Nebraska 


In two cases involving a petition for injunction sought by a manu- 
facturer of fair-traded articles against a price-cutting nonsigner, the 
Nebraska appellate court held the Nebraska Fair Trade Act entirely 
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void (Rev. Stat. (1952), secs. 59-1101 to 59-1108). This conclusion 
of total invalidity appears to rest principally on one procedural defi- 
ciency which might possibly be remedied by a reenactment of this 
statute minus the nonsigner clause. For obvious reasons, however, 
exclusion of a nonsigner clause would destroy any inducement for 
enactment of a second law; and on the basis of the appraisal previously 
made of reasoning comparable to that employed by the Nebraska 
court there are grounds for predicting that the court would also void 
even a signer clause. 

The initial procedural defect discerned by the court was the failure 
of the legislature to conform the Fair Trade Act to the requirement of 
article 3, section 14, of the Nebraska constitution which provides 
that “no bill shall contain more than one subject, and the same shall 
be clearly expressed in the title; and no law shall be amended unless 
the new act contain the section or sections as amended and the section 
or sections so amended shall be repealed.” As a consequence the 
court ruled that the act was void ab initio (1) because its title does 
not embrace subject matter contained in its “inducing section” (the 
nonsigner clause, sec. 59-1105), (2) because the law refers to more 
than one subject matter, and (3) because in addition, this deficiency 
was not rectified by incorporation of the act into a later code revision 
for the reason that the act, being otherwise unconstitutional as to 
content, i. e., the nonsigner clause, was included in that code without 
reference to its title. More specifically, the aforementioned deficiency 
resulted from the fact that the act, as originally enacted in 1937 (Laws, 
1937 ch. 136) contained 9 major sections, 8 of which were codified as 
the Fair Trade Act, and one of which was added to the existing anti- 
monopoly provision (sec. 59-801) as an amendment thereof for the 
purpose of exempting the act from this restraint of trade prohibition 
(sec. 59-801). This arrangement was interpreted as making the act 
broader than its title and violative of article 3, section 14. As addi- 
tional support for the latter conclusion the court accepted the con- 
tention of the defendant-appellee that the nonsigner clause (sec. 
59-1105) is in conflict with, and neither amends nor repeals, the anti- 
monopoly provision (sec. 59-801) which, as amended by this act, 
exempts contracts executed under the authority of this act but fails 
to except combinations attempting to restrain trade among parties 
other than signers of such contract. 

After developing this conclusion, which by itself sufficed to void 
the act in its entirety, the court then advanced to a consideration of 
the validity of the substantive provisions of the act, and in the course 
thereof stated the following conclusions: 

(1) The act is not violative of the “due process” clause of amend- 
ment 14 of the United States Constitution; 

(2) The constitutionality of the signer clause (sec. 59-1102) was 
not brought into question, except insofar as the previously mentioned 
requirements of the Nebraska constitution (art. 3, sec. 14) were not 
met; 

(3) The issue of unconstitutional delegation contrary to the 
Nebraska constitution was held not to embrace price-fixing contracts 
as between producer and retailer, either with or without prescription 
of standards, but rather the effect of the extension of the obligations 
between contracting parties to persons who are not parties (i. e., 
nonsigners) to such contracts. ‘The validity of signed contracts such 
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as are contemplated by section 59-1102 have been upheld.” Also 
eliminated from consideration was the contention of illegal price 
fixing, contrary to article 1, section 16, of the Nebraska constitution, 
on the part of a fair trader and those who sign contracts with him: 

(4) As to the illegal price-fixing contention, as limited to the 
nonsigner clause (sec. 59-1105), the court held that the effect of this 
clause was to permit one producer and one retailer to do on behalf of a 
class of retailers that which this class was forbidden to do as a class; 
to wit, horizontal price fixing among retailers. The nonsigner clause 
further was held to permit an unconstitutional destruction of the 
rights of a nonsigning retailer freely to resell fair-traded articles and 
unlawfully to immunize “against competition between and among 
retailers handling such” articles. On the basis of these observations 
the court was of the opinion that the nonsigner clause violated the 
Nebraska constitution by granting a “special privilege and immunity,” 
contrary to article 1, section 16, thereof; that is, that the privileges 
conferred by this act were limited wholly to contracting parties under 
the signer clause (sec. 59-1102); 

(5) The nonsigner clause is destructive of the liberty guaranteed by 
the ‘“‘due process’’ clause of the Nebraska Constitution (art. 1, sec. 3), 
whereunder persons are free to conduct their business and handle 
= property unhampered by “arbitrary and unreasonable restraint,’ 
an 

(6) Inasmuch as the legislature itself cannot fix prices charged by a 
business not affected with a public interest, it follows that it cannot 
delegate such an unconstitutional power to private groups (McGraw 
Electric Company v. Lewis and Smith Drug Co. (1955) 159 Neb. 703; 
68 N. W. 2d 608; General Electric Company v. J. L. Brandeis and Sons 
(1955) 159 Neb. 736; 68 N. W. 2d 620). 

New Mezico 

As applied to nonsigners the New Mexico Fair Trade Act (Stat. Ann. 
(1953), sec. 49-2-1) has been held violative of article 2, secs. 4, 18, of 
the New Mexico constitution, and void as an arbitrary and unreason- 
able exercise of the police power without any substantial relation to 
public health, safety, or general welfare. In its operation as to non- 
signers the measure has been condemned as a price-fixing statute 
designed primarily to destroy competition at the retail level (Skaggs 
Drug Center v. General Electric Company (1957) 315 P 2d 967). 

Note.—This decision does not alter the status of the New Mexico 
fair-trade provisions applicable to alcoholic beverages and cigarettes 
(Stat. Ann. (1953) secs. 46-9-1 to 46—-9-6; 49-3-1 to 49-3-13). 


Oregon 

Invalidity of the nonsigner clause of the Fair Trade Act (Rev. 
Stat. 1955, sec. 643.370) ‘has been rested by the Oregon Supreme 
Court on both Federal and State grounds. Notwithstanding a decla- 
ration that it proposed to ‘ ‘decide the issue * * * solely in the light 
of the provisions of our own State constitution,” the court in subse- 
quent pages of its opinion ruled that the clause also violates the due- 
process clause of the Federal Constitution (Am. 14). Alluding to 
Justice Douglas’ statement in Schwegmann Bros. v. Calvert Corp. 
((1951) 341 U. S. 384, 389), that ‘“‘when retailers are forced” by State 
law (nonsigner clause) “to follow a parallel price” and “to abandon 
price competition, they are driven into a compact in violation of the 
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spirit of the proviso [in the Sherman Act (U.S.C. 15:1) and reiterated 
in*the Miller-Tydings and MeGuire-Keogh Acts (U.S. C. 15:45)] 
which forbids ‘horizontal’ price fixing,” “a majority of the judges on 
the Oregon court intimate that perhaps the MeGuire-Keogh Act. is 
not to . construed as affording nonsigner clauses any exemption 
from the Sherman Act’s ban on price fixing. However, these judges 
append to this suggestion the statement that “it is not for this court 
to say whether or not the McGuire Act met the objections to non- 
signer liability so ably stated in Schwegmann Bros. v. Calvert Corp.; 
[and] * * * until the Supreme Court decides this matter, it remains 
an open question.” 

Moreover, the nonsigner clause was held to conflict with the Oregon 
constitution for the following reasons: (1) being “designed to destroy 
competition at the retail level” and embodying “statutory price fixing 
by compulsion,” the nonsigner clause violates article 1, section 20, 
which protects the owner of property in his right to resell it at such 
price as he chooses; (2) only price fixing directed at businesses affected 
with a public interest is within the competence of the legislature; 
(3) the clause has no substantial relation to police power objectives; 
public health, safety, or morals, but, on the contrary, rests on an un- 
supportable theory that fixed, minimum resale prices are necessary 
to protect both the goodwill of the trademark owner as well as the 
public welfare; and (4) by conferring upon private business the power 
to fix and enforce resale prices to be observed by nonsigners, the clause 
violates article 1, section 21, whereunder the Bo re is forbidden 
to delegate legislative authority to private citizens. In a concurring 
opinion three judges of the Oregon Supreme Court would have 
invalidated the clause solely on the ground of illegal delegation of 
legislative authority (General Electric Co. v. Wahle (1956), 207 Ore. 
302; 296 P. 2d 635). 

Note-—Speculative comment as to future enforcement of the 
Fair Trade Act against signatories of resale price maintenance con- 
tracts is unwarranted in this instance. Albeit in a dictum, the 
Oregon court expressly delcared that “by virtue of the provisions 
of the Miller-Tydings Act (50 Stat. 693, U.S. C. 15:1) and the later 
McGuire Act (66 Stat. 632; U.S. C. 15:45), no question can be raised 
as to the constitutionality of Oregon’s Fair Trade Act as it applies 
to the actual parties to a contract * * *.” 


South Carolina 


As applied to nonsigners, even those with knowledge of a resale 
price maintenance contract, the South Carolina fair trade law 
(Code Ann. (1952), sees. 66-93 to 66-94) effects a deprivation, without 
due process of law, contrary to article 1, section 5, of the South Carolina 
constitution, of an owner’s right to fix the price at which he willsell 
his property. 

The South Carolina Supreme Court rejected the contentions that 
nonsigners impliedly consented to such contracts, or that the owners 
of trademarked commodities, having once sold the same, retain any 
property interest therein which enables them to control the selling 
price in perpetuity. Denying that the legislation could be sustained 
in terms of police power considerations of health, safety, or morals, 
the State court emphasized that the statute applied as well to com- 
modities not affected with a public interest and sought to confer on a 
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trademark owner an absolute right to establish, alter, or terminate the 
prices at which his property shall be sold (Rogers-Kent, Ine. v. General 
Electric Company (1957) 99 S. E. 2d 665). 


Utah 


The nonsigner clause of the Utah Fair Trade Act (Code Ann. (1953), 
sec. 13-4—6) is unconstitutional for the reason that its enforcement 
would sanction price fixing contrary to the antimonopoly provision 
of the Utah constitution (art. 12, sec. 20). Construing the latter pro- 
vision to embody the same restrictions against price fixing as were 
contained in the Sherman Act prior to the amendment thereof by 
the Miller-Tydings Act (U.S. C. 15:1, 45), the Utah Appellate Court 
logically concluded that any deviation from the State constitutional 
prohibition against price fixing, vertical as well as horizontal, could 
not be effected by mere statutory enactment, in the form of the Fair 
Trade Act, but would require a constitutional amendment. 

Inasmuch as the court rests its conclusion on the premise that the 
ban on price fixing contained in the Utah constitution is equal in 
scope to that imposed by the Sherman Act as originally drafted and 
construed, it is difficult to foresee upon what basis the Utah court 
subsequently could sustain the provisions of the Utah act authorizing 
price fixing by parties to resale price maintenance contracts (Dr. Miles 
Medical Co. v. Park and Sons Co. (1911) 220 U.S. 373; General Electric 
Co. v. Thrifty Sales, Inc. (1956) 5 Utah 2d 326; 301 P. 2d 741). 
Virginia 

By reason of the fact that the Virginia Antimonopoly Law, as 
reenacted in 1950 (Laws 1950 ch. 396; Code Ann. (Supp. 1956) secs. 
59-20, 59-40) outlaws price fixing and no longer contains a provision 
limiting application of such prohibition to conduct violative of the 
Federal antitrust laws, it is in patent conflict with the price fixing 
sought to be authorized by the Fair Trade Act as last amended in 
1938 (Laws 1938, p. 775; Code Ann. (Michie, 1950) secs. 59-1 to 
59-8); and having been revised latest in point of time, must prevail 
over the latter statute. Although this conclusion was expressed in a 
case involving a petition for injunctive relief against a nonsigner, 
logical application of the principles of statutory interpretation em- 
bodied therein would appear to render the Fair Trade Act inoperative 
in its entirety (Benrus Watch Co. v. Kirsch (1956) 198 Va. 94; 92 
S. E. 2d 384). 

West Virginia 

A United States district court has ruled that the West Virginia 
Fair Trade Act as applied to nonsigners (Code Ann. (1955), sec. 
4678 (6)) is violative of article 6, section 30, of the West Virginia 
constitution. That section provides that ‘‘no act shall embrace more 
than one object and that shall be expressed in the title, but if any 
object shall be embraced in an act which is not so expressed, the act 
shall be void only as to so much thereof, as shall not be so expressed.”’ 
The Fair Trade Act is deemed to be in conflict with this provision 
by reason of the fact that whereas the title of the act stipulates that 
price maintenance is to be enforced through the use of voluntary 
contracts, the text of the law authorizes trademark owners to secure 
protection by sanctions applicable to nonsigners (General Electric 
Company v. Wender (1957) 151 F. Supp. 621). 





EIGHTH ANNUAL REPORT ON SMALL BUSINESS 77 


AppENDIX G 
STATE-BY-STATE PICTURE OF THE FAIR TRADE LAWS 


The fair-trade laws now prevail in the following 32 States: 


Albama Nevada 
Arizona ! New Hampshire 
California ” New Jersey ? 
Connecticut ? New York ? 
Delaware * North Carolina ? 
Idaho North Dakota 
Illinois ” Ohio 

Towa ” Oklahoma 
Kansas ! Pennsylvania ? 
Kentucky ! Rhode Island 
Maine South Dakota ” 
Maryland * Tennessee ” 
Massachusetts ” Washington ? 
Minnesota West Virginia ! 
Mississippi ” Wisconsin ” 
Montana Wyoming 


1 Appeal to high State court pending. 
2 Constitutionality upheld by State court of last resort. 


The high courts of the following 11 States have held unconstitutional 
the nonsigner clause of their States’ fair-trade laws: therefore, signed 
fair-trade contracts can be used in these States unless the high court 
rules to the contrary: 


Arkansas Oregon 

Colorado South Carolina 

Florida Utah (some lawyers believe 
Georgia the Utah decision affects 
Indiana only the nonsigner clause, 
Louisiana others think it makes the 
Michigan whole act unconstitutional) 


New Mexico 
The high courts of the following two States have rendered their 
States’ whole fair-trade act invalid on constitutional or other grounds: 
Nebraska (unconstitutional) 
Virginia (in conflict with later amendment to Virginia antitrust 
laws) 
The following have never passed fair-trade laws: 
Missouri 
Texas 
Vermont 
District of Columbia 


Source: Bureau of Education on Fair Trade, 205 East 42d Street, New York 17, N. Y. 


O 
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Frexsrvuary 10, 1958.—Ordered to be printed 


Mr. Byrp, from the Committee on Finance, submitted the following 


REPORT 


[To accompany H., R. 8794] 


The Committee on Finance, to whom was referred the bill (H. R. 
8794) to provide an exemption from the tax imposed on admissions for 
ad:nissions to certain musical performances, having considered the 
same, report favorably thereon with amendments and recommend 
that the bill as amended do pass. 

In general, the amendments made to the bill provide exemptions 
from the admissions tax for athletic games between teams composed 
of students from elementary or secondary schools or colleges: (1) where 
the gross proceeds are divided between the schools or colleges involved 
and “hospitals for crippled children and (2) where the proceeds inure 
to an exempt educational, charitable or religious organization oper- 
ated exclusively for the purpose of aiding and advancing retarded 
children. 

I. GENERAL STATEMENT 


This bill makes three changes in the exemptions from the excise tax 
on admissions. These are as follows: 

(1) Present law provides an exemption for “concerts” conducted by 
nonprofit, civic or community membership associations. This bill, as 
passed by the House, substitutes the words ‘‘musical performances”’ 
for the word ‘“concerts.”” Thus, an exemption will be available to 
er civic or community membership associations not only in the 

‘ase of ballets, operas, operettas, symphonic orchestra concerts, and 
concerts and performances by loc al groups, but also in the case of 
musical comedies and reviews. 

(2) In the case of athletic games or exhibitions between teams 
composed of students from elementary or secondary schools or colleges, 
present law provides an exemption from the admissions tax if the 
proceeds inure to the benefit of a hospital for crippled children. 
Present law also provides an exemption in such cases where 
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the proceeds inure exclusively to the benefit of the educational insti- 
tutions involved in the athletic event. The bill, as amended by your 
committee, provides an exemption in the case of these athletic games 
or exhibitions where the proceeds are divided between the educational 
institutions involved and hospitals for crippled children. 

(3) As indicated above, present law provides an exemption from 
the admissions tax in the case of athletic games or exhibitions between 
teams composed of students from elementar vy or secondary schools 
or colleges if the proceeds inure to the benefit of a hospital for crippled 
children. The bill, as amended by your committee, extends this 
exemption to tax-exempt educational, charitable, or religious organ- 
izations operated exclusively for the purpose of benefiting retarded 
children. 

Il. REASONS FOR BILL 


A number of exemptions are provided under present law in the 
case of the excise tax of 1 cent for each 10 cents charged for general 
admissions (if the charge is in excess of 90 cents). Three changes will 
be made to this list by H. R. 8794 as amended by your committee. 
A. Musical performances 

Section 4233 (a) (3) of present law exempts certain concerts from 
the admissions tax. This exemption is for any admissions to concerts 
conducted by a civic or community membership association if no 
part of the net earnings inures to the benefit of stockholders «or 
members of the association. 

A number of nonprofit civic or community associations have 
assumed that this exemption applied to all of the musical performances 
they conducted, and as a result they have sold tickets tax free on this 
assumption. Moreover, the Internal Revenue Service has held a 
substantial list of musical performances, when conducted by one of 
these associations, to be exempt from the admissions tax as ‘‘concerts.”’ 
These include performances by symphony orchestras, bands, and vocal 
groups, and also such performances as ballets, classical dances, operas, 
and light operas. Despite this, the Internal Revenue Service recently 
held that the term “concerts” does not include musical comedies or 
reviews put on by these associations and that, as a result, such per- 
formances when conducted by these organizations are subject to the 
admissions tax. 

Your committee believes that the present definition of the Service 
as to what constitutes a “concert’’ and therefore, what results in an 
exemption from the admissions tax when conducted by one of these 
nonprofit civic or community membership associations, is arbitrary 
and should be changed. Your committee sees no reason, for example, 
to exempt “light operas’’ when conducted by such an association and 
not to exempt a musical comedy or review which may be presented by 
the same organization at its next performance. 

The first section of the bill, therefore, substitutes the words “musical 
performances” for the word ‘‘concerts” in the exemption from the 
admissions tax presently provided for nonprofit civic or community 
membership associations. In the case of these organizations this will 
provide an exemption not only in the case of all performances pre- 
viously classified as “concerts” but also in the case of musical comedies 
and reviews. 
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This change will be effective with respect to amounts paid on or 
after the first day of the first month which begins more than 10 days 
after the date of enactment of this bill. 

It is estimated that this provision will result in a negligible loss of 
revenue. 


B. Athletic games where proceeds are divided between hospitals for 
crippled children and the schools involved 

The attention of your committee has been directed to cases where 
athletic games are played between college teams where the colleges 
involved are paid a flat guaranty and the proceeds remaining are 
turned over to hospitals for crippled children. Since the roceeds 
do not inure exclusively to the schools, or exclusively to the hospitals 
for crippled children, the Internal Revenue Service has held that no 
exemption is available with respect to the admissions charged for 
these games. This holding appears to be in accord with the specific 
words of the statute but has an arbitrary effect. Since an exemption 
is provided under present law in the case of these athletic games 
where all of the proceeds inure to the colleges involved, or to hospitals 
for crippled children, your committee believes that an exemption 
should also be available where the proceeds are divided between the 
hospitals for crippled children and the schools or colleges involved. 
Section 2 of the bill as amended by your committee amends the 
sentence at the end of section 4233 (a) (1) (C) of the code to accom- 
plish this result. 

This change will be effective with respect to amounts paid on or 
after the first day of the first month which begins more than 10 days 
after the date of enactment of this bill. 


It is estimated that this provision will result in a negligible loss of 
revenue, 


Athletic games for benefit of retarded children 

Instances have also come to the attention of your committee where 
all-star athletic games are played between teams composed of students 
from various schools or colleges where the proceeds from the game are 
turned over to tax-exempt educational, charitable, and religious 
organizations which are operated exc lusively for the purpose of aiding 
and advanci ‘ing retarded children. Present law would exempt ad- 
missions to such athletic games if the proceeds were turned over to 
hospitals for crippled children but not where the funds are used to 
benefit retarded children. Cases where the proceeds are used for the 
purpose of aiding and advancing retarded children appears to be a 
purpose quite similar to that of benefiting hospitals for ple 
children and equally to merit exemption from the admissions tax. 
Therefore, section 3 of the bill, as amended by your committee, adds a 
new paragraph (11) to section 4233 (a) of the Code to ac complish this 
result. 

This new exemption will be effective with respect to amounts paid 
on or after the first day of the first month which begins more than 
10 days after the date of enactment of this bill. 

It is estimated that this provision will result in a negligible loss of 
revenue. 

Ill. CHANGES IN BXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as 
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reported, are shown as follows (existing law proposed to be omitted 
is enclosed in black br ackets, new matter is printed in italic, existing 
law in which no change is proposed i is shown in roman): 


INTERNAL Revenue Cope or 1954 
* * a * 


SEC, 4233. EXEMPTIONS 
(a) Aiowance.—No tax shall be imposed under section 4231 in 
respect of: 
(1) CERTAIN RELIGIOUS, EDUCATIONAL, OR CHARITABLE ENTER- 
TAINMENTS, ETC.— 

(A) IN GeNERAL.—Except as provided in subparagraph 
(C), any admissions all the proceeds of which inure exclu- 
sively to the benefit of— 

(i) a church or a convention or association of churches; 

(ii) an educational institution described in section 501 
(c) (3) which is exempt from tax under section 501 (a) 
or which is an educational institution of a government 
or political subdivision thereof, if such organization nor- 
mally maintains a regular faculty and curriculum and 
normally has a regularly organized body of pupils or 
students in attendance at the place where its educational 
activities are regularly carried on; 

(ili) a corporation or any community chest, fund, o1 
foundation organized and operated exclusively for char- 
itable purposes, described in section 501 (c) (3) which 
is exempt from tax under section 501 (a), if such cor- 
poration or organization is supported, in whole or in 
part, by funds contributed by the United States or any 
State or political subdivision thereof, or is primarily 
supported ae contributions from the general public; 

(iv) a society or organization conducted for the sole 
purpose of maintaining symphony orchestras or operas 
and receiving substantial support from~- voluntary 
contributions; 

(v) an organization (organized prior to October 1, 
1951) described in section 501 (c) (3) which is exempt 
from tax under section 501 (a) oa which is operated 
for the purpose of conducting an annual chautauqua 
program of educational, cultural, and religious activities 
at a permanent location; 

(vi) National Guard organizations, Reserve officers’ 
associations or organizations, posts or organizations of 
war veterans, or auxiliary units or societies of any such 
posts or organizations, if such posts, organizations, 
units, or societies are organized in the United States or 
any of its possessions— 

if no part of the net earnings thereof inures to the benefit 
of any private stockholder or individual. 

(B) PoticEMEN’s AND FIREMEN’S DISABILITY FUNDS.— 
Except as provided in subparagraph (C), any admissions 
all the proceeds of which inure lave to the benefit 
of a police or fire department of any city, town, village, or 
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any municipality or exclusively to a retirement, pension, 
or disability fund for the sole benefit of members of such a 
police or fire department or to a fund for the heirs of such 
members. 

(C) NonexrempT ApMissions.—The exemption provided 
under subparagraph (A) or (B) shall not apply in the case 
of admissions to— 

(i) any athletic game or exhibition unless the proceeds 
inure exclusively to the benefit of an elementary or 
secondary school or unless in the case of an athletic 
game between teams composed of students from ele- 
mentary or secondary schools, or colleges, the entire 
gross proceeds from such game inure to the benefit of a 
hospital for crippled children, 

(ii) wrestling matches, prize fights, or boxing, spar- 
ring, or other pugilistic matches or exhibitions, 

(ili) carnivals, rodeos (except as provided | in para- 
graph (9)), or circuses in which ang professional per- 
former or operator participates for compensation, or 

(iv) any motion picture exhibition. 

Clauses (i) and (ii) shall not apply in the case of any 
athletic event between educational institutions held during 
the regular athletic season for such event, if the proceeds 
therefrom inure exclusively to the benefit of such institutions 
or to the benefit of hospitals for crippled children, or both. 


* * * * * * 


(3) Cerrarn' [concerts] musicaL PERFORMANCES.—Any 


admissions to [concerts] musical performances conducted by a 
civic or community membership association if no part of the net 
earnings thereof inures to the benefit of any stockholders or 
members of such association. 


. + * + 4 * * 


(11) ATHLETIC GAMES FOR BENEFIT OF RETARDED CHILDREN .— 
Any admissions to an athletic game between teams composed of 
students from elementary or secondary schools, or colleges, if the 
proceeds from such game inure exclusively to the benefit of an 
organization described in section 501 (c) (3) which is exempt from 
tax under section 501 (a) and which is operated exclusively for the 
purpose of aiding and advancing retarded children. 


O 
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— 


Mr. Humpurey, from the Committee on Government Operations, 
submitted the following 


REPORT 
[To accompany 8. 2224] 


The Committee on Government Operations, to whom was referred 
the bill (S. 2224) to amend the Federal Property and Administrative 
Services Act of 1949, as amended, regarding advertised and negotiated 
disposals of surplus property, having considered the same, report 
favorably thereon, with an amendment, and recommend that the 
bill, as amended, do pass. 

The amendment is as follows: 

On page 5, strike out lines 3 to 6, inclusive, and insert in lieu thereof 
the following: 


(6) Except as otherwise provided by this paragraph, an 
explanatory statement of the circumstances of each disposal 
by negotiation of any real or personal property having a fair 
market value in excess of $1,000 shall be prepared. Each 
such statement shall be transmitted to the appropriate com- 
mittees of the Congress at least 30 days (or such shorter 
period as may be concurred in by such committees) in ad- 
vance of such disposal, and a copy thereof shall be preserved 
in the files of the executive agency making such disposal. 
No such statement need be transmitted to any such com- 
mittee with respect to any disposal— 

(A) of any perishable food or other property which 
may become useless by deterioration within 30 days; 

(B) required to be made immediately for the preser- 
vation of human life or the alleviation of human suffer- 
ing; 
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(C) required in the public interest to be made within 
30 days during a period of national emergency declared 
by the President or the Congress; 

(D) of real property made through a contract realty 
broker pursuant to paragraph (4); 

(E) of personal property made under paragraph (5) 
at a fixed price; or 

(F) authorized by section 3709 of the Revised Statutes 
or any other provision of law to be made without ad- 
vertising. 

PURPOSE 


The bill is designed to prescribe the situations in which the disposal 
of surplus Federal property, real and personal, must be accomplished 
by public advertising, and those in which disposals of such property 
may be accomplished by negotiation. The bill prescribes also the 
advertising procedure to be observed, including such matters as the 
period of “advertisement, opening of bids, and making the award. 
It would provide a “charter” in the field of surplus property disposal 
comparable to the one contained in title III of the Federal Property 
and Administrative Services Act of 1949 applicable to the procure- 
ment of property and services. The intent of S. 2224 is to require 
that the sale of surplus property shall be by advertising for competi- 
tive bids, with negotiated disposals limited to certain defined situations 
where sales by negotiation are necessary in the public interest. 

The amendment, adopted by the committee on recommendation 
of the Subcommittee on Reorganization which held hearings on this 
bill, is designed to continue on a permanent basis the policy approved 
by the Senate in previous temporary extensions of the negotiating 
authority, requiring that, with exceptions specifically provided therein, 
the disposal agency shall submit written explanatory statements to 
the appropriate committees of the Congress at least 30 days prior 
to consummation of the proposed disposal. 


BACKGROUND 


S. 2224 would replace by permanent law interim extensions of 
negotiating authority. The Federal Property and Administrative 
Services Act of 1949, as originally enacted, provided: 


Unless the Administrator shall determine that disposal 
by advertising will in a given case better protect the public 
interest, surplus property disposals may be made without 
regard to any provision of existing law for no: Nae until 12 
o’clock noon, eastern standard time, December 31, 1950 (sec. 
203 (e), 63 Stat. 386). 


This provision has been amended four times to provide additional 
temporary authority for negotiating disposals of surplus property. 
The current extension, to July 31, 1958, was made by Public Law 971 
of the 84th Congress (70 Stat. 1020), approved August 3, 1956. This 
committee, in reporting on such temporary extension of this authority, 
stated that— 


the committee proposes to further examine proposed legisla- 
tion which would provide for the adoption of this method of 
disposing of surplus property on a permanent basis 
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and observed that enactment of the temporary bill— 


would permit the committee to complete its studies of the 
operations of the program under the temporary authority, 
and to determine upon a permanent legislative program 
which it is proposed will be considered in the new Congress 
before the expiration of the temporary authority provided by 
the subject bill (S. Rept. No. 2199, 84th Cong.). 


Each interim extension of negotiating authority was granted only 
after the authority had already lapsed, the period of lapse twice being 
a matter of wee ‘ks and twice being in excess of a year. The committee 
recognizes that plans for orderly disposal are made difficult under such 
procedure. Negotiations pending when the authority to negotiate 
expires must be suspended and perhaps terminated, to the disappoint- 
ment of the prospective buyer and the vending Government agency. 
Less suitable sales machinery is then invoked. In some circumstances 
where negotiation with a particular buyer is especially desirable, 
legislation is introduced covering the individual transaction. Sales 
through other methods are then postponed until action on the special 
legislation develops. 

S. 2224, with its limitation on the use of the negotiating authority 
to certain specified situations, in some measure restricts the broad 
latitude for negotiation in effect under the current temporary provi- 
sions of section 203 (e), which expires on July 31, 1958, unless further 
extended before that date. 


COMMITTEE AMENDMENT 


Since the inception of the requirement that the disposal agency 
submit a written explanatory statement to the appropriate com- 
mittees of Congress, this committee has received approximately 
301 proposals from the General Services Administration or other 
agencies duly authorized to negotiate the disposal of surplus property. 
On receipt of the proposals, the staff has reviewed each proposed 
agreement, in accordance with the procedure established by the com- 
mittee, to ascertain that the Government would receive the fair 
market value, that the proposal would be in the public interest, and 
met other requirements prescribed by the committee. Hach such 
proposal submitted to the committee has also been submitted to the 
two Senators from the States in which the property was located, for 
their consideration and recommendation. In those cases where the 
acquisition cost of the property entailed the expenditure of large sums 
by the Federal Government, the fair market value of the property to 
be disposed of was large, or the ats aff believed that the proposed sale 
was unique or might be of inte rest, staff memorandums were prepared 
oe all of the facts and data submitted by the disposal agency 
to the members of the committee for their information. Each such 
memorandum contained a suggestion that, if any member was opposed 
to the proposed disposal, such opposition should be registered with the 
cotnmaithon in order that appropriate steps might be taken to with- 
hold approval until the conditions set forth met with the unanimous 
approval of the committee and the Senators from the States in which 
the property was located. 

In most instances, this procedure has proven very successful. 
However, in a few cases either the Senator from the State in which 
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the property was located or a member of the committee has requested 
suspension of the negotiations until further facts and related informa- 
tion were obtained regarding the particular case in question. As a 
general rule, after additional information was obtained and submitted 
to the Senator raising the question, objection has been withdrawn. 
In a few instances, the request for additional information or suspen- 
sion of the negotiation has made it possible for the General Services 
Administration, or other disposal agency, to enter into further nego- 
tiations and to submit new proposals. In these cases, the Govern- 
ment was able to adjust the sales price upward from the original 
proposal. In some instances, where it was in the interest of the 
Government, or earlier closure was desirable, the Committees on 
Government Operations have agreed to waive the 30-day require- 
ment, and have authorized the agency to make immediate disposal. 
The bill, as amended, provides for the continuation of this policy, 

In recommending approval of S. 2224 to the full committee, the 
Subcommittee on Reorganization took the view that the submission 
of these explanatory statements to the committee before the sale 
is consummated would continue to be helpful to the Congress in 
determining that the public interest was protected, since “such a 
procedure makes available information before the fact, rather than 
after the property is sold. 

For additional information relative to the disposal of some of the 
large parcels of real property, reference is made to the Activities of 
the Senate Committee on Government Operations (S. Rept. No. 
84th Cong., pp. 26-33; and S. Rept. No. 1, 85th Cong., pp. 46, 4 


‘ 


} 


NEED FOR LEGISLATION 


S. 2224 was submitted to the Congress by the General Services 
Administration as a part of its 1957-58 legislative program. The 
Administrator stated that its provisions are based on considerable 
experience, and that the drafting of the proposed legislation was 
accomplished only after consultation with other Federal agencies. 
The Administrator also reported that its provisions are sufficiently 
flexible to make the measure adaptable to the variety of circumstances 
under which Federal surplus property is sold, and are designed to 
protect the interests of the Government as well as the prospective 
havik, The bill is consonant with the recommendations made by 
the Commission on Organization of the Executive Branch of the 
Government in its report of April 1955 to the Congress on the use and 
disposal of Federal surplus property. 


ANALYSIS 


S. 2224 will rewrite present section 203 (e) of the Federal Property 
and Administrative Services Act of 1949, as amended. 

Paragraph (1) of the new section 203 (e) requires that surplus 
property be disposed of by public advertising, unless disposal is made 
by abandonment, destruction, or donation; through contract realty 
brokers; on a negotiated basis in the nine situations set forth in para- 
graph (3); or, in the case of personal property, by sales at fixed prices 
as provided in paragraph (5). 
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Paragraph (2) prescribes advertising procedure similar to that set 
forth for procurement in title III of the act. Slight changes were made 
to accommodate auction sales. 

Paragraph (3) authorizes negotiation of sales of surplus property, 
rather than public advertising, in nine specified disposal situations. 
The negotiation procedure must be conducted under regulations pre- 
scribed by the Administrator of General Services and must include 
as much competition as is feasible under the circumstances. 

Subparagraph (A) of paragraph (3), like its counterpart in title 
ITI, will facilitate Government operations during a national emergency. 
‘Ise of this authority is restricted to particular lots of property and, 
for short periods of time, to categories or general classes of property, 
and its objective is to avoid undue delay and publicity and to expedite 
the transfer of particular property to a particular contractor for 
defense purposes. Declaration of a national emergency without 
other pertinent circumstances would not constitute a justific ation for 
use of this authority. 

Subparagraph (B) provides desirable facility to make disposals in 
a manner which will further the public health, safety, or national 
security. Under this authority drugs and military items can be 
negotiated away from illicit traffic, and surplus property can be 
directed to contractors who will use the property for public protection. 

Subparagraph (C), authorizing disposals by negotiation where 
the public exigency will not admit of the delay ine ident to advertising, 
corresponds to a similar provision in title III on procurement pro- 
cedure. 

Subparagraph (D) will enable steps to be taken in disposals to 
prevent dislocation of the national economy from disruptive impacts 
of disposals on an industry. The serious effect of such impacts on 
employment and investment was critically noted recently by the 
second Hoover Commission (Commission on Organization of the 
Executive Branch of the Government, Report to the Congress on 
Use and Disposal of Federal Surplus Property, April 18, 1955, pp. 
50, 51, 53, 54). 

Subparagraph (EF), applying negotiating authority where the esti- 
mated fair market value of the property involved does not exceed 
$1,000, and subparagraph (F), authorizing negotiation where bid 
prices after advertising are not reasonable, or have not been inde- 
pendently arrived at in open competition, correspond to similar 
provisions in title II] on procurement procedure. They—and also 
subparagraph (C) above mentioned—represent a suitable “open 
market” limitation and recognized exceptions to the requirement of 
public advertising made by section 3709 of the Revised Statutes. 

Subparagraph (G) is limited to real property, and would permit 
negotiation where the character or condition of the property or 
unusual circumstances make it impractical to advertise publicly for 
competitive bids. The public interest is substantially safeguarded 
by the requirement in this subparagraph that, in the exercise of the 
negotiation authority, there must be obtained the estimated fair 
market value of the property and other satisfactory terms of disposal. 
The objective of this subparagraph is to strengthen the position of 
the Government in making disposals of surplus realty where com- 
petitors may not be on an equal footing, as in the case of “scrambled” 
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industrial facilities or in-place Government property on leased 
property. 

Subparagraph (H) authorizes the Administrator of General Services 
to provide for the negotiation of sales of surplus property at fair 
market value with State and local governments. Purchasing agents 
of some of these governments labor under legal handicaps in submit- 
ting public competitive bids for property. The subparagraph will 
improve the likelihood of such public bodies buying Federal surplus 
property. 

Subparagraph (1), providing for negotiation of disposals of surplus 
property where otherwise authorized by the Federal Property and 
Administrative Services Act of 1949 or other law, corresponds to a 
provision in title LIT. 

Paragraph (4) supplements Public Law 760, 83d Congress (68 Stat. 
1051, approved August 31, 1954), which amended the Federal Property 
and Administrative Services Act of 1949 to provide for the payment 
of brokers’ (and other) fees from the procee ds of dispos: al of surplus 
real property. Under this paragraph, realty brokers retained by the 
General Services Administration under contract will observe the usual 
commercial practices in disposing of realty and will give wide public 
notice of properties for sale or lease. 

Paragraph (5) would expressly grant to the Administrator of Gen- 
eral Services the authority to make negotis ate cl sale ’s of surplus personal 
property at fixed prices, either directly or through disposal contractors 
Exercise of this authority is subject to the limitations that the sales 
be appropriately publicized, and that the prices established reflect 
the estimated fair market value of the property to be sold. Such 


authority is consonant with recormendation No. 17 of the second 
Hoover Commission (pp. 68 and 69 of its aforementioned report to 
the Congress of April 18, 1955). The Commission was of the opinion 
that private distributors and disposal agents could profitably be used 
for selected classes of surplus comn odities. The committee believes 
that meshes to employ this method of disposal should be made 
crystal clear in the permanent disposal ‘‘charter’’ represented by 
S. 9994 


| -aragraph (6), as changed by the committee amendment, requires 
that, with the exceptions specified in the amendment, an explanatory 
statement of the circumstances shall be submitted to the appropriate 
committees of the Congress 30 days in advance of each sale (i. e. the 
Senate and House Committees on Government Operations), or such 
shorter period as may be concurred in by such committees, and a 
copy preserved in the ame of each case where disposal by negotiation 
occurs involving real or personal property in excess of $1,000. ‘The 
proposals required to be submitted to the committee should have a 
fair market value of $1,000 or more at the time disposal is contem- 
plated. This requirement for the submission of statements prior to 
closure of sales is not intended to appl) to pe rishable food or materials 
which are likely to deteriorate and make them useless in 30 days, or 
in those instances where human lives or suffering exist which must be 
alleviated immediately. Also excepted are disposals which must be 
made when a national emergency has been declared by the President 
or by the Congress, which will not permit a delay of 30 days incident 
to the submission 1 of such proposals to the committee. It is also the 
view of the committee that this requirement will not be necessary 
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where proposals are effected through contract realty brokers under 
paragraph (4), or where negotiated sales of personal property at fixed 
prices are made under paragraph (5). The purpose of prior submis- 
sions to the committees in all other negotiated disposals is intended 
to insure that they may have detailed information in advance of 
Penpent sales of the kinds specified in paragraph (6). 

The committee does not believe that any useful purpose will be 
served by the submission of explanatory statements where the esti- 
mated fair market value of the property involved does not exceed 
$1,000, negotiated disposals here being routine in nature (subpar, (E)). 
Also in its report on the current extension of the negotiating authority 
(S. Rept. No. 2199, 84th Cong.), the committee stated that the re- 
quirement of explanatory reports on negotiated disposals was not 
intended to apply to disposals of property which may be made without 
advertising within the contemplation of section 3709 of the Revised 
Statutes, as amended (subpar. (F)); or where negotiation is authorized 
by statutory provision other than section 203 (e). 

Paragraph (7), stating that section 3709 of the Revised Statutes 
shall not apply to disposals or contracts for disposal made under 
section 203 (e), is, like its counterpart in title III, a technical provision 
which avoids confusion as to governing law. 


AGENCY COMMENTS 


Enactment of S. 2224 was recommended by the General Services 
Administration, and the bill was supported by the Bureau of the 
Budget and the General Accounting Office at a hearing which was 
held by the Subcommittee on Reorganization on July 11, 1957. The 
following reports were received in support of the bill from the General 
Services Administrator, the Comptroller General, and the Director of 
the Bureau of the Budget: 

GENERAL SuRVICES ADMINISTRATION, 
Washington, D. C., May 28, 1957 
Hon. Richarp M. Nrxon, 
President of the Senate, 
Washington, D. C. 

My Dear Mr. Presipent: There is hereby transmitted for referral 
to the appropriate committee, a draft bill prepared by this agency, 
to amend the Federal Property and Administrative Services Act of 
1949, as amended, regarding advertised and negotiated disposals of 
surplus property. 

The draft bill is part of the 1957 legislative program of this agency. 
It is consistent with and will implement recommendations of the Com- 
mission on Organization of the Executive Branch of the Government 
contained in its report on use and disposal of Federal surplus property. 

The bill prescribes in considerable detail the situations in which the 
disposal of surplus Federal property, real and personal, must be 
accomplished by public advertising and when disposals may be accom- 
plished by negotiation. ‘The bill prescribes also the advertising pro- 
cedure to be observed, including such matters as the period of adver- 
tisement, opening of bids, and making the award. 

The bill would provide a “charter” in this field for the disposal of 
surplus property comparable to the one contained in title Il of the 
subject act applicable to the procurement of property and services. 


8S. Rept. 1284, 85—-2—-—-2 
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It is based on extensive experience and would replace by permanent 
law interim extensions of negotiation authority. 

The statutory background of the draft bill is illuminating. The 
Surplus Property Act of 1944 provided that surplus property dis- 
posals ‘‘may be made without regard to any provision in existing law 
for competitive bidding, unless the Board shall determine that dis- 
posal by competitive bid will in a given case better effectuate the policy 
of the act’’ (sec. 29, 58 Stat. 781). 

In 1946, the general advertising statute, section 3709, Revised 
Statutes, was amended to apply expressly for the first time to the dis- 
posal of surplus property, although exceptions were made for dis- 
posals under the Surplus Property Act of 1944 and disposals of small 
dollar value (sec. 9, 60 Stat. 809). 

The Federal Property and Administrative Services Act of 1949 as 
originally enacted provided: ‘Unless the Administrator shall deter- 
mine that disposal by advertising will in a given case better protect 
the public interest, surplus property disposals may be made without 
regard to any provision of existing law for advertising until 12 0’clock 
noon, eastern standard time, December 31, 1950” (sec. 203 (e), 63 Stat. 
386). 

This provision has been amended four times, primarily to provide 
additional temporary authority. In July 1952, the negotiation au- 
thority was revived and extended to June 30, 1953, and a requirement 
was added that an explanatory statement be prepared and submitted 
to the appropriate congressional committees, with a copy preser 7 . 
in the file, of all cases where negotiated disposal occurs (sec. 1 ‘(i), 
Stat. 593). Authority was similarly revived and extended in Mada 
1953 to June 30, 1954 (67 Stat. 521), in July 1954 to June 30, 1955 
(68 Stat. 474), and in August 1956 to July 31, 1958 (Public Law 971, 
84th Cong., 70 Stat. 1020). 

Each interim extension of authority was granted only after the 
previously given authority had already lapsec sd, the period of lapse 
twice being a matter of weeks and twice being in excess of a year, 
reaching a maximum of 1% years. 

Plans for orderly disposal become disorganized under such pro- 
cedure. Negotiations pending when the authority to negotiate ex- 
pires must be suspended and perhaps terminated, to the disappoint- 
ment of the prospective buyer and the vending Government agency. 
Less suitable sales machinery is then invoked. In some circumstances 
where negotiation with a particular buyer is especially desirable legisla- 
tion is introduced covering the individual transaction. Sales through 
other methods are then postponed until action on the special legislation 
develops. 

These difficulties merely highlight the accuracy of the principle of 
public administration that permanent operating responsibilities cannot 
adequately be carried out with only temporary grants of power. 

The interim extensions were granted to provide ample opportunity 
for studies and plans to be made for the enactment of permanent 
legislation on the subject. The enclosed draft bill is based on con- 
siderable experience and consultation with other Federal agencies. It 
is flexible to adapt to the variety of circumstances under which Federal 
surplus property is sold and seeks to protect the just interests of pro- 
spective buyers as well as the Government. We believe the proposed 
bill should properly supersede the present temporary authority now 
contained in section 203 (e). 
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Some comments on provisions of the draft bill follow. 

Paragraph (1) of subsection (e) requires that surplus property be 
disposed of by public advertising unless disposal is made by abandon- 
ment, destruction, or donation, or through contract realty brokers, 
or on a negotiated basis in the nine situations set forth in paragraph 
(3), or, in the case of personal property, by sales at fixed prices as 
provided in paragraph (5). 

Paragraph (2) prescribes advertising procedure similar to that of 
title I11 in procurement. Slight changes were made to accommodate 
auction sales. 

Paragraph (3) authorizes negotiation procedure, rather than public 
advertising procedure, in certain enumerated special disposal situa- 
tions. The negotiation procedure must be conducted under regula- 
tions prescribed by the Administrator of General Services and must 
include as much competition as is feasible. 

Subparagraph (A) of paragraph (3), like its counterpart in title ILI, 
will facilitate Government operations during a national emergency. 
Undue delay and publicity may be avoided and particular property 
transferred to a particular contractor for defense purposes. Use of 
this authority is restricted to particular lots of property and, for short 
periods of time, to categories or general classes of property. Under 
paragraph (6), a justifies ation must be prepared when this authority 
is exercised. Declaration of a national emergency without other 
pertinent circumstances would not constitute a justification. 

Subparagraph (B) provides obviously desirable facility to make 
disposals in a manner which will further the public health, safety, or 
national security. Drugs and military items can be steered away 
from illicit traffic; surplus property can be directed to contractors 
who will use the property for public protection. 

Subparagraphs (C), (KE), and (F) correspond to similar provisions 
in title III on procurement procedure. They represent a suitable 
“open market”’ limitation and recognized exceptions to the require- 
ment of public advertising made by section 3709, Revised Statutes. 

Subparagraph (D) will enable steps to be taken in disposals to pre- 
vent dislocation of the national economy from disruptive impacts of 
disposals on an industry. The serious effect of such impacts on em- 
ployment and investment was critically noted recently by the second 
Hoover Commission (Commission on Organization of the Executive 
Branch of the Government, Report to the Congress on Use and Dis- 
posal of Federal Surplus Property, April 18, 1955, pp. 50, 51, 53, 54). 

Subparagraph (G) is limited to real property, and would permit 
negotiation where the character or condition of the property or 
unusual circumstances make it impractical to advertise publicly for 
competitive bids. 

The public interest is substantially safeguarded by the requirement 
in this subparagraph that, in the exercise of the negotiation authority, 
there must be obtained the estimated fair market value of the prop- 
erty and other satisfactory terms of disposal. The subparagraph 
strengthens the position of the Government in making disposals of 
surplus realty where competitors may not be on an equal footing, as 
in the case of “scrambled” industrial facilities or m-place Govern- 
ment property on leased property. It also will permit the Govern- 
ment to reconvey property to former owners where the equities of the 
situation justify such action. 
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Subparagraph (H) authorizes the Administrator of General Services 
to provide for the negotiation of sales of surplus property at fair 
market value with State and local governments subject to obtaining 
such competition as is feasible. Pure hasing agents of some of these 
governments labor under legal handicaps in submitting public com- 
petitive bids for property. The subparagraph will improve the likeli- 
hood of such public bodies buying Federal surplus property. 

Subparagraph (I) corresponds to a provision in title I. Among 
the other situations where negotiation is authorized by the act is in 
the disposal of contractor inventory under section 203 (f). Such 
authority continues unafiected by section 203 (e). 

Paragraph (4) supplements Public Law 760, 83d Congress (68 Stat. 
1051, approved August 31, 1954), which amended the Federal Prop- 
erty and Administrative Services Act of 1949 to provide for the pay- 
ment of brokers’ (and other) fees from the proceeds of disposal of 
surplus real property. Under this paragraph, realty brokers retained 
by this agency under contract will observe the usual commercial 
practices in disposing of realty and will give wide public notice of 
properties for sale or lease. 

Paragraph (5) would expressly grant to the Administrator of 
General Services the authority to make negotiated sales of surplus 
personal property at fixed prices, either directly or through disposal 
contractors. Such authority is consonant with recommendation No. 
17 of the second Hoover Commission (pp. 68 and 69 of its aforemen- 
tioned report to Congress of April 18, 1955). The Commission was of 
the opinion that private distributors and disposal agents could 
profitably be used for selected classes of surplus commodities. We 
believe that authority to employ this method of disposal should be 
made crystal clear in the permanent disposal ‘“‘charter’’ represented 
by the accompanying draft bill. 

Paragraph (6) recites a requirement contained in the present section 
203 (e). The other requirement of that section, submission of the 
explanatory statement to the appropriate committees of Congress, has 
been omitted as unnecessary in a permanent law detailing the situa- 
tions in which either public advertising or negotiation may be 
followed. 

Paragraph (7), like its counterpart in title III, is a technical pro- 
vision which avoids confusion as to governing law. 

The Hoover Commission in its recent report on surplus property 
recognized the desirability of suitable use of advertised and negotiated 
disposals and in its recommendations Nos. 12 (a), (c), 13, and 22 (6) 
urged improved advertising and award procedure and careful selection 
of the best methods of sale (report, cited above, pp. 55-57, 85, 86). 
The draft bill will help reach these goals. 

The Commission also recognized that in a commercial-type activity 
such as surplus property disposal the consideration of maximum net 
return was significant but not exclusive (report cited above, p. 50). 
The draft bill reflects this point of view. It seeks economy and 
efficiency without sacrificing the public interest. 

For these reasons, prompt and favorable consideration of the 
enclosed draft bill is recommended. 

While GSA is convinced that enactment of the proposed legislation 
will insure more timely and orderly disposals of surplus property 
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with some savings in operating costs, we cannot at this time offer any 
firm estimate of the amount of such savings, 
The Bureau of the Budget has advised that it interposes no objection 
to the submission of this bill to the Congress. 
Sincerely yours, 
FRANKLIN G. FLorts, Administrator. 


CoMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, July 8, 1957. 
Hon. Husert H. Humpurey, 
Chairman, Subcommittee on Reorganization, Committee on Gov- 
ernment Operations, United States Senate. 

Dear Mr. CuatrMan: Further reference is made to your letter of 
June 7, 1957, requesting our views on 8. 2224. 

A corresponding bill, H. R. 8244, now is pending before the House 
Committee on Government Operations. Both bills are similar to 
prior bills S. 2668 and H. R. 7231, 84th Congress, which were the 
subject of our reports of August 11 and July 26, 1955, B—95136 and 
B-116344, to your committee and the chairman of the House Com- 
mittee on Government Operations, respectively. 

S. 2224, if enacted, would grant the Administrator of General 
Services permanent authority to negotiate disposals of surplus prop- 
erty under specified conditions similar to those provided under title LI 
of the act with respect to the procurement of property and service. 

As originally enacted section 203 (e) of the Federal Property and 
Administrative Services Act of 1949, 484 (e) provided that— 

“Unless the nen iinistrator shall determine that disposal by advev- 


tising will in a given case better protect the public interest, surplus 
property dispe _ may be made without regard to any provision of 


existing law for sdeustiahin until 12 o’clock noon, eastern standard 
time, June 30, 1953: Provided, That an explanatory statement shall 
be prepared and submitted to the appropriate committees of Congress 
and a copy preserved in the file of all cases where negotiated disposal 
occurs. 

The foregoing provision for negotiated disposals is in harmony with 
the provisions of section 9 (a) of the act of August 2, 1946 (60 Stat. 
809), extending the general requirement for competitive bidding with 
respect to Government purchases to sales of Government property 
but exempting from the eeare requirements of 3709 Revised 
ene as amended (41 U. . 5), disposals under the Surplus Prop- 

Act of 1944 (50 U.S. QC. aoe 1638) and cases where the amount 
ecdivad does not exceed $100. 

The above temporary authority as contained in section 203 (e) 
authorizing negotiated disposals has been extended from time to time, 
the last evoeene as provided for by Public Law 971, 84th Congress, 
approved August 3, 1956 (70 Stat. 971), extending the Administrator’s 
es to make such disposals until July 31, 1958. 

So far as concerns the merits of the bill we are in accord with 
the general purposes sought to be accomplished since it undertakes to 
specify in detail the conditions under which negotiated disposals may 
be accomplished. It is in general accord with the recommendations of 
the Commission on Organization of the Executive Branch of the Goy- 
ernment as contained in its report on use and disposal of surplus 
property. There are, however, certain features of the bill which we 
feel should be brought to your attention. 
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Subparagraph (A) of paragraph (3) would authorize negotiated 
disposals if ‘‘necessary in the public interest during the period of a 
national emergency declared by the President or the Congress, with 
respect to a particular lot or lots of property or, for a period not 
exceeding 3 months, with respect to a specifically described cate- 
gory or categories of property as determined by the Administrator.” 
The Administrator's comments concer ning the purposes and legislative 
background of the bill are set forth in his le tter of May 23, 1957, trans- 
mitting a draft of the bill to the President of the Senate. W ith respect 
to subparagraph (A) he states that use of the authority as therein 
provided would be restricted to particular lots of property, and for 
short periods of time, to categories or general classes of property. He 
states further that under paragraph (6) a justification must be prepared 
when this authority is exercised and that a declaration of a national 
emergency without other pertinent circumstances would not constitute 
a justification. Inasmuch as a national emergency was proclaimed by 
the President on December 16, 1950, it would appear that under this 
subparagraph, the Administrator would be authorized to dispose of 
any particular lot or all lots of surplus property by negotiated con- 
tracts subject, of course, to compliance with paragraph 6, consisting 
of an explanatory statement to be preserved for filing in the adminis- 
trative office where disposal occurs. Although the Administrator may 
not authorize disposal of a particular lot or lots of property for a period 
in excess of 3 months, there is nothing in this subparagraph to prevent 
his making a new determination every 3 months that a particular 
category or categories of property may be disposed of by negotiation. 
Thus, it would appear that this authority would be continuous should 
the Administrator so determine. 

Subparagraph (G) would authorize negotiated disposals, subject to 
obtaining such competition as is feasible, with respect to real property 
only, if ‘‘the character or condition of such property or unusual cir- 
cumstances make it impractical to advertise publicly for competitive 
bids and the fair market value of the property and other satisfactory 
terms of disposal can be obtained by negotiation.’’ In the adminis- 
trative comments concerning this provision it is stated that the public 
interest is substantially safeguarded by the requirement that in the 
exercise of the negotiating authority, there must be obtained the fair 
market value of the property and other satisfactory terms of disposal. 
It is stated further that the subparagraph strengthens the Govern- 
ment’s position in making disposals of surplus real property where 
competitors may be on an equal footing, as in the case of scrambled 
industrial facilities or in-place Government property on leased prop- 
erty. It is stated that this provision will permit the Government to 
reconvey property to former a rs where the equities justify such 
action. As indicated in the above report of August 11, 1955, we do 
not question the purposes of the subparagraph as proposed but we 
believe that under the language used, the authority to negotiate would 
be unnecessarily broad and could be the subject of abuse. Further, 
as indicated in our prior report we believe that this subparagraph 
should, therefore, be restricted by its terms to the cases to which it 
was intended to apply, as referred to in the explanatory letter. We are 
stil of this opinion. 

Subparagraph (D) of S. 2224 authorizes disposal by negotiation if 
the nature and quantity of the property is such that its disposal, after 
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public advertising, would have an adverse effect on the national 
economy. The economic impact under certain circumstances was 
recognized by the Commission on Organization of the Executive 
Branch of the Government in its report to the Congress on the use and 
disposal of Federal surplus property submitted in April 1955. The 
Commission, on page 53 of its report, noted that submission of re- 
quests to the Secretary of Commerce for evaluation of economic 
impact was a corrective step in controlling capricious and disruptive 
effects on local markets. Incorporation of a provision for obtaining 
an evaluation of the economic impacts of disposals where the nature 
and quantity of the property warrants such action may be desirable. 

One other matter remains for comment. It concerns the proviso 
presently contained in section 203 (e) requiring that. an explanatory 
statement shall be submitted to the appropriate committees of Con- 
gress, and a copy of same shall be preserved for the files where the 
negotiated disposal occurs. The above administrative statement 
recites that the explanatory statement to the appropriate committees 
of Congress has been omitted as unnecessary in a permanent law. 
Whether such an explanatory statement to the appropriate com- 
mittees is unnecessary is, of course, for the determination of the 
Congress. 

Aside from the foregoing there is perceived no objection to favorable 
consideration of the bill. 

Sincerely yours, 
JosEPH CAMPBELL, 
Comptroller General of the United States 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., July 10, 1957. 
Hon. Husert H. Humpurey, 
Chairman, Subcommittee on Reorganization, 
Committee on Government Operations, 
United States Senate, Wash ington, D.C. 

My Drar Mr. CuarrmMan: This is in response to vour letter of 
June ‘ 1957, requesting a report on S. 2224, a bill to amend the 
Federal Property and Administrative Services Act of 1949, as amended, 
regarding advertised and negotiated disposals of surplus property. 

5. 2224 is intended primarily to provide permanent authority to 
make negotiated sales of surplus property. If enacted it would take 
the place of the existing temporary authority under section 203 (e) 
of the Federal Property and Administrative Services Act of 1949 as 
amended by Public Law 971, 84th Congress. The bill also defines 
for the first time the conditions under which surplus property may be 
sold by negotiation rather than by competitive bids. To a sub- 
stantial degree, these conditions are either identical or similar to 
those authorized for negotiated purchases under section 302 (c) of the 
Kederal Property and Administrative Services Act of 1949, as 
amended. 

The bill is almost identical to S. 2668 which was introduced during 
the 84th Congress at the request of the General Services Administra- 
tion.QThat bill was drafted by the General Services Administration 
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with the assistance of the General Accounting Office and the Bureau 
of the Budget and it was submitted to the Congress with our con- 
currence. However, S. 2224 contains one new section which would 
authorize fixed price sales either directly or through disposal con- 
tractors. Such authority would permit the Administrator of General 
Services to implement recommendation No. 17 in the report entitled 
“Surplus Property” which was submitted to the Congress in April 
1955 by the Commission on Organization of the Executive Branch of 
the Government. 

The Bureau of the Budget definitely favors legislation along the 
lines of S. 2224. We believe that sales by competitive bids should 
continue to be the preferred method of surplus disposal but there are 
instances in which sales by negotiation are necessary or clearly in the 
Government’s interest. For example, perishable goods may become 
worthless if disposal is delayed until competitive bids are solicited, 
received, and analyzed and contracts finally awarded. Some States 
have statutes which do not permit them to submit bids for property 
they wish to buy and the Government must have authority to sell by 
negotiation if these States are to have an opportunity to acquire surplus 
property. A sale by competitive bids may be completely infeasible 
if the Government property consists of permanent structures or fix- 
tures located on privately owned land. 

These and similar situations will continue to arise and we believe, 
therefore, that permanent authority to negotiate sales of surplus 
property should be substituted for the existing temporary authority. 

Sincerely yours, 
PrreivaAL BrunpaGe, Director. 
CHANGES IN EXISTING LAW 

In compliance with subsection 4 of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill (S, 2224), 
as reported, are shown as follows (existing law proposed to be omitted 
is enclosed in brackets, new material is printed in italics, existing law 


in which no change is proposed is shown in roman 


FEDERAL PRoPpERTY AND ADMINISTRATIVE SERVICES Act or 1949, As 


AMENDED (63 Srar. 385; 40 U. S. C. 484) 
DISPOSAL OF SURPLUS PROPERTY 


Sec. 203. (a) * * * 

* * * * * 

[(e) Unless the Administrator shall determme that disposal by ad- 
vertising will in a given case better protect the public interest, surplus 
property disposals may be made without regard to any provision of 
existing law for advertising until 12 o’clock noon, eastern standard 
time, July 31, 1958: Provided, That an explanatory statement shall be 
prepared and submitted to the appropriate committees of Congress 
and a copy preserved in the file of all cases where negotiated disposal 
occurs. ] 

(e) (1) All disposals or contracts for disposal of surplus property 
(other than by abandonment, destruction, donation, or through contract 
brokers) made or authorized by the Administrator shall be made after 
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publicly advertising for bids, under regulations prescribed by the Admin- 
istrator, except as provided in paragraphs (3) and (5) of this subsection. 

(2) Whenever public advertising for bids is required under paragraph 
(1) of this subsection— 

(A) the advertisement for bids shall be made at such time previous 
to the disposal or contract, through such methods, and on such terms 
and conditions as shall permit that full and free competition which 
is consistent with the value and nature of the property involved; 

(B) all bids shall be publicly disclosed at the time and place stated 
in the advertisement; 

(C) award shall be made with reasonable promptness by notice to 
the responsible bidder whose bid, conforming to the invitarion for 
bids, will be most advantageous to the Government, price and other 
factors considered: Provided, That all bids may be rejected when tt 
is in the public interest to do so. 

3) Disposals and contracts for disposal may be negotiated, wnder 
guia prescribed by the Administrator, without regard to paragraphs 
(1) and (2) of this subsection but subject to ‘obtaining such competition as 
is feasible under the circumstances, if— 

(A) necessary in the public ‘interest during the period of a national 
emergency declared by the President or the Congress, with respect to a 
particular lot or lots of property or, for a period not exceeding three 
months, with respect to a specifically described category or categories 
of property as determined by the Administrator; 

(B) the public health, safety, or national security will thereby be 
promoted; 

(C) public eaigency will not admit of the delay incident to adver- 
listing; 

(D) the property involved is of a nature and quantity which, if 
disposed of under paragraphs (1) and (2) of this subsection, would 
cause such an impact on an industry or industries as adversely to 
affect the national economy, and the estimated fair market value of 
the property and other satisfactory terms of disposal can be obtained 
by negotiation; 

(E) the estimated fair market value of the property involved does 
not exceed $1,000; 

(F’) bid prices after advertising therefor are not reasonable (either 
as to all or some part of the property) or have not been independently 
arrived at in open competition; 

(G) with respect to real property only, the character or condition of 
the property or unusual circumstances make it impractical to adver- 
tise publicly for competitive bids and the fair market value of the 
property and other satisfactory terms of disposal can be obtained by 
negotiation ; 

(17) the disposal will be to States, Territories, possessions, political 
subdivisions thereof, or tax-supported agencies therein, and the esti- 
mated fair market value of the property and other satisfactory terms 
of disposal are obtained by negotiation; or 

(1) otherwise authorized by this Act or other law. 

(4) Disposals and contracts for disposal of surplus real and related 
personal property through contract realty brokers employed by the Admin- 
istrator shall be made in the manner followed in similar commercial trans- 
actions under such regulations as may be prescribed by the Adminis- 


S. Rept. 1284 85-2 








16 AMENDING FEDERAL PROPERTY AND SERVICES ACT OF 1949 


trator: Provided, That such regulations shall require that wide public 
— of availability of the property for disposal be given by the brokers. 

(5) Negotiated sales of personal property at fixed prices may be made 
by the Administrator either directly or through the use of na npr con- 
ene without regard to the limitations set forth in paragraphs ( ) and 

) of this subsection: Provided, That such sales shall be r blies: aa to 
= extent consistent with the value and nature of the property involved, 
that the prices established shall reflect the estimated fair market value 
thereof, and that such sales shall be limited to those cate gories of personal 
property as to which the Adminisi‘rator determines that such method of 
disposal will best serve the interests of the Government. 

(6) Except as otherwise provided by this paragraph, an explanatory 
statement of the circumstances of each disposal by negotiation of any 
real or personal property having a fair market value in excess of $1,000 
shall be prepared. Each such statement shall be transmitted to the 
appropriate committees of the Congress at least 30 days (or such shorter 
period as may be concurred in by such committees) in advance of such 
disposal, and a copy thereof shall be preserved in the files of the executive 
agency making such disposal. No such statement need be transmitted 
to any such committee with respect to any disposal 

(A) of any perishable food or other property which may become 
vedios by deterioration within 30 days; 

(B) required to be made immediately for the preservation of human 
life or the alleviation of human suffering; 

(C) required in the public interest to be made within 30 days 
during a period of national emergency declared by the President or 
the Congress; 

(D) of real property made through a contract realty broker pur- 
suant to paragraph (4); 

(E) of personal property made under paragraph (5) at a fixed 
price; or 

(F) authorized by section 3709 of the Revised Statutes or any 
other provision of law to be made without advertising. 

(7) Section 3709, Revised Statutes, as amended (41 U.S. C. 4), 
shall not apply to disposals or contracts for disposal made under this 
subsection. 

QO 
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FURTHER AMENDING THE FEDERAL PROPERTY AND 
ADMINISTRATIVE SERVICES ACT OF 1949, AS AMENDED 


FEBRUARY 13 (legislative day, Fepruary 10), 1958.—Ordered to be printed 


Mr. Humpurey, from the Committee on Government Operations, 
submitted the following 


REPORT 


[To accompany 8. 2283] 


The Committee on Government Operations, to whom was referred 


the bill, S. 2283, to further amend the Federal Property and Adminis- 
trative Services Act of 1949, as amended, and for other purposes, 
having considered the same, reports favorably thereon, without 
amendment, and recommends that the bill do pass. 


PURPOSE 


This bill would amend title I of the Federal Property and Adminis- 
trative Services Act of 1949, as amended, by adding a new section 
110 which would authorize the establishment of an administrative 
operations fund on a permanent basis. 

The bill would permit the Administrator to transfer up to 5 percent 
of the amount included in each annual appropriation, but not more 
than the amount included in the respective program appropriations, 
to an administrative operations fund, from which the cost of legal, 
financial, administrative, compliance, information and_ business 
services would be charged. This procedure for funding the cost of 
services rendered by certain administrative officials against the 
benefiting programs will make possible some savings to the Govern- 
ment and will simplifv the General Services Administration’s internal 
budget and accounting systems. 

The bill further provides that the accounting for obligations and 
expenditures chargeable to the fund shall be maintained and accounted 
for in accordance with the system of accounting approved by the 
General Accounting Office. 
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BACKGROUND 


An administrative operations fund has been established on a 
temporary basis, pursuant to a ager contained in the Independent 
Offices Appropriation Act of 1957, Public Law 623, approved June 27, 
1956. 

That authorization provides as follows: 


Administrative operations fund: Funds available to Gen- 
eral Services Administration for administrative operations, in 
support of program activities, shall be expended and ac- 
counted for, as a whole, through a single fund, which is hereby 
authorized: Provided, That costs and obligations for such 
administrative operations for the respective program activi- 
ties shall be accounted for in accordance with systems ap- 
proved by the General Accounting Office: Provided further, 
That the total amount deposited into said account for the 
fiscal year 1957 from funds made available to General Serv- 
ices Administration in this Act shall not exceed $9,540,375, 
of which not to exceed $137,700 may be used for travel 
expenses: Provided further, That amounts deposited into said 
account for administrative operations for each program 
shall not exceed the amounts included in the respective 
program appropriations for such purposes. 

When the House Committee on Appropriations reported H. R. 
9739, 84th Congress—the independent offices appropriation bill which 
authorized the establishment of an administrative operations fund 
the following explanation was made in House Report No. 1847: 


Administrative operations fund.—The bill contains language 
as proposed in the budget estimate establishing a fund from 
which all legal financial, administrative, compliance, in- 
formation, and business service center services are financed. 
The amount of limitation for 1957 is $9,278,200, a reduc- 
tion of $467,000 in the budget estimate and an increase of 
$467,100 over 1956. Each program appropriation for the 
General Services Administration includes administrative 
operations costs which are deposited into the Administrative 
Operations Fund, and costs are allocated according to work 
performed against the various programs and may not exceed 
the amount that has been deposited for the credit of that 
item. 


During the first year of operation under this authority, it was 
found that certain improvements as well as economy and efficiency 
has been attained, and, therefore, similar authorization to the General 
Services Administration is also contained in the appropriation act for 
fiscal year 1958, Public Law 85-69. 

The chairman of the Senate Committee on Appropriations has 
recommended that the authority should be incorporated in the en- 
abling statute on a permanent basis, as proposed by S. 2283, in lieu of 
the appropriation acts, where an authorizing amendment would be 
subject to a point of order, and would require the inclusion of similar 
provisions in succeeding fiscal years. 
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The letter from the chairman of the Appropriations Committee 
follows: 


JUNE 24, 1957. 
Hon. Joun L. McCueian, 
Chairman, Committee on Government Operations, 
United States Senate, Washington, D. C. 

Drar Mr. Cuarrman: Your letter of June 17 requests my views 
on the proposal in S. 2283 to add a new section to title I of the Federal 
Property and Administrative Services Act of 1949, which would 
establish an administrative operations fund on a permanent basis, as 
requested by the Administrator of General Services. 

This fund was created on a te ‘mporary basis in the Independent 
Offices Appropriation Act for 1957, and amounts for administrative 
ope rations as included in each program appropriation for General 
Services Administration were deposited into the fund, from which all 
legal, financial, administrative, compliance, information and business 
service center services are financed. The fund has been extended in 
a similar manner for fiscal year 1958 in H. R. 6070. 

The committee is informed that the advantages of allocating such 
costs according to the work performed, particularly as to personnel, 
have been well proven and will result in some savings in administration. 

The proposal to continue the administrative operations fund on a 
permanent basis is therefore approved. 

Yours very sincerely, 
Cart Haypen, Chairman. 


COMMITTEE ACTION 


Following hearings, on July 11, 1957, before the Subcommittee on 
Reorganization to which S. 2283 had been referred for consideration, 
the committee approved the subcommittee’s recommendations that 
the bill be reported favorably to the Senate. Evidence was submitted 
at the hearings to the effect that enactment of S. 2283 would promote 
economy and efficiency in the operations of the General Services 
Administration, and would not involve an increase in the expenditure 
of Federal funds. 

AGENCY COMMENTS 


Additional justification and details explaining the purpose and need 
for the proposed legislation is contained in the following reports sub- 
mitted to the President of the Senate and to the committee by the 
Administrator of General Services, the Comptroller General of the 
United States, and the Assistant Director of the Bureau of the Budget: 


GENERAL SERVICES ADMINISTRATION, 
Washington 25, D. C., June 6, 1957 
Hon. Ricnarp M. Nixon, 
President of the Senate, Washington, D. C. 


My Dear Mr. Presipent: There is forwarded herewith draft of 
legislation to further amend the Federal Property and Administrative 
Services Act of 1949, as amended, and for other purposes. 

This proposal is a part of the legislative program of the General 
Services Administration for 1957. 
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This proposed legislation would amend the Federal Property and 
Administrative Services Act of 1949 (63 Stat. 377), by adding a new 
section to title I which would establish an Administrative Operations 
Fund on a permanent basis. 

An administrative operations fund was included in the act of June 
22, 1956, making appropriations for sundry independent executive 
bureaus, boards, commissions, corporations, agencies, and offices, for 
the fiscal year ending June 30, 1957, and for other purposes. The 
provisions of this act permitted the establishment of a single disbursing 
account to which amounts included in each program appropriation for 
staff costs are transferred for purposes of budgetary control and 
expenditure. 

Experience has shown that this fund has facilitated review of appro- 
priation estimates since budget estimates for each program include 
the amount of staff costs. This proposal is in consonance with con- 
gressional policy as expressed in the Budget and Accounting Procedures 
Act of 1950 (64 Stat. 832). 

During the fiscal year 1957 GSA’s operations under this fund have 
disclosed the need for minor adjustments between sources of funds to 
keep financing in line with small fluctuations in program workloads. 
This has been acc omplished within the total annual limitation. 

The proven advantages of the administrative operations fund con- 
firm the feasibility of continuing this fund on a permanent basis. 
Operating under the provisions of this fund has simplified GSA’s in- 
ternal budget control and accounting by eliminating the necessity for 
keeping several sets of budgetary accounts under the old system. 
Legislative authorization of this fund will give greater assurance of 
permanence, and not make this fund subject to a point of order an- 
nually when appropriation language is under consideration. 

The enactment of this proposed legislation would not increase the 
expenditure of Federal funds. 

The General Services Administration urges prompt and favorable 
consideration of this draft bill. 

The Bureau of the Budget has advised that it interposes no objec- 
tion to the submission of this bill to the Congress. 

Sincerely yours, 
FRANKLIN G. FLoete, Administrator. 


CoMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, D. C., July 5, 1957. 
Hon. Joun L. McCuenuan, 
Chairman, Committee on Government Operations, 
United States Senate. 

Dear Mr. CuarrMan: Your letter of June 17, 1957, acknowledged 
June 18, requests our views on S. 2283. 

S. 2283 would amend the Federal Property and Administrative 
Services Act of 1949 to provide basic legislation for the administrative 
operations fund of the General Services Administration. This fund 
was established for the fiscal year 1957 in the Independent Offices 
Appropriation Act, 1957, Public Law 623, approved June 27, 1956 
(70 Stat. 345), to permit all sums available to the General Services 
Administration for administrative operations to be expended and 
accounted for through a single fund. It also is included in the Inde- 
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pendent Offices Appropriation Act, 1958 (H. R. 6070), as passed by 
both Houses of the Congress. 

The existing law as well as S. 2283 provides that the costs and obliga- 
tions financed under the fund shall be accounted for in accordance with 
systems approved by the General Accounting Office. On September 
17, 1956, we approved the accounting system prescribed by the General 
Services Administration for the administrative operations fund estab- 
lished by the Independent Offices Appropriation Act, 1957. 

The primary difference in the provisions of law establishing the 
1957 fund and of S. 2283 relates to the amount which may be paid 
into the fund from the program appropriations. In the 1957 and 1958 
appropriation acts, the amounts deposited into the fund for adminis- 
trative operations for each program cannot exceed the amounts in- 
cluded in the respective program appropriations for such purposes. 
S, 2283 provides: 

“The amount paid into said fund from any appropriation made to 
General Services Administration in each annual appropriation Act shall 
not exceed by more than five per centum the amount included therein 
for administrative operations, nor shall the total payments from the 
respective program appropriations exceed the sum of the amounts in- 
cluded for the purpose in all such appropriations. * * *” 

The above provision would authorize the General Services Ad- 
ministration to increase the deposits to the fund from individual pro- 
gram appropriations by an amount not to exceed 5 percent of the 
amount appropriated therein for administrative operations but the 
total of such deposits to the fund shall not exceed the total of the 
amounts included for administrative operations in all such program 
appropriations. We feel that this provision gives the General Serv- 
ices Administration a reasonable degree of flexibility necessary to 
correct any substantial variances between the amounts deposited by 
the individual program appropriations and the actual costs developed 
at a later date. 

Since the administrative operation funds for the fiscal year 1957 
and as proposed for the fiscal year 1958 were established in annual 
appropriation acts, they clearly were annual accounts. The enact- 
ment of S. 2283, however, would establish in basic law a permanent 
fund, but we understand that the General Services Administration 
does not intend to extend the period of availability of any funds 
transferred to the fund. We do not construe the provisions of S. 
2283 as extending the period of availability of any funds made avail- 
able for administrative expenses for any fiscal year. 

We believe that the purposes of the fund are good and favor the 
enactment of S. 2283. 

Sincerely yours, 
JosEPH CAMPBELL, 
Comptroller General of the United States. 
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EXECUTIVE OFFICE OF THE PRESIDENT, 
BurEAU OF THE BupGET, 
Washington, D. C., July 16, 1957. 
Hon. Joun L. McCue ian, 
Chairman, Committee on Government Operations, 
United States Senate, Senate Office Building, 
Washington, D. C. 

My Dear Mr. Cuartrman: This will acknowledge your letter of 
June 17, 1957, inviting the Bureau of the Budget to comment on 
S. 2283, to further amend the Federal Property and Administrative 
Services Act of 1949, as amended, and for other purposes. 

This bill would amend the Federal Property and Administrative 
Services Act of 1949, as amended, by adding a new section to title I 
which would establish an administrative operations fund on a perma- 
nent basis. Authorization for an administrative operations fund has 
been included in the Independent Offices Appropriation Acts covering 
fiscal years 1957 and 1958. Operations under this fund have simplified 
internal budget control and accounting by eliminating a number of 
accounts heretofore necessary. 

This Office favors enactment of this measure. 

Sincerely yours, 
Percy Rappaport, 
Assistant Director. 


O 
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AMENDING SECTION 203 (c) OF THE FEDERAL PROPERTY AND 
ADMINISTRATIVE SERVICES ACT OF 1949 TO PERMIT THE 
EXERCISE OF OPTIONS CONTAINED IN CERTAIN LEASES OF 
GOVERNMENT PROPERTY 


FeBRuARY 13 (legislative day, FeEBruary 10), 1958.—-Ordered to be printed 


Mr. Humpurey, from the Committee on Government Operations, 
submitted the following 


REPORT 


[To accompany S. 2231] 


The Committee on Government Operations, to whom was referred 
the bill, S. 2231, to amend section 203 (c) of the Federal Property and 
Administrative Services Act of 1949, as amended, to permit the exer- 
cise of options contained in certain leases of Government property, 
having considered the same, report favorably thereon with an amend- 
ment, and recommend that the bill do pass. 


PURPOSE 


The bill provides for amending section 203 (c) of the Federal 
Property and Administrative Services Act of 1949 by inserting a 
parenthetical clause after the word ‘‘lease’”’ which will authorize the 
inclusion of one or more options to purchase or to renew or extend a 
lease executed by the Administrator of General Services, or by the 
head of any Federal agency authorized to dispose of surplus property. 

The statute presently permits the Administrator or duly authorized 
departmental head to dispose of surplus property by sale, exchange, 
lease, permit or transfer for cash, credit, or other property, with or 
without warranty, and upon such other terms and conditions as the 
Administrator deems proper, and to execute such documents for 
transfer of title or other interest in property and take such other 
action as is deemed necessary or proper to dispose of surplus property. 
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When this language was drafted it was the legislative intent that 
the Administrator should be authorized to sell, lease, or exchange 
property in the same manner as property is disposed of by private 
concerns and pursuant to the practice commonly followed by private 
business. The precise terms as to how property should be disposed 
of, or under what conditions such authority should be exercised, were 
not set forth in the act, the Administrator being given authority to 
prescribe such terms and conditions as he deemed proper. As a result, 
some leases of surplus property included options permitting the lessees 
to renew or extend the leases, or to purchase the leased property after 
a period of years, according to the terms of the contract, without any 
question as to the authority for the inclusion thereof. The Attorney 
General of the United States, however, expressed doubt as to whether 
the authority granted by the act to dispose of surplus property by sale, 
exchange, lease, permit, or transfer confers authority for use of options 
to purchase in leases executed thereunder. 

This bill would clarify the statute and remove any doubt as to the 
inclusion therein of authority for the use of options to purchase, renew, 
or extend leases. 

AGENCY VIEWS 


The amendment proposed by S. 2231 was recommended by the 
General Services Administration, and the Bureau of the Budget 
concurred in that recommendation. The General Accounting Office 
reported that it has no objection to the bill. The following communi- 
cations were received in support of this bill: 


GENERAL SERVICES ADMINISTRATION, 
Washington, D. C., May 24, 1957 
Hon. Ricuarp M. Nrxon, 
President of the Senate, 
Washington, D. C. 

My Dear Mr. Presipent: There is enclosed a draft of a proposed 
bill to amend section 203 (c) of the Federal Property and Administra- 
tive Services Act of 1949 and to permit the exercise of options con- 
tained in certain leases of Government property. It is respectfully 
requested that appropriate steps be taken to secure consideration by 
the Congress of this legislative proposal. 

The draft would amend section 203 (c) of the Federal Property and 
Administrative Service Act of 1949 (63 Stat. 385, 40 U.S. C. 484 (c)) 
by inserting after the word “lease” the parenthetical clause “(which 
may include one or more options to purchase or to renew or extend the 
lease).”’ 

The Attorney General has recently expressed doubt as to ae 
the Federal Property and Administrative Services Act of 1949, 
amended, confers authority for the use of options to purchase in aioe 
executed thereunder. This expression also casts doubt upon the 
authority to use options to renew or extend the lease in leases executed 
under the Federal Property and Administrative Services Act of 1949, 
as amended. 

At the present time the General Services Administration is ad- 
ministering leases executed pursuant to the act referred to above, 
which contain options to purchase or provisions similar thereto, or 
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which contain options to renew or extend the term for one or more 
additional periods in accordance with the usual commercial practice. 

There are two cases now pending in which the lessee has given 
notice of intent to exercise an option. One of them involves an 
option to purchase in a lease the term of which expires May 31, 1957. 
The other involves an option to renew in a lease expiring December 
31, 1957. 

Since these options were granted in good faith and in the belief on 
the part of the representatives of the Government and the lessees, 
that the governing legislation gave authority to use options and their 
use conformed to administrative practice of many years standing 
established in connection with disposals under earlier laws, it is felt 
that the General Services Administration is under obligation to 
recommend legislation to the Congress to clarify the statute so as to 
remove any doubt as to whether it includes authority for the use of 
options. 

The Bureau of the Budget has advised that there is no objection 
to the submission of this proposed legislation. 

Sincerely yours, 
FraNKuIN G. Fiorts, Administrator. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., June 19, 1957. 
Hon. Joun L. McCuetuan, 
Chairman, Senate Committee on Government Operations, 
Senate Office Building, United States Senate, 
Washington, D. C. 

My Dear Mr. CuatrMan: This is in reply to your letter of June 8, 
1957, requesting our views and recommendations regarding the pro- 
visions of S. 2231, to amend section 203 (c) of the Federal Property 
and Administrative Services Act of 1949 to permit the exercise of 
options contained in certain leases of Government. property. 

The Bureau of the Budget would favor the enactment of this legis- 
lation. The General Services Administration construed the language 
in the Federal Property and Administrative Services Act of 1949, in 
which general leasing authority was granted, as including authority 
for the use of options to purchase, and to renew and extend leases, 
It believes that this construction carries out the intent of Congress 
and that the options to purchase and to renew and extend leases 
which it executed were executed in good faith and in accordance with 
the usual commercial practice. However, in view of doubts raised 
by the Attorney General, we agree with the General Services Admin- 
istration that this clarifying legislation should be enacted. 

You also requested the Bureau to advise you of any department or 
agency other than those you named which we felt had an interest in 
the bill and, if so, to submit its views. We believe that the agencies 
you suggested provide sufficient coverage of the viewpoint of the 
executive branch. 

Sincerely yours, 
Percy Rappaport, Assistant Director. 
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CoMPTROLLER GENERAL OF THE UNITED STATEs, 
Washington, D. C., June 18, 1987. 
Hon. Joun L. McCieuan, 
Chairman, Committee on Government Operations, 
United States Senate. 

Dear Mr. CuarrMan: Further reference is made to your letter of 
June 8, 1957, requesting our views on S. 2231. 

The bill would amend section 203 (c) of the Federal Property and 
Administrative Services Act of 1949 to specifically authorize the in- 
clusion of options to purchase or to renew in leases of surplus Govern- 
ment property. 

Although we have no firsthand knowledge of the desirability of the 
proposed legislation, it is noted that at page 7533 of the Congressional 
Record for June 6, 1957, there is printed a letter addressed to the 
President of the Senate by the Administrator of General Services 
explaining the purpose and necessity for the legislation. It appears 
from that letter that the Attorney General has expressed doubt as to 
whether the Federal Property and Administrative Services Act of 
1949, as amended, confers authority for the inclusion of options to 
purchase or renew in leases of Government property. Presumably, 
the proposed legislation is to remove any doubt in that respect. In 
view thereof, we perceive no objections to the enactment of S. 2231. 

Sincerely yours, 


JOSEPH CAMPBELL, 
Comptroller General of the United States. 


Unitep States DEPARTMENT OF JUSTICE, 
Orrice oF THE Deputy ATTORNEY GENERAL, 
October 21, 1957. 
Hon. Jonn L. McCue xan, 
Chairman, Committee on Government Operations, 
United States Senate, Washington, D. C. 

Dear Senator: By letter of June 8, 1957, you referred to the 
Attorney General a copy of S. 2231, to amend section 203 (c) of the 
Federal Property and Administrative Services Act so as to permit the 
exercise of options contained in leases of Government property. In 
connection with this bill, which has been referred to the Committee 
on Government Operations, you ask for information as to a ruling of 
the Attorney General which gave rise to this request for legislation, 
and for the view of this Department on the need for legislative action. 

This matter arose through an inquiry relating to leases of surplus 
property under particular statutory provisions. In reply, by means 
of an unpublished legal opinion, the Attorney General pointed out 
that the statute in question did not expressly confer upon the Admin- 
istrator, General Services Administration, authority for the use of 
options to purchase in leases executed thereunder. The question 
whether such authority existed by implication or as incidental to 
other powers expressly conferred was discussed at some length. It 
was concluded that there was no persuasive basis for an assumption 
that such authority existed. 
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In reaching these views, it was emphasized that the act in question 
is fundamentally premised upon the relinquishment of Federal owner- 
ship of surplus Government property as expeditiously as possible. 
The opinion was related to the background and purpose of the Federal 
Property and Administrative Services Act of 1949, as amended; to 
particular provisions of that act; and to the circumstances incident to 
the inquiry. These reservations are pointed out to avoid any possible 
prejudice to the operations of any other Governmental agency in their 
own contractual arrangements. 

The General Services Administration has since referred to the 
circumstance that options to renew leases also present a problem. 
This aspect of the matter, which was not treated in the opinion 
referred to, also is embraced by S. 2231. 

We believe it is desirable that there be legislative clarification of 
these questions. 

I regret very much that due to an oversight there has been delay in 
responding to your letter. 

Sincerely, 
Wiiiiam P. Rogers, 
Deputy Attorney General. 


CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, S. 2231, 
as reported, are shown as follows (matter omitted enclosed in brackets, 
new matter is printed in italics, existing law in which no change is 
proposed is shown in roman): 


FrpERAL PROPERTY AND ADMINISTRATIVE SeRvicEes Act oF 1949, 
AS AMENDED 


DISPOSAL OF SURPLUS PROPERTY 


+ ~ * * * * * 


Sec. 203. (c) Any executive agency designated or authorized by 
the Administrator to dispose of surplus property may do so by sale, 
exchange, lease (which may include one or more options to purchase or 
to renew or extend the lease), permit, or transfer, for cash, credit, or 
other property, with or without warranty, and upon such other 
terms and conditions as the Administrator deems proper, and it may 
execute such documents for the transfer of title or other interest in 
property and take such other action as it deems necessary or proper 
to dispose of such property under the provisions of this title. 


O 
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INTERPARLIAMENTARY ACTIVITIES 


FEBRUARY 13 (legislative day, Fepruary 10,) 1958.—Ordered to be printed 


Mr. Green, from the Committee on Foreign Relations, submitted 
the following 


REPORT 


[To accompany 8. Res. 259] 


The Committee on Foreign Relations, having had under considera- 
tion an original resolution (S. Res. 259) providing assistance to 
Members of the Senate in the discharge of their responsibilities in 
connection with visiting foreign dignitaries, and for other purposes, 
reports it favorably to the Senate, and recommends that it do pass. 


PURPOSE OF RESOLUTION 


Senate Resolution 259 would authorize the committee to employ one 
additional professional staff member to be concerned primarily with 
Senate participation in interparliamentary organizations and with 
the reception at the Senate of visiting members of foreign legislative 
bodies and of prominent officials of foreign governments. The 
resolution would authorize $5,000 for expenses. 


BACKGROUND 


In recent years the Senate has authorized participation in various 
interparliamentary meetings, including the Interparliamentary Union, 
the North Atlantic Treaty Organization Parliamentary Conference, 
and the Commonwealth Parliamentary Association. Members of 
the Senate have also been invited on numerous occasions to visit 
foreign parliamentary bodies. 

Furthermore, in recent years large numbers of members of foreign 
legislative bodies, as well as other prominent foreigners, have visited 
Washington, sometimes under. programs sponsored by the United 
States Government, sometimes under their own auspices. Figures 
supplied by the State Department show that in 1957, this traffic 
amounted to 153 foreigners of VIP status under Department auspices, 
of whom 75 were members of foreign parliaments. 
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There is no central point in Congress to arrange for the reception 
and proper treatment of these visitors. These activities are now car- 
ried on by the Department of State and various private agencies who 
oc vcasionally call on individual Senators, as well as the staff of the 
Foreign Relations Committee, for help. Sometimes it is not possible 
to make satisfactory arrangements for their reception. 

In view of the large number of these visitors and the fact that many 
of them come to Washington during peak periods of Senate activity 
their proper reception is often neglected. 


COMMITTEE ACTION 


The need of providing some central point for the coordination of 
Senate activities in connection not only with interparliamentary ex- 
changes, but in connection with visits of distinguished foreign govern- 
mental officials, has been discussed by the Committee on Foreign 
Relations from time to time during the past year. On January 28, 
1958, the committee requested the chairman to appoint a subcommit- 
tee to consider the problem within the framework of a draft resolution 
offered by Senator J. W. Fulbright. 

A subcommittee consisting of Senators Sparkman (chairman), 
Kennedy, Hickenlooper, and Aiken examined the problem at a meeting 
on February 6. The subcommittee concluded that there should be a 
central point in the Senate to coordinate activities for the reception 
of members of foreign parliamentary bodies and distinguished officials 
of foreign governments, and to deal with international parliamentary 
conferences. The subcommittee recommended that the committee 
favorably report the following resolution to the Senate: 


Resolved, That in order to assist the Senate properly to dis- 
charge and coordinate its activities and responsibilities in 
connection with participation in various interparliamentary 
institutions and to facilitate the interchange and reception in 
the United States of members of foreign legislative bodies and 
prominent officials of foreign governments, the Committee on 
Foreign Relations is authorized from February 1, 1958, 
through January 31, 1959, to employ one additional profes- 
sional staff member to be paid from the contingent fund of the 
Senate at rates of compensation to be fixed by the chairman 
in accordance with the provisions of section 202 (e) of the 
Legislative Reorganization Act of 1946, as amended, and 
Public Law 4, 80th C ongress, approved February 19, 1947, as 
amended. 

Sec. 2. The Secretary of the Senate is authorized and di- 
rected to pay the actual and necessary expenses incurred by 
Senators and the aforementioned employee in connection 
with activities authorized by this resolution, and approved 
in advance by the chairman of the Committee on Foreign 
Relations, which shall not exceed $5,000 from February Z. 
1958, through January 31, 1959, from the contingent fund of 
the Senate upon vouchers certified by the Senator incurring 
such expenses and approved by the chairman of the Com- 
mittee on Foreign Relations. 
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The Committee on Foreign Relations on February 11 without 
objection approved this recommendation. 

In reporting this resolution, the committee wishes to emphasize the 
a points: 

The additional professional staff member proposed to be added 
to i committee staff would be available to all members of the Senate 
in connection with their activities and responsibilities of the type 
described above. To the extent that the staff member’s time is not 
occupied in these duties, he would be subject to the direction of the 
chairman of the Committee on Foreign Relations to assist that com- 
mittee in its legislative work. 

Consideration was given to utilizing one of the present Foreign 
Relations Committee staff positions to carry on this new activity. 
This would have involved curtailment of present committee activities, 
however, and the committee did not believe this advisable in the 
light of current activities. 

Although the position will be filled in accordance with the usual 
committee practice, the chairman of the Committee on Foreign Rela- 
tions will have responsibility for fixing the salary of the individual 
selected for this position. The committee does not envisage that at 
the present time the employee would be paid at the maximum profes- 
sional salary rate. 

3. Not to exceed $5,000 may be used to pay the actual and neces- 
sary expenses incurred in connection with activities authorized by this 
resolution. Inasmuch as these funds will be payable only upon 
approval by the chairman of the Committee on Foreign Relations, 
the committee expects the chairman to devise procedures to be fol- 
lowed by Members of the Senate in seeking reimbursement from this 
fund. The committee believes, for example, that no Member would 
be justified in seeking reimbursement from this fund for expenses 
unless the activity for which he seeks reimbursement has received 
the advance approval of the chairman of the Committee on Foreign 
Relations. None of the fund would be available for expenses except 
those incurred in connection with the interchange and reception 1n 
the United States of members of foreign legislative bodies and promi- 
nent officials of foreign governments. 

4. The occupant of this new position will be expected, under the 
direction of the chairman of the Committee on Foreign Relations, to 
work in close cooperation with those executive agencies involved in 
exchange programs of various kinds, Although his principal respon- 
sibilities will be in connection with visits of foreign parliamentarians 
and members of foreign governments, and although the utilization 
of funds is limited strictly to that category of visitor, he will be 
expected to assist in the reception in the Senate of all visitors from 
foreign countries whose visits are sponsored by the United States 
Government. 

The Department of State indicated the need for this type of function 
in the ne ae (to Chairman Green from Assistant Secretary 
Macomber, January 30, 1958): 


I have had oa opportunity on several occasions to discuss 
with members of the staff of the Foreign Relations Committee 
the problem of planning and coordinating the Senate’s activi- 
ties and responsibilities in connection with visits of foreign 
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dignitaries to the Capitol, as well as congressional participa- 
tion in various interparliamentary institutions. The visitors 
would include members of foreign legislative bodies and other 
prominent officials of foreign governments. 

While these exchanges are regarded as highly important to 
the Department of State, I realize they entail a considerable 
expenditure of time and effort by members of the committee 
as well as the committee staff. With a view to assisting the 
Senate in its participation in these activities, I wonder 
whether you would wish to give consideration to the designa- 
tion of a single employee of the committee staff to assume 
total responsibility for these functions. Under such an 
arrangement I would, of course, be glad to make a corre- 
sponding designation in this office to provide a focal point 
for all phases of the Department’s responsibilities. 


CONCLUSION 


The committee believes it is important that the Senate of the United 
States make every effort to see that visiting foreign parliamentarians 
and distinguished members of foreign governments are properly re- 
ceived by the Senate. The committee believes that such distinguished 
visitors should have opportunity to meet members of the Senate and 
to observe the operations of our democratic institutions. The com- 
mittee believes that the small expense which will be encountered by 
adoption of the resolution herewith reported is fully justified and urges 
the Senate to give its approval thereto. 


O 
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Mr. Humphrey, from the Committee on Government Operations, 
submitted the following 


REPORT 


The Committee on Government Operations submitted to the Senate 
in the 84th Congress Senate Report No. 1604 on the Reorganization 
of the Passport Office, in which details were set forth relative to 
action taken by the committee in improving the organization and 
operations of the Passport Office of the Department of State. 

In the 85th Congress, on February 25, 1957, a further report was 
submitted on Progress on Reorganization of the’ Passport Office 
(S. Rept. No. 113). 

Following the submission of these reports to the Senate, the Travel 
Advisory Committee of the Department of Commerce, composed of 
representatives of the principal travel agencies in the United States, 
appointed a special task force to consider the problems involved as 
outlined in the report and contained in a bill reported by the committee 
in the 84th Congress (S. 3340) to carry out its recommendations to 
the Congress. 

The task force of the Travel Advisory Committee was specifically 
directed to undertake a study relative to the adjustment of passport 
fees and to the proposal contained in S. 3340, that passport and 
renewal fees be increased by 100 percent, so as to bring thesé fees into 
line with increased service costs. In accordance with a specific 
recommendation contained in the task force report, the Comptroller 
General of the United States was requested to conduct a cost account- 
ing study and to make a closer determination as to the actual cost of 
all services relating to the issuance of passports and services rendered 
by the Federal Government to travelers to. whom passports were 
issued, in order that the appropriate committees of Congress might 
be afforded the necessary information upon which to base an equitable 
adjustment in passport fees. 
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2 INCREASED COST OF ISSUING AND RENEWING PASSPORTS 


Report oF THE COMPTROLLER GENERAL OF THE UNITED STATES 


“The following Report on Study of Cost of Issuing and«Renewing 
Passports, Passport Office, Department of State, was submitted to 
the chairman of this committee by the Comptroller General of the 
United States on January 1, 1958 (Report No. B-118682): 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, January 31, 1958. 
Hon. Joun L. MeCiexvuan, 
Chairman, Committee on Government Operations, 
United States Senate. 


Dear Mr. Cuarrman: Herewith is the report on our study of the 
cost of issuing passports by the Passport Office, Department of State, 
pursuant to your request of February 5, 1957. 

As brought out in our report, we were not able to ascertain all 
items of cost relative to the issuance of passports. Also, it was not 
practicable for us to verify the domestic and overseas costs, most of 
which are maintained by the Department of State and which were 
furnished to us by the Department for purposes of our study. An- 
other important consideration is whether the cost of services rendered 
or available to the passport holder during the period of validity of a 
passport should be taken into account in computing the cost of issuing 
the passport; the cost of these services has not been included in our 
determinations. 

In response to suggestions by Mr. Walter Reynolds, chief clerk and 
staff director of your committee, we have presented several revisions 
in passport practices for consideration by your committee. Briefly, 
they are (1) to establish the validity of passports issued to Govern- 
ment personnel and their dependents to correspond to the period of 
the tour of duty, (2) to adopt varying periods of validity of pass- 
ports to fit the different time needs of foreign travelers and to fix 
fees accordingly, and (3) to equalize the fees for issuance and for 
renewal of passports. 

This report in draft form was submitted for review by responsible 
units of the Department of State. The comments of the Department 
have been considered in finalizing our report. 

We shall be pleased to be of continued service to you and your 
committee in any way that we can. 

_ Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 
Enclosure. 


Report on Srupy or Cost or Issurnc anp ReNewiInG 
Passports, Passport Orrice, DepaARTMENT OF STATE 


INTRODUCTION 


This report presents in brief the findings of a study by the 
General Accounting Office to determine the cost of issuing 
and renewing passports by the Passport Office of the Depart- 
ment of State. The study was requested by the chairman of 
the Senate Committee on Government Operations by letter 
dated February 5, 1957, to the Comptroller General. 
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The committee request was in response to a recommenda- 
tion by the Travel Advisory Committee of the Department 
of Commerce, composed of representatives of the principal 
travel agencies in the United States. This recommendation 
was prompted by the interest of the Advisory Committee in 
a proposed increase of 100 percent in passport fees embodied 
in the bill (S. 3340) introduced in the 84th Congress, 2d 
session. The proposed increase was one of several recom- 
mendations which resulted from a study by the Committee, 
coupled with a program of reorganization and modernization 
of the Passport Office developed by the Director of that 
Office and a joint survey by the General Services Administra- 
tion, Bureau of the Budget, Civil Service Commission, and 
General Accounting Office. The changes brought about by 
these efforts, together with recommendations requiring legis- 
lative action, are recited in the report of the committee dated 
March 1, 1956 (S. Rept. 1604, 84th Cong.). A further 
report on Progress on Reorganization of the Passport Office 
was issued by the committee on February 25, 1957 (S. Rept. 
113, 85th Cong.). The latter report made reference to the 
request by the committee to the Lonenptilin General for the 
study to which this report is addressed. 

The above-mentioned committee reports related at some 
length the background, organization, functions, and scope of 
services of the Passport Office, together with its fiscal integra- 
tion with the Department of State, and certain direct cost 
figures developed by the Advisory Committee. Much of this 
information ties in directly with the area of our study and 
normally would be included in this report to facilitiate a clear 
understanding of the subject matter of the study. However, 
because of the evident familiarity of the committee with the 
subject of the study and to avoid unnecessary repetition and 
contribute to desirable brevity, we are including herein only 
such of this information as is essential to identify its relation 
to costs. 

A draft of this report was transmitted for review by the 
several units of the Department of State directly concerned 
with passport operations. The comments of the Depart- 
ment have been considered in finalizing this report. 


SUMMARY OF FINDINGS 


Our study brought out that the cost of issuing a passport is 
not easily defined as to scope or determinable with accuracy. 
The issuance of a passport gives rise to a chain of collateral 
services concerned with the passport holder; these services 
to a large degree would not otherwise be necessary and pose 
the question of whether the cost of such services should be 
associated with if not included in the cost of issuing a pass- 
port. Apart from this question, it was not practicable to 
ascertain the costs comprising these services, and it was 
necessary to exclude them from our computations. Thus the 
costs as developed in our study are those applicable only to 
the issuance or renewal of a passport. 
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Because it was not practicable for us to verify the domestic 
and overseas costs, most of which were furnished to us by 
the Department of State for purposes of this study, we 
cannot state that these costs are entirely accurate; with 
respect to domestic costs, we satisfied ourselves that the 
basis of apportionment applied by the Department appeared 
reasonable. Certain other costs were not readily d stermi- 
nable by the Department, principally for lack of cost data 
and a reasonable basis of apportionment, and therefore 
could not be included in the costs reported herein. 

The period of our study covered the calendar year 1956. 
The elements of cost included in our study are shown in 
exhibit 1. Issuances and renewals for that year totaled 
709,939 passports; issuances and renewals were considered 
as individual units having the same unit cost. Total costs 
amounted to $5,818,650, resulting in an average unit cost 
of $8.20 per passport issued or renewed. For the reasons 
already stated, this cost is not complete; it can be said to 
represent what the recommendation of the Travel Advisory 
Committee contemplated as a closer determination of cost 
than had heretofore been made. 

We did not undertake to ascertain separate costs for pass- 
ports issued and renewed in the United States and at Foreign 
Service posts. We found that the functions performed in 
each area are so interwoven with regard to domestic and for- 
eign applications as to be impracticable of separate compu- 
tation of costs. For example, substantially all passport 
applications originating at Foreign Service posts are reviewed 
and approved by the Washington office of the Passport Office, 
but we have no measure of the functional effort required for 
such review and approval. Also, according to the Director 
of the Passport Office, much of the cost incurred in the 
United States for security investigations is in respect of 
foreign applications. Likewise, those citizenship services 
rendered by the Foreign Service posts, which are includible 
in the cost of issuing or renewing passports, undoubtedly 
include services concerning citizens whose applications origi- 
nate in the United States. Since it is apparent that in 
neither the United States nor the Foreign Service posts are 
the operations self-integrated and independent, there seems 
to be no practicable basis for determining separate costs for 
domestic and foreign issuances and renewals. 

The total unit cost of $8.20 consists of $3.71 for direct and 
apportioned costs incurred in the United States and $4.49 for 
costs incurred at Foreign Service posts. The latter appears 
high ; part of this higher cost is undoubtedly due to the fact that 
the operations at the Foreign Service posts are widely dis- 
persed and the volume in terms of passports issued and re- 
newed is relatively small compared with the concentration 
and greater volume of operations in the United States. 
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SUGGESTED REVISIONS IN PASSPORT PRACTICES 


We were informally requested by the chief clerk of the 
committee to make such observations as we believed appro- 
priate concerning the duration of and fees for passports, 
with particular regard to the purposes for which passports 
are issued and the benefits thereof to the passport holders. 
In response thereto, we offer several suggestions. 

1. Passports issued to Government personnel and their 
dependents are subject to the same conditions of expiration 
and renewal as passports issued to non-Government per- 
sonnel. The workload especially at Foreign Service posts 
would be significantly reduced if passports issued to Gov- 
ernment personnel and their dependents were valid for the 
period of the tour of duty, thereby obviating the need for 
renewals. The reduction in workload should result in 
savings in operating costs. 

2. It seems questionable whether the present fixed dura- 
tion and fee of passports coincide with the period of need 
and the benefits derived by all travelers. The substantial 
increase in foreign travel over the past 10 years reflects in 
significant part the extension of travel to broader. economic 
and social levels. There is reason to believe that much of 
the present-day foreign travel is of the one-trip, short-period 
type, for which the traveler does not need a passport having 
a 2-year validity with a 2-year renewal nor does he have 
use for the subsequent services available to passport holders, 
for that period. Statistics contained in the report of the 
committee on the Progress on Reorganization of the Pass- 
port Office show that 27.5 percent of all passports for the 
first 9 months of 1956 were issued to housewives. 

On the other hand, many travelers make frequent trips or 
stay abroad for long periods and could advantageously use a 
passport of more than 2 years’ duration. To this type of 
traveler the passport obviously has much greater utility and 
value than to the one-trip traveler. While the cost of issu- 
ing the passport is the same in either case, the long-period or 
frequent traveler is more likely than the one-trip, short- 
period traveler to have greater use of or need for the subse- 
quent services available to passport holders. Considerations 
of equity seem to favor establishing the duration of passports 
and related fees more nearly in line with the time need and 
value of the passport to the individual traveler. This 
reasoning suggests the adoption of varying periods of validity 
and terms of renewal for passports, somewhat along the 
following lines, the selection to be made by the applicant at 
the time of application. 

1. Six months to 1 year with no renewal. 

2. Three years on issuance, and renewal for 2 years. 

3. Five years on issuance, with no renewal. 

Separate fees would be fixed for each of the above cate- 
gories, at amounts related to the duration and renewal 
privilege of the passport. 
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On this same reasoning it seems appropriate that in view 
of the equality of their costs, the fee on renewal should be 
related to the fee on issuance and to their respective periods of 
validity. For example, on issuance for 2 years and renewal 
for 2 years under the present system,:the fee on renewal 
should be the same as the fee on issuance; on issuance for 3 
years and renewal for 2 years, the renewal fee should be 
two-thirds of the fee on issuance. 

The Department advised us that the above-suggested 
revisions are being considered by the Passport Office. 


REVIEW OF COST ELEMENTS AND OTHER FACTORS 


Passport issuance and service functions 


The application by a United States citizen for a passport 
brings into operation two types of service functions by the 
Government—(1) those required to process the application 
through to the issuance or renewal of a passport and (2) those 
subsequently required or made available to the passport 
holder by the Government during the period the passport is 
in effect. The latter functions came into being and presently 
exist principally, if not solely, by virtue of the issuance of 
passports. For this reason it would be unrealistic to define 
the cost of issuing passports independent of consideration for 
the cost of the functions which follow as a natural conse- 
quence of the issuance of passports. 

These latter functions cover a wide range of services by the 
Foreign Service posts of the Department of State, including 
(1) information and advice on economic and commercial ac- 
tivities and conditions in foreign countries, (2) advice and 
assistance in legal matters, (3) the whereabouts, welfare, and 
protection of American citizens abroad, (4) reporting on 
death of American citizens abroad and burial or shipment of 
their remains, and (5) evacuation of American citizens in 
emergencies. They also include services by other Govern- 
ment agencies, such as those of the Bureau of Customs and 
the Public Health Service required by law for both citizens 
and aliens coming into the United States. The costs of the 
above types of services by Foreign Service posts are not sep- 
arately reported by these posts. We were informed by the 
Department of State that it would not be practicable to ob- 
tain a breakdown of these costs from the individual posts 
within a reasonable time. The Bureau of Customs and the 
Public Health Service stated that their accounting systems 
are not set up to enable determination of the costs of their 
services applicable to United States citizen passport holders. 


Issuances and renewals 

Passports are issued with a validity of 2 years and, upon 
termination, may be renewed for the same period upon ‘appli- 
cation by the holder. Of a total of 709,939 issuances and 
renewals during calendar year 1956 by United States and 
overseas posts, 154,248 were renewals. Separate records 
are not maintained for the costs of issuances and of renewals. 
We were informed by the Passport Office that substantially 
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the same functional processes are followed for renewals as 
for issuances. A time study conducted recently in the Do- 
mestic Adjudication Division, which is the largest unit of the 
Passport Office in terms of personal service cost, disclosed 
that the average direct labor cost for renewals, appropriately 
weighted for differences in time required and the volume of 
applications between native and naturalized citizens, was 
approximately 1.05 times the direct labor cost for issuances. 

Tn view of this small difference, renewals were treated for 
cost purposes as the equivalent of issuances. 


Cost elements excluded 

As already noted, certain cost elements, properly includible 
in the cost of issuing and renewing passports, have not been 
taken up in our study. These elements relate principally to 
supporting services the costs of which are apportionable to 
varied primary activities of the Department of State in the 
United States and at overseas posts, including passport opera- 
tions. The Department reported to us that certain cost data 
on these services, and an equitable basis for apportioning the 
cost applicable to passport operations, could not be ascer- 
tained within a reasonable time. Similarly, the pro rata 
share of costs incurred by other Government agencies, for 
supporting or indirect services to passport operations, was not 
determinable. 

The types of supporting or indirect services referred to 
above which have not been included in our computations 
are 

Amount equal to depreciation on buildings and 
other property in the United States and in foreign 
countries occupied by domestic and foreign service 
personnel, respectively, engaged in direct passport 
operations and in administrative support services to 
the Passport Office and other organizational units of 
the Department. 

2. Pro rata share of departmental administrative 
services applicable to that portion of the cost of the 
operation of Foreign Service posts attributable to pass- 
port and related functions. 

That portion of personal service costs of marine 
guards and other security personnel assigned to Foreign 
Service posts, attributable to passport and related 
functions. 

4. Cost of services performed by other Government 
agencies in support of the operations of the Department 
of State including the Passport Office, illustrations of 
which are 

(a) Department of the Treasury for issuance of 
checks, financial reports, and similar services. 

(6) Department of Labor for cost of administer- 
ing disability compensation operations. 

(c) Services by the Bureau of the Budget, General 

Accounting Office, and Civil Service Commission. 


S. Rept. 1288, 85-2——2 
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The above items do not include those subsequent services 
of Foreign Service posts and of the Bureau of Customs and 
Public Health Service mentioned on page 6 of this report 
which, as we have previously noted, are also not determi- 
nable although proceeding principally if not entirely from the 
issuance of passports. 


Direct and apportioned costs—domestic 

All primary activities and related administrative support 
services of the Passport Office are financed from the appro- 
priation “Salaries and expenses” to the Department of State 
through allotments of funds to designated organizational 
units of the Department. The primary activities of the 
Passport Office are carried out by personnel employed in, 
and responsible directly to the Director of, that Office. 
At December 31, 1956, personnel so engaged in the Washing- 
ton and domestic branch offices of the Passport Office totaled 
332 employees. Administrative support services for the 
Passport Office in the United States are handled by functional 
divisions of the Department set up to perform such services 
for all or most operating units of the Department. Account- 
ing for the cost of these services, as well as for the 
primary activities of the Passport Office, is done by the 
Department as part of the administrative support services. 
Costs are accounted for by classifications of expense—salaries, 
— communications, etc.—for each allotment but are not 
further segregated to show the portion of such costs applicable 
to each operating division being serviced. Some of these costs 
may, by analysis, computation, or other means, be identified 
directly to the operating division for which they were 
incurred; for others the costs applicable to the operating 
divisions are determinable only by distribution of the total 
cost of each type of service on some apportionment formula 
considered to be reasonably representative of the basis on 
which the cost was incurred. For the purpose of this study, 
costs incurred in the United States were ascertained by the 
Department in the above manner and are presented in 
exhibit 1 as direct costs and apportioned costs. 

Included in the costs of the primary activities in the 
United States are those costs for services attributable to cer- 
tain actions of citizens living abroad and to citizenship prob- 
lems of native-born and naturalized citizens and claimants to 
United States nationality. These services consist princi- 
pally of adjudicating specific cases originating at Foreign 
Service posts; conducting liaison with respresentatives of 
United States agencies and foreign governments on matters 
of nationality, protection, and passports; and maintaining 
records of events which affect the citizenship status of citizens 
abroad, as reported by the Foreign Service posts. These 
services do not necessarily arise from, and in all cases are not 
connected with, passport applications. We understand that 
irrespective of any relevancy to ps ussports they are deeme xd to 
be an integral part of the Department’s citizenship services. 
On the other hand, the results of these services are essential 
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to, and, we are informed, are used extensively by, the Pass- 
port Office in adjudicating applications for passports by citi- 
zens who have been the subject of these services. It seemed 
to us that these services are not separable as between those 
connected with passport yrene and those not so con- 
nected and that, over all, is reasonable to consider the 
whole of these services as aan of the operations related to 
the issuance or renewal of passports. 

Personal services ($1,548,262) constitute the largest indi- 
vidual element of domestic costs—about 59 percent thereof— 
and 27 percent of total costs. They represent gross base sal- 
aries and overtime of permanent, temporary, and part-time 
employees of the Passport Office—also the Government’s 
contribution to FICA, employees’ life insurance, and retire- 
ment funds. Space rental and related services ($353,461) 
include $303,855 for rentals in privately owned buildings and 
estimates of fair rental value for space occupied in Govern- 
ment-owned or Government-controlled buildings; the balance 
represents protective and building service costs. Deprecia- 
tion on equipment has been computed at 10 percent of the 
reported value of equipment used by the Passport Office; 
expenditures of about $93,000 for the acquisition of equip- 
ment during calendar year 1956 have been excluded from our 
cost computations. 

Costs at Foreign Service posts 

The costs reported by the Foreign Service posts, represent- 
ing functions considered properly includible in the cost. of 
issuing or renewing passports, were classified in two cate- 
gories——passport service and citizenship service. These costs 
cover basic salaries, allowances, travel and related costs of 
personnel assigned to these services, and a pro rata share of 
overhead of the Foreign Service posts. 

According to information in the Department’s files, the re- 
ported costs for these services are only estimates, and the 
basis on which the time of personnel has been apportioned 
to these and other services may not be entirely accurate. 

Passport service comprises principally the examination of 
applications and the issuance or renewal of passports. Citi- 
zenship service constitutes those functions which are the 
source of and complement that activity in the United States 
of the Passport Office having to do with the citizenship and 
nationality of persons residing abroad, discussed in the pre- 
ceding section. These functions include, among a wide 
range of other services, (1) the accumulation and referral to 
the Passport Office of data on specific cases involving citizen- 
ship oe aay of citizens and claimants to United States 
nationality, (2) the registration of American citizens abroad, 
(3) the meee of births of children born abroad to 
American citizens, (4) the certification of marriages abroad, 
and (5) the execution of affidavits of American birth. 


9 
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The question of whether the fee for a passport is a source 
of revenue, and thus not necessarily related to cost, or a 
charge for a Government service, for which the fee should be 
set at an amount sufficient to recover costs, is a matter of 
policy to be determined by the Congress. The legislative 
history on the subject shows that all statutes affecting pass- 
port fees have been revenue measures. However, the rela- 
tion of the fee to the cost of passport operations appears to 
have entered into the congressional deliberations on changes 
in passport fees. This relation was evidenced on the occa- 
sions of the last two increases in passport fees—19382 and 
1920—when pointed references were made to the cost of 
passport operations, particularly the cost of those services 
overseas which we have previously described herein as subse- 
quent services available to passport holders resulting prin- 
cipally if not solely from the issuance of a passport. 

The Travel Advisory Committee has contended that the 
passport fee should cease to be regarded as a source of revenue 
and should be based on the cost of issuance and, further, that 
only items bearing directly on the passport operations and 
services to travelers should be included in cost. 

Based on a review of services performed by the Federal 
Government, the Bureau of the Budget issued bulletin 58-3, 
dated November 13, 1957, which sets forth recommenda- 
tions approved by the President designed to develop an 
equitable and uniform governmentwide policy of charges for 
certain Government services and property. The policy 
recommended with respect to services is that, wherever a 
service provides special benefits above and beyond those 
which accrue to the public at large, a charge should be im- 
posed to recover the full cost to the Government of rendering 
such service. The passport service was stated as illustrative 
of services considered to provide such special benefits. The 
bulletin further requests agencies to prepare legislative pro- 
posals removing all present limitations or restrictions on the 
authority of the agencies to recover full costs for services 
which provide spec ial benefits. 

In view of the above references to cost, it seems appro- 
priate to examine the relation of the passport fee to such 
costs as we have been able to determine. Based on the 
costs developed in our study, the fee for the issuance of a 
passport ($9) exceeds the cost thereof ($8.20) by 80 cents, 
whereas the fee for renewal ($5) is $3.20 less than the cost 
(the cost of issuance and of re newal being considered equal). 
On the total volume of issuances (555,691) and renewals 
(154,248) in calendar year 1956, total fees would amount to 

$5,772,459. However, fees are not collected on passports 
issued or renewed to Government employees and _ their 
dependents. The Passport Office does not maintain statistics 
on the number of ‘‘no fee’’ passports issued or renewed; 
however, it estimated that during calendar year 1956 the 
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‘no fee’’ passports issued and renewed in the United States 
totaled 110,580 and 4,570, respectively. Similar estimates 
were not developed for overseas issuances and renewals. 
“No fee’? passports are included in the total issuances and 
renewals stated above for the calendar year 1956 and were 
considered in determining the unit costs reported herein. 

In addition to the basic passport fees, revenue is derived 
in the form of execution fees. Each application for issuance 
of a passport must be executed before and attested by a 
Federal or State court or the Passport Office. The appli- 
cant pays a separate fee of $1 to a Federal court or the Pass- 
port Office and $2 to a State court. This fee is payable on 
all applications including those for ‘‘no fee’’ passports. Of 
the total passports issued in the United States in calendar 
vear 1956 (485,546), the Passport Office estimated that 
approximately 180,000 were executed before and attested by 
that Office. We were informed that all applications in re- 
spect of the 70,145 passports issued overseas were executed 
before and attested by the Foreign Service posts at which the 
applications were made. Information was not available on 
the approximate number of applications executed before and 
attested by Federal courts. Also the number of passports 
stated above undoubtedly include ‘no fee’’ passports on 
which the execution fees are reimbursed to the applicant by 
the employer agency. The costs attributable to execution 
fees collected by the Passport Office and the Foreign Service 
posts are not separately identifiable and are included in the 


costs reported herein for the issuance or renewal of passports. 
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These estimates do not include certain additional cost elements 
which the Comptroller General states are properly includible in the 
cost in issuing and renewing passports. The types of supporting or 
indirect services to which he refers specifically in the report are as 
follows: 

Amount equal to depreciation on buildings and other property 
in the United States and in foreign countries occupied by domestic 
and Foreign Service personnel, respectively, engaged in direct passport 
operations and in administrative support services to the Passport 
Office and other organizational units of the Department. 

2. Pro rata share of depar tmental administrative services applicable 
to that portion of the cost of the operation of Foreign Service posts 
attributable to passport and related functions. 

That portion of personal service costs of marine guards and other 
security personnel assigned to Foreign Service posts, attributable 
to passport and related functions. 

4. Cost of services performed by other Government agencies in 
support of the operations of the Department of State including the 
Passport Office, illustrations of which are 

(2) Department of the Treasury for issuance of checks, financial 
reports, and similar services. 

(6) Department of Labor for cost of administering disability 
compensation operations. 

(c) Services by the Bureau of the Budget, General Accounting 

Office, and Civil Service Commission. 

The report also points out that the above items do not include those 
subsequent services of Foreign Service posts and of the Bureau of 
Customs and Public Health Service which were also found to be not 
determinable, although proceeding principally if not entirely from the 
issuance of passports. 


LEGISLATIVE History 


In its report to the Senate in the 84th Congress (S. Rept. 1604), 
the Committee on Government Operations recommended that pass- 
port and renewal fees be increased by 100 percent to conform to in- 
creased service costs Pe commendation No. 3). In making this 
recommendation, it was pointed out that increases in salaries and other 
expenses in the Passport Office and other Government agencies approx- 
imate 125 percent since 1932, and statistical information compiled by 
various Federal agencies indicates that other cost indexes show in- 
creases have averaged in excess of 100 percent within the last 20 
vears. It was further pointed out that passport fees, except in a 
limited number of cases, are paid by persons who travel on pleasure 
or business and, in most instances, constitute fees for special Govern- 
ment services which will be paid largely by persons who are in a much 
more favorable position to pay for such services than are the average 
Federal taxpayers; that the fees should, therefore, in the view of the 
committee, be considered as fees for'special services. (See S. Rept. 
No. 1467, 84th Cong.) 


Debate in House of Re prese ntatives 


In support of this position, the following extracts are quoted from 
PI l 

proceedings of the House of Representatives, on February 24, 1932 

(Congressional Record, pp. 4639-4646, 72d Cong.) : 
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Mr. Livruicum. Mr. Speaker, | call up the bill (H. 
9393) to increase passport fees * * . this is a bill eehatey, 
and perhaps absolutely, for additional revenue for the State 
Department and the Foreign Service. * * * 

Mr. Dyer. This is the first bill that has come into the 
House for consideration at this session which provides for 
bringing some money into the Treasury in addition to what 
we have been getting heretofore. Is not that the fact? 

Mr. Lintuicum. Yes. 1 know of no other bill which has 
yet come before the House adding revenue. * * * A man 
who desires to travel abroad and has a right to the service of 
the great United States in every country and every town in 
the world is certainly not paying too much when he pays $9 
for a passport for all that service. 

Now, in conclusion, I say that this is an important bill. 
( ‘ertainly we are giving value received for every dollar they 
expend, and more. For this $9 passport and a renewal of 2 
years, a 4-year period, we give the entire Foreign Service. 
We give the help of the State Department. We give all the 
power of the United States to enforce a man’s rights abroad 
and to protect his citizenship, and if it is not worth $14 for 
a service of that kind for 4 years, then I do not know what it 
is worth. The country needs the revenue. Why should we 
tax all the people of this country, people who have a little 
means, by a sales tax, by an income tax to sustain a part of 
the Government which these men enjoy individually? 

[t is only fair and proper that, insofar as it can, each 
department of the Government should carry its own burden, 
and the people who want to travel abroad should be perfectly 
willing, they should be happy, they should be glad that the 
United States has provided a service throughout the world 
for their protection. They may not need that protection, 
and yet they may need it badly at some time. So I say it is 
only fair and proper, in the condition of the country at this 
time, that we give this Department a potential income of 
$700,000, divided up among the thousands and thousands of 
people of this country who want to go abroad. * * * 

I want to say this is an important bill for your consideration. 
This renewal of a passport under the present law gives a man 
aright to stay there 6 years. There are thousands of people 
in Europe today who claim American citizenship who do not 
come to America if they can help it, and yet they receive the 
protection of this country and they remain abroad just as 
long as they want. I say that those people should have to 
pay and they should be compelled to pay in addition to what 
they are paying. 

Mr. McReyno.ps. * * * I am one of the members of 
this committee that opposed the passage of this reduction in 
passport fees when it was passed, and the committee at that 
time reported out the usual fee of $10, and this was changed 
on the floor of the House. What we are desiring to do now is 
to place this back where it was and to eliminate the exception 
of teachers which was made in the former law, because we 


feel there is no reason why any exceptions should be made. 
* * * 


INCREASED COST OF ISSUING AND RENEWING PASSPORTS 


The Members of this. House know that the Government 
has provided millions of dollars as loans to steamship 
companies for building up their lines, and they know further 
that millions of dollars are paid to them today in the trans- 
portation of mails which almost keeps them running without 
further income. So any talk about not being fair to steam- 
ship lines is absolutely ridiculous on its face. 

As our chairman stated, this is the ‘first’'measure by which 
we will work no material damage and by which we can procure 
some funds. In ashort time a bill will be brought before the 
House providing for taxes, which is going to hurt. This will 
be done in an effort to balance the budget, and this bill, as 
the gentleman from Maryland has pointed out, will mean 
more than $700,000 of revenue to the Government. 

Why should not a man pay $9, or $10 in all, if he is going 
to Europe? Why should he have more time than 2 years to 
extend his passport? The trouble is that we have many peo- 
ple in this country today who are American citizens and who 
have gone to Europe and are claiming protection under the 
American flag, and yet they are staying there and simply 
having their passports renewed. 

Mr. Morton D. Hutz. Mr. Chairman, I favor the passage 
of this bill. I think it has been explained clearly to the 
membership of the House that the State Department is 
behind in revenue, that the passport fees are a source of 
revenue, that they come from those largely who can well 
afford to pay them. The passage of the bill will largely in- 
crease the revenue of the Government and help put the State 
Department upon a self-supporting basis. There is very 
little more that need to be said in support of the bill. It may 
work a hardship on some people. Hard times work hard- 
ships on all people. The burden of paying a part of the cost 
of the State Department will be borne by the traveling public 
who benefit from the diplomatic service. 

Mr. LaGuaropia. I opposed the reduction of the passport 
fee at the time it was first suggested, and I recall very 
vividly the fun that some of my colleagues poked at: me 
when they asked me if I had abandoned the cause of common 
people. The bill as originally introduced at the time was 
clearly discriminatory. There was no real justification for 
the reduction of the passport fee when that was brought 
about. If I remember correctly—I have not had time to 
refer to the debate at that time—the State Department was 
not very anxious for a reduction in the passport fee. * * * 

I submit to my good friend from New York [Mr. Rudd] 
that the list of merchants and corporations that urged the 
reduction of the fee was read on the floor of the House when 
the previous bill was under consideration. If our export 
business depends upon whether a representative of American 
trade can pay $10 or $5 for his passport, then there is not 
much hope for American trade. 

* * * Of course I know my good friend would join with 
me in anything the real common people needed; but when 
an American citizen is able to buy his passage on a palatial 
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steamer and go abroad where there are no restrictions upon 
his personal fiberty, he ought to be willing to pay the $10 
passport fee. 

* * * And I say that the passport fee had absolutely 
nothing to do with the falling off of trade. I say it is not 
only childish but it is kindergarten logic to stand up here 
eked that the falling off of $2 billion trade is due to an 
attempted increase of $5 in the passport fee. I cannot 
subscribe to any such theory as that. 

Mr. Jounson of Texas. If the House properly understands 
what the bill will do, I think there will be little opposition 
to it. * * * This is the only measure that puts money into 
the Treasury that has so far come before the Congress. We 
do not have very many bills of that kind unless they emanate 
from the Committee on Ways and Means. 

This will increase the revenue of the Government at least 
$700,000, and will not tax the traveling public more than 
1 percent. I think that would be a reasonable estimate, 
because everyone who goes abroad will spend at least an 
average of $500. One percent of $500 would be $5. It is 
less than 1 percent. We are increasing the revenue to the 
Federal Government and at the same time increasing the 
cost to the citizen less than a fractional part of 1 percent. 
I think the measure should be enacted into law. It will 
assist in balancing the budget, and place no undue burden 
on anyone. It is true that some shipping interests and 
merchants oppose it, but likewise are they opposed to an 
increase in various taxes suggested before the Ways and 
Means Committee in the revenue bill they are considering. 
You cannot propose any increase in taxes or in cost without 
hurting some one, but this bill hurts no one to any consider- 
able extent and will increase the revenue of the Government 
and make administration of the law more effective than it 
has been. For that reason I bespeak its passage. 


Statement of Wilbur J. Carr, Director of the United States Consular 
Service, Department of State 
The following extracts from the hearings before the Committee 
on Foreign Affairs, House of Representatives, on H. R. 12211, 66th 
Congress, on February 3, 1920, are also quoted to indicate the con- 
gressional policy relative to assessment of fees for passports as 
revenue: 


Mr. Carr. The State Department has never felt disposed 
to make a definite recommendation about this, because 
Congress took entire control of it. The fee used to be $5, back 
as early as 1864. This fee for passports has had a 
rather variable career; before 1862 there was no fee. 

The Cuarrman (Mr. Porter). If you have a record there 
showing the history of the passport fees, I suggest that you 
put it in the record. 

Mr. Carr. I will doso. Before 1862 there was no fee; but 
by the act of July 1, 1862, a fee of $3 was imposed. The act 
of June 30, 1864, made the fee $5. Then the act of July 14, 
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1870, abolished the fee entirely. Four years later, the 
act of June 20, 1874, raises the fee to $5 again. The act of 
March 23, 1888, reduced the fee’ to $1, where it stands at 
present. * * * Most of the people who travel out of the 
country are people who go abroad for various purposes. 

Mr. Connauiy. Mr. Chairman, it occurs to me that the 
real theory of this measure is that they ought not to be 
required to pay for the service; that is, that it ought not to 
be a revenue-producing measure, except that it should 
defray the expenses the Government would go in maintain- 
ing this kind of service. Have you any figures, Mr. Carr, 
or have you any way by which you can separate the passport 
control from all the other activities of the State Department 
to ascertain what the expenses of the department are in 
connection with passports? 

Mr. Carr. The expenses are about $150,000 a year for the 
passport business here. And then, of course, we have the 
entire Diplomatic and Consular Service abroad, a consider- 
able part of the duties of which is the protection of Americans, 
and that costs, all told, I think, about $8 million. It is used 
for many other purposes; but a very considerable part of the 
use of that service is for the protection of Americans who go 
abroad, and who have interests abroad. 

The CHarrMAN. In other words, Mr. Carr, it is not a 
question of what it actually costs the Government to issue the 
passports; in addition to that, you have the cost of maintain- 
ing our Diplomatic and Consular Services abroad, from 
which all of these people benefit? 

Mr. Carr. Precisely. The mere matter of issuing the 
passports is a very small matter in proportion to the other. 
The passport serves as a means of identification abroad, and 
in that way enables a representative of the United States 
abroad to afford protection to an American citizen more cer- 
tainly than he would if the American citizen went there and 
had to spend a lot of time to prove that he was an American 
citizen. A passport is conclusive evidence that he is a citizen. 

The CuarrMAN. This is one of many instances where we 
pay by general taxation for a service performed for individ- 
uals that ordinarily the individual should pay for. A pass- 
port fee of $1 is, in my judgment, very unfair to the taxpayers 
of the country. The man who goes abroad and gets all of 
this protection that we throw around him should contribute 
a fair share of the cost of maintaining that service, just the 
same as the taxpayer in the city pays a small tax for the 
maintenance of the police force. It is not so much what that 
policeman does; it is the moral effect of his presence. 

Mr. Mason. Yes; it is well worth $10 to anybody who is 
traveling abroad for pleasure. Nobody will raise any ques- 
tion as to that. 

The CHairMan. It may be that not one man in a hundred 
will need the assistance of our embassies or legations or 
consulates; but the mere fact that those embassies, legations, 
and consulates are there affords him a safe place to go in case 
of difficulty. * * * 


17) 
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CoNCLUSIONS 


The report of the Travel Advisory Committee, submitted to Depart- 
ment of Commerce on January 24, 1957 (pp. 17-18, S. Rept. No. 113, 
85th Cong.), set forth the following conclusions: 


In this dynamic era, the remarkable experience of world 
travel will be known and enjoyed by a vast segment of the 
public. Principal factors in shaping this trend are: Greater 
leisure time; transportation improvements, notably the in- 
troduction of long-range jet aircraft; construction of new 
hotels and other facilities; expanded travel promotion by 
governments and private agencies, and the emphasis on at- 
tracting and catering to the middle income market. So 
rapidly is the foreign field developing that a total of 1 million 
travelers to Europe is easily foreseen within 5 years. 

The constructive policy of the United States, recognizing 
the economic and social values inherent in world travel, is a 
contributing force in this growth. However, the simplifica- 
tion and streamlining of documentary requirements, also ad- 
vocated by the United States, will become even more desir- 
able and, in fact, urgent as the travel volume rises and time 
en route diminishes. This need applies not only to the pass- 
port, but to documents and services furnished by all the Fed- 
eral agencies with responsibility in the foreign travel field 
(Customs, Immigration and Naturalization, Public Health, 
Civil Aeronautics Board). 

Progress toward this end is highly evident. As far as the 
Passport Office is concerned, the Director has effected im- 
provements, changes, and reorganization designed specifi- 
cally to solve some of the problems of high volume and high 
speed operation. The Senate Committee on Government 
Operations, through its detailed study and recommendations, 
has demonstrated the continuing, and welcome, interest 
of Congress in a phase of Government which provides a 
direct service to a rising number of citizens. 

But in this atmosphere a proposal to increase fees, or to 
use a fee for services as a means of raising revenue for the 
Federal Government, can have little merit. An increase in 
the passport fee would act as a deterrent to international 
travel and would not be consistent with stated policies and 
efforts in this field, particularly in view of the rapidly 
growing volume of moderate income travelers. There is 
simply no evidence to indicate that an increase is needed to 
meet the cost of operations of the Passport Office. If any- 
thing, the reverse appears to be the case. The revenue of the 
Passport Office not only exceeds its operating expense, but 
with rising volume and improved techniques of processing 
applications, revenue earned will be even greater. 


The report submitted to this committee by the Comptroller General 
of the United States, which was prepared at the request of the chair- 
man of this committee on recommendations of the Travel Advisory 
Committee, clearly indicates that when all services, either direct or 
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indirect, relating to the issuance, renewal, and other services rendered 
to passport holders are considered, the present fees for the issuance of 
passports ($9) do not cover actual costs. Based on the costs developed 
in the study, which includes clearly identifiable services associated 
with the issuance of passports, the estimate is within 80 cents of the 
present cost. Other costs, not clearly established as to amounts, 
will doubtless bring the total cost to more than the present $9 fee. 

With increasing costs, which are inevitable to meet the demands for 
jet age travel, and the need for the establishment of additional pass- 
port offices throughout the United States for the convenience of ap- 
plicants who will be embarking and disembarking from inland cities, 
the committee holds that it is essential that the appropriate jurisdic- 
tional committees should reevaluate the existing fee schedules relating 
to passports and services rendered to holders thereof. 

Also, in considering the adjustment of such fees, it is recommended 
that full evaluation be made of the intent of the Congress, including 
the House proceedings cited in this report, the recent findings of the 
Senate Committee on Government Operations, the House Committee 
on Appropriations, and the Bureau of the Budget, in relation to the 
assessment of fees for special services, as set forth in Senate Report 
No. 1467, 84th Congress. 

O 
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ACTION BY THE CONGRESS AND THE EXECUTIVE 
BRANCH OF THE GOVERNMENT ON THE SECOND 
HOOVER COMMISSION REPORTS, 1955-57 


Feprvary 13 (legislative day, Fesruary 10), 1958.—Ordered to be printed 


Mr. Humphrey, from the Committee on Government Operations, 
submitted the following 


REPORT 


MADE BY ITS 


SUBCOMMITTEE ON REORGANIZATION 


The Second Commission on Organization of the Executive Branch 
of the Government filed 20 reports with the Congress, containing 314 
numbered recommendations relating to proposed improvements in 
Government operations, organization, and administration. 

For the purpose of simplification, this committee report identifies 
519 separate recommendations. This total includes the numbered 
Commission recommendations, lettered subdivisions of recommenda- 
tions, such as recommendation 1 (a) and 1 (b), etc.; task force 
recommendations which the Commission specifically endorsed, and 
— textual recommendations which the Commission did not 
number. 


IMPLEMENTATION OF COMMISSION RECOMMENDATIONS 


Staff review of these 519 recommendations reveals that 274, or 
53 percent, have been implemented, or partially implemented, or are 
in the process of being implemented. Forty-four,’ or an additional 
8 percent, have been accepted by the administration, but implementa- 
tion has not begun. Two hundred and one recommendations are 
still under review by the Congress or the executive branch, or have 
been rejected. 

1 The administration includes recommendations in the “accepted but not implemented” category which 
require affirmative legislative action by the Congress before they can be implemented by the executive 
branch, Since there is no assurance (until the Congress acts upon them) that these recommendations so 


categorized will be implemented, this report does not include them in the “‘accepted total.”” Hence, the total 
number of recommendations so listed by the committee staff is lower than the administration’s total. 


1 
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For the convenience of Members of Congress, various associations 
interested in the Hoover Commission’s reports, and the public, the 
first official comprehensive analysis showing the specific actions on each 
of the Commission’s recommendations, report by report, is presented 
herewith. 

Section I contains an overall summary, report by report, together 
with a separate analysis of each of the 20 Hoover Commission reports 
showing action taken, recommendation by recommendation. 

Section II contains a detailed analysis tracing the legislative history 
of each of the 297 bills introduced in the 85th Congress, 1st session, to 
implement the Hoover Commission’s recommendations. This section 
is a supplement to Senate Report No. 95, 85th Congress, Ist session, 
published February 21, 1957, which traces the legislative history of the 
more than 500 Hoover Commission bills introduced in the 84th 
Congress. 

Section IIT contains a brief history of the Reorganization Act of 
1949, plus a statistical tabulation of each of the 56 reorganization 
plans submitted to the Congress under the authority of that act, 
beginning with Reorganization Plan No. 1 of 1949 and concluding 
with Reorganization Plan No. 1 of 1957. 

As may be noted through perusal of the following report, many 
major Hoover Commission “proposals which involve basic changes in 
important Government programs, such as power development, Federal 
lending rates, Government procurement, the civil-service system, 
among others, are still under consideration. The 53 percent imple- 
mentation, therefore, does not necessarily mean that, substantively 
speaking, 53 percent of the Hoover Commission’s overall product 
has been implemented because a great deal of the action taken to date 
has been in the administrative or organizational areas rather than in 
the highly controversial policymaking areas to which reference is 
made above. 


METHODS OF IMPLEMENTING COMMISSION RECOMMENDATIONS 


In its final report, the Commission estimated that 50 of its recom- 
mendations may be implemented by the President under the Reor- 
ganization Act of 1949, as amended; that 145 may be effectuated 
through administrative action by the various Government depart- 
ments and agencies concerned; and that 167 will require specific 
legislative action by the Congress. Since some of the 314 recom- 
mendations fall into 2 of these 3 categories, the total by these cate- 
gories is 362. 


DIFFERENCES BETWEEN THE FIRST COMMISSION ON ORGANIZATION AND 
THE SECOND COMMISSION ON ORGANIZATION 


The First Commission on Organization, created by the 80th Con- 
gress, concerned itself chiefly with structural reorganization of Gov- 
ernment departments, agencies, and bureaus, and with their relations 
with each other. It devoted its energies primarily to determining 
how or where functions could be performed more efficiently and-eco- 
nomically within the existing governmental framework. 

The Second Commission on Organization, however, dealt far more 
extensively with policy questions relating to Government operations 
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than with matters of administrative organization. It devoted its 
energies to determine whether some existing Government functions 
should be performed at all, and made many far-reaching recommenda- 
tions concerning Government activities in the fields of power, water, 
housing, lending, insurance, transportation, agriculture, and com- 
merce. 

If effectuated, many of these recommendations would alter basically 
both the purposes and functions of a number of major Government 
programs, particularly in the areas of public power development, 
Government lending, and Federal housing. They require exhaustive 
analysis by the committees of the Congress before action is taken. 

The Second Hoover Commission was created by Public Law 108, 
83d Congress, 1st session, approved July 10, 1953. It held its first 
meeting September 29, 1953, its final meeting June 23, 1955. Its first 
(progress) report was filed with the C longress December 31, 1954; its 
concluding (final) report June 25, 1955. It was granted appropria- 
tions totaling $2,848,534; it expended $2,768,562; it returned $83,527 
to the Treasury. 


MEMBERS OF THE SECOND HOOVER COMMISSION 


Appointed by the President: 
*Former President Herbert Hoover (elected Chairman, September 
29, 195: 3) 
Herbert Brownell, Jr., Attorney General of the United States 
*Arthur S. Flemming, Director of Office of Defense Mobilization 
James A. Farley, former Postmaster General of the United States 
Appointed by the President of the Senate: 
Senator Homer Ferguson, of Michigan (resigned April 4, 1955) 
Senator Styles Bridges, of New Hampshire (succeeded Senator 
Ferguson, April 4, 1955) 
*Senator John L. McClellan, of Arkansas 
Solomon C. Hollister, dean of College of Engineering, Cornell 
University, Ithaca, N. Y. 
Robert G. Storey, dean of the School of Law, Southern Methodist 
University, Dallas, Tex. 
Appointed by the Speaker of the House: 
*Representative Clarence J. Brown, of Ohio 
Representative Chet Holifield, of California 
*Joseph P. Kennedy, former Ambassador to Great Britain 
Sidney A. Mitchell, New York investment banker 


REPORTS SUBMITTED TO THE CONGRESS! 


Progress Report 

Budget and Accounting 

Business Enterprises 

Business Organization of the Department of Defense 
Depot Utilization—Warehousing and Storage 
Federal Medical Services 

Food and Clothing in the Government 

Intelligence Activities 

Legal Services and Procedure 


*Also members of the first Commission on Organization of the Executive Branch, 1947-49, 
1 Listed in order submitted to the Congress. 
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Lending, Guaranteeing, and Insurance Activities 
Overseas Economic Operations 

Paperwork Management—Part I 

Paperwork Management—Part IT 

Personnel and Civil Service 

Real Property Management 

Research wad Development in the Government 
Surplus Property (Use and Disposal of Federal Surplus Property) 
Transportation 

Water Resources and Power (vols. I and IT) 
Final Report to the Congress 


In addition to the reports listed above, the Second Commission 
on Organization filed with the Congress an index to its reports, 13 
task force reports and 6 subcommittee reports. These reports con- 
tain the research findings, conclusions, and recommendations of the 
twenty-odd task forces, subcommittees, and project groups which 
the Commission appointed to make examinations and investigations 
of various governmental departments and governmental functions. 

While these documents prepared by the various study groups form 
the main basis for the Commission reports to the Congress, the 
Commission did not in all instances agree with the recommendations 
of its task forces, subcommittees, and study groups. Many of its 
recommendations are based upon the experience of the members of 
the Commission plus independent research by the Commission staff. 

Nor were the 12 members of the Commission themselves in complete 
agreement upon all 20 of the Commission reports. Most of the reports 
contain dissents, separate statements, or reservations by one or more of 
the Commissioners. These were directed usually not to a Commission 
report as a whole, but to specific recommendations therein. 

Staff papers, statistical documents, and appendixes prepared by the 
task forces and subcommittees supporting their published reports 
were not submitted to the Congress, but are on file in the National 
Archives. A table listing the Hoover Commission reports, task force 
reports, and the pertinent staff documents not filed with the Congress 
is included in appendix II of this report, page 95. 

Tables showing action by the Congress on the Second Hoover Com- 
mission reports, administrative implementation by the executive 
branch of the Government, and chronological history of reorganization 
plans submitted by the President to the Congress under the Reorgani- 
zation Act of 1949 follow: 
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PROGRESS REPORT 








Summary 
Per- 
cent 
ee ae DS oe conde ceceteerececnaccccescccccasemsndeucconinGese 1 100 
Number of recommendations acted upon.................------- ee ee ee 
Per- 
cent 
NN Ne eB csi ce KGSEPEEEKSS KESUORES UBTENRCUCEC ass cscs ceedwnsecs O—<<2; 
Implemented partially or as to objective............-.--------------.------------- 1 100 
Total implemented or partially implemented. -.--.....-....---------.---------- 1 100 
Accepted, but implementation not begun---....-....----- ae allasitiadl = a 
SO Sh nhiab aetna acnentccseneseus iid sebsbane piace antonio 1 100 
BO OO OE acc ncpenenniacdaenscosanecenasibamenaionnawe | 
Tabulation of recommendations 
< 7 — -_ ‘ ‘ ——_—_—_—_—_— ‘ 
Implementation 
Yes! Par- No 
tially ? 





| 
_ — — ——$ ieee 


Not numbered. As a result of unanimous vote at its meeting held on Novem- 
ber 15, 1954, the Commission recommends to the Congress that the authority of 
the President to file reorganization plans, which expires on April 1, 1955, be ex- 
tended 


1 Implemented or in process of implementation. 

2 Accepted partially or as to objective. 

3 The Congress extended the Reorganization Act of 1949 to June 1, 1957, as the Commission recommended, 
but in extending the act to June 1, 1959, the 85th Congress changed the number of votes required to reject 
a Reorganization Plan from a constitutional majority of the authorized membership of either House (49 in 
the Senate and 218 in the House) to a majority of members present when a resolution to disapprove a reor- 
ganization plan is voted upon. 


PERSONNEL AND CIVIL SERVICE 











Summary 
Per- 
cent 
Number of recommendations made. -..---........-..--.--.--------- cde vasetende kdteaneueenes *41 100 
RS. tee easagesbaebenescapneceduenpinkeenntlh 24 58 
Per- 
cent 
Se eee ae ae te ae ee ee Sh ne euimmnnal 22 54 
Implemented partially or as to objective..........----- phe g ees Amare cs 1 2 
Total implemented or partially implemented ---...........---...-.--.---------. 23 56 
Accepted, but implementation not begun._-.-.-..-..---- be Rcrcg dee ick aeaanel 1 2 
a I dace credit aii debe ape che ste ati itn 24 58 
Remaining recommendations not acted upon----. bbbbuiisiesesi stdin Apt tent cedlemswedulbnin \ae 42 
*Subdivisions of recommendations included as separate recommendations; 19 numbered recommenda- 


tions shown in Commission report. 
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Tabulation of recommendations 


Implementation 
Yes! Par- No 
tially ? 


1. (a) Career administrators, as rapidly as possible, should be relieved by 
noncareer executives of responsibility for advocacy or defense of policies and 
programs and should be kept out of direct participation in political contro- 
versies. This recommendation is in no way intended to restrict Congress in 
obtaining information from any employee of the Government. 3x 

(6) Additional competent noncareer executives should be worked into man- 
agement organization at the department level to help carry the workload, assist 
the Secretaries and Assistant Secretaries in i pecnane their control over and 
grasp of departmental business, and take over the political tasks formerly han- 
dled by many career administrators. Political appointees should not be placed 
in the line of command below career administrators. Obviously, such appoint- 
ments undermine the line of command and make the position of career adminis- 
trator untenable. 3X 

2. We recommend that the President designate the positions which should 
be in the noncareer category and that he use the following criteria to determine 


positions which should be in this category: 

(a) All positions filled by Presidential appointment, with or without 
confirmation by the Senate. 

(b) All positions having vested in them statutory authority or Executive 
delegations of authority requiring the incumbents to make final decisions 
in the establishment of governing policies, programs, objectives, and in the 
enunciation of principles which will control the action of subordinates in 
the implementation of the foregoing. 

(c) All positions, the duties of which require the incumbents to act pub- 
licly in advocating new policies and in justifying or defending the governing 
policies or the basic principles or philosophy which controls their department 
or agency policies. Such duties would include direct participation with, or 
representation of, noncareer executives in public debate, evaluative discus- 
sions, and justifications of departmental policies, programs, or activities. 

(d) Most positions of a personal and confidential nature, such as personal 
aids, confidential secretaries, and personal chauffeurs. Noncareer execu- 
tives may, of course, continue to employ career people in such positions. 

3. We recommend that the civil-service rules establishing the schedules of 
positions exempted from the competitive civil service be modified to provide for 
four schedules, as follows: 

(a) Schedule A should include all positions except those under schedules 
C and D, below, which, from time to time, the Civil Service Commission 
determines it is not practicable to fill by examinations, either competitive or 
noncompetitive. 

(0) Schedule B should include all positions except those under schedules 
C and D, below, which the Civil Service Commission determines it is not 
practicable to fill by competitive examinations. Appointments to these 
positions shall be subject to such noncompetitive examinations as may be 
prescribed by the Commission. 

(ec) Schedule C should include all positions which the President, on nomi- 
nation by department or agency heads, exempts from the competitive civil 
service on an indefinite basis because the incumbents perform duties of a 
personal and confidential nature such as junior personal aids, confidential 
secretaries, or personal chauffeurs to noncareer executives. (See criterion 
(d) in recommendation No, 2, above.) 

(d) Schedule D should include all positions which the President, on nomi- 
nation of department or agency heads, exempts from the competitive civil 
service because their incumbents perform the functions listed in criteria (5) 
and (c) in recommendation No. 2, above. 

4. We recommend that Congress authorize salary increases for the Govern- 
ment’s top managers, career and noncareer, as a practical means of securing and 
holding competent men in public service. Sts, Ramee atta ol ahve toute . 

5. We recommend that the President and the appropriate committees of the 
Congress review the conflict-of-interest laws to determine whether the intent of 
such laws can be better achieved by other and more positive means which would 
encourage rather than discourage entry of competent meninto publiclife. == {-.-...--|.-.----- x 

6. We recommend that the Congress authorize and the President establish a 
senior civil service composed of highly qualified, politically neutral career admin- 
istrators nominated by their employing agencies and appointed after a careful 
selection by a bipartisan Senior Civil Service Board with the consent of the 
President to serve in positions agreed upon by the Board and employing agencies. 

Such senior civil servants should have status, rank, and salary vested in them as 
individuals, so that they may be employed in a flexible manner in career posi- 
tions throughout the Federal servicen, oo = #8 §-_ ._.__—— ¢ | sel) tie dwais dhs eeseqgut ‘xX 

7. We recommend that, except for special skills, training should be systemati- 
cally conducted by the agencies themselves and that training should count 
heavily as a factor in the promotion of employees, 





Par toc waie 





4, 





See footnotes at end of table ,p. 10, 
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Tabulation of recommendations—Continued 


Implementation 





Yes! Par- No 
tially 2 





8. We recommend that— 

(a) The grade strueture under the Classification Act of 1949, as amended, 
be simplified. Grades GS-1 to 6 should be combined into 8 grades, and 
grades Gs-7 to 11 should be combined into 3 grades. Positions would then 
be allocated to 6 grades in this range, rather than to 11. No change is pro- 
posed in the higher grades, except that many aes in positions now 
classified at GS-15 and up would be absorbed into the senior civil service 
with its own pay schedules based on personal-rank status. 

(6) A genuine classification of postal employees should replace the mis- 
leading system of payment according to meaningless titles. allt grade 
structure should be simplified to bring it in line with the eae eneral 
classification plan, and, eventually, postal employees should be brought into 
the general classification structure. > 

(c) To provide coordination among the multiplicity of wage-board sys- 
tems, a definite statutory basis for payment in accordance with prevailing 
labor-market rates should be established, and the Civil Service Commission 
should be authorized to study such pay systems and to establish general 
rules and regulations (a) for classifying the positions to be paid at local rates, 
and (b) for determining local prevailing wages. F . 3x 

(@ The Civil Service Commission and the appropriate committees of the 
Cc review the positions now under the Classification Act to determine 
whether additional positions might, in the interest of economy and efficiency, 
be paid under local wage-board arrangements. 

9. We recommend— 

(a) A recruiting program including— 

(1) Continued efforts to improve the character and distribution of 
announcements. 

(2) Adequate public-information programs. 

(3) Expansion of college recruiting, under Civil Service Commission 
leadership but with full agency participation. x 

(6) Vigorous and continued efforts by the Civil Service Commission and 

- — agencies to improve examinations. Such efforts should 
ude: 
(1) More open, continuous examinations which can be taken by 
candidates at any time. 
(2) Validation of tests and employment standards to make sure that 
they really measure the qualities needed. x 
10. We recommend that— 
me — use be made of interviews, and interview techniques be 
‘oved. x 
) Junior professional examinations, especially junior management 
assistant examinations be improved. x 

(c) The Civil Service Commission be authorized by law to allow appoint- | 
ing officers greater leeway in selecting personnel by permitting them to make 
their selection from among 5 certified eligibles rather than 3 (the —— rule) 
except in appointments to lower —_ positions and the postal field services. |......__|....___- 'x 

The ommission make fu of its authority to substitute category 
rating ‘oe numerical rating of the qualifications of applicants for certain 
higher scientific, technical, and administrative positions, 6 feel x 

(e) The Commission ollow more flexible use of registers of eligibles between 
civil-service regional areas. x 

11. We recommend that— 
(a) The present performance-rating system be abolished. 
(b) A new system be established under which the supervisor reports at 
least once a year only on those— 
(1) Employees with potential capacity for further development and 
her responsibilities 


a Employees deserving meritorious awards. | 
@ ee pine miscast in their present assignments and who should be 
r to other work and/or retrained for other work. 

(4) Employees undeserving of periodic pay increase because of 
unsat service (employees not so designated would receive their 
increases in due course). 

(5) ee requiring dismissal. 

(& In each case, the supe should submit in writing to his superiors 
the reasons for his judgment and — suggestions as to action desired. 

(@ The right to appeal adverse decisions under the new system should be 

to one appeal to higher authorityintheagency. = ~~ |kbeu--.---|-------- x 


See footnotes at end of table, p. 10. 
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Tabulation of recommendations—Continued 


12. We recommend that— 

(a) A veteran’s special right to appeal to the Civil Service Commission be 
limited to the first 5 years after appointment to the service. At the com- 
pletion of the 5-year period, the veteran would revert to the regular appeal 
procedures now available to nonveteran employees. 

6) When the Commission accepts appeals, it should confine its review to 
a determination as to (1) on on the part of the agency with the pro- 
cedural safeguards provided by law; (2) whether there is some evidence to 
support the decision which the employee is appealing. It should not try 
to substitute its own judgment for that of the agency head in any matter 
relating to the proficiency of employees. In this and allfother appeal situa- 
tions it should rule in favor of the agency head unless there is clear evidence 
of bad faith on the part of the agency head toward an appellant or failureto 
meet procedural requirements. - 

(c) Agencies confine their dismissal procedures to the simple provisions of 
the Lloyd-La Follette Act. 

(d) Each agency train its supervisors to handle ee ee prop- 
a, and delegate removal authority to the lowest practical management 

evel. 

(e) The probationary period be used more systematically and vigorously 
to screen out inadequate employees. Supervisors should be required to sign 
a written statement vouching for the adequacy of employees before they 
pass out of probationary status. 

(f) Supervisor’s handling of dismissals and inadequate employees should 
be emphasized in evaluating es performance. Evidence of slack- 
ness or indecision should count heavily against the supervisor. 

13, We recommend that reduction-in-force procedures specified in section 12, 
vot Preference Act, and other laws and regulations should be modified to 
provide— 

(a) That a system be established which divides competing status em- 
ployees into 3 categories: (1) Veterans with compensable service-connected 
disabilities; (2) all other veterans, and those nonveterans of 15 or more years’ 
Federal service; and (3) all other employees. 

(b) That, in calculating Federal service, each full 6 months of military 
service during time of war or extended mili action sha]l count for 1 year 
of civilian Federal service; each year in which a civil-service employee re- 
ceived a meritorious or outstand ow award may be coun as 1% 
years of civilian Federal service. For purposes of determining service in 
this case, employees who hold status may include their total years of non- 
status service, providing that such service immediately preceded their 
acquisition of status. Military service should not, in this case, be considered 
an interruption of service. 

(c) That, in layoffs, the order of retention be as follows: 

(1) Veterans with compensable service-connected disabilities shall 
have preference over all other competing employees. Where disabled 
veterans are omen t each other, the one with the highest 
number of retention credits (as calculated in the manner prescribed 
above) shall have preference. 

(2) Veterans with competitive status ha no compensable disabil- 
ities shall have preference in layoffs over other everezors except 
veterans with compensable disabilities and nonveteran employees with 
status and 15 or more years’ service. A veteran with competitive status 
who has no compensable disability may replace a nonveteran status 
employee with 15 or more a service, wen | f he has an equal or greater 
— of retention credits (as calcula’ in the manner prescribed 
above). 

(3) Nonveteran employees with competitive status shall have pref- 
erence over all employees without status. When such nonveteran em- 
ployees are competing against each other, the employee with the highest 
number of retention credits shall have preference, 

(@) That no employee, except veterans with com ble service-con- 
nected disabilities, who has less than 5 years of service (calculated in the 
manner prescribed above) shall have reassignment (“‘bumping’’) rights in 
reductions in force. 

(e) That, as soon as adequate records shall have been develo) under the 
new performance-evaluation system recommended elsewhere in this report, 
reduction-in-force rules should be further modified to permit higher retention 
credit for those employees recommended and approved for further develop- 
ment and higher responsibilities. 


See footnotes at end of table, p. 10. 
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Tabulation of recommendations—Continued 


Implementation 
oeeanineaserensingarmemeene 
Yes! | Par- | No 

| tially 2 


14. We recommend that— 

(a) Groups of positions which presently are excepted from the competitive | 
civil service, such as positions overseas and in the Territories, should, to the | 
extent possible, either be brought within the competitive service and filled 
by open competition or they should operate within special merit systems 
designed to meet the particular needs of these groups of positions. xX 

(6) The Presidential adviser on personnel management should be em- 
powered to examine the operations of all personnel systems outside of the | 
regular civil service. Any shortcomings in the operations of such systems | | 
should be reported to the President for such action as he desires to take. | | 
True, independent merit systems should be recognized and certified as such | 
by the President. mers t 

(c) Persons who have served satisfactorily in a recognized Federal merit 
system outside the civil service should receive status and thereby be eligible 
for transfer to a competitive job under the Civil Service Act. Correspond- 
ingly, legislation governing personnel systems outside of the civil-service 
laws should be modified to permit persons with civil-service status reciprocal | | | 
rights under other certified merit systems. People who bave served the 
Federal Government under a true merit system should be available for use | | 
anywhere in the Government. lelirvali 

15. We recommend that the President direct termination of political clearance | 
of eligibles for appointment as rural letter carriers. ren ee-patel =? a 
16. We recommend that United States marshals and field officials of the | 
Bureau of Customs and the United States mints be brought under the civil 
service and positions should be filled by departmental appointments in lieu of 
the present method of appointment by the President. 
17. We recommend that— 

(a) The Civil Service Commission, with the Bureau of the Budget, under- 
take a codification of the laws and orders affecting Federal personne] manage- 
ment. 

(6) These agencies prepare a report to the Congress on changes in legisla- 
tion which the codification indicates are necessary to clarify and simplify | 
existing laws, eliminate duplication, and clarify lines of authority. | | 

(c) Congress enact the necessary legislation, as indicated, to effectuate the | | 
codification. 3x 

18. We recommend that the Civil Service Commission— | 

(a) Expand its research activities as a basis for developing improved basic 

standards and guidelines under which the Commission delegates its author- 





6X 


ity to departments and agencies and provides assistance to them. x 
(6) Continue to expand the delegation of operating functions (subject to its 
standards) to the departments and agencies. x . se 


(c) Emphasize vigorous, realistic, and reasonably frequent inspections in 
order to assure compliance with the principles of the civil-service laws and | 
regulations, and the standards established by the Commission under which 
it makes delegations of authority to the departments and agencies. Such | 
inspections should insure strict adherence to all statutory provisions for 
veterans’ preference and maintenance of the merit principle in Federal em- 
ployment. The Commission should be authorized to charge the costs of | | 
repossessed functions to the agencies from which they are temporarily 
recovered. Le lett Wild cdetlicnee 

19. We recommend that departments and agencies delegate as much authority | 
(subject to suitable standards) for individual] personne] actions as is possible to 
lowe: operating levels. Agency personnel offices should be free to concentrate on | 
positive personne] management, research, training, and executive development 
and manpower planning. lesan \iauadiemttincunsces 





1 Implemented or in process of implementation. 

2 Accepted partially or as to objective. 

3 In process. 

4 Although this important Hoover recommendation has not been implemented, the President on August 
12, 1957, by Executive Order No. 10724, established a 5-member bipartisan Career Executive Committee 
to develop recommendations for a career-executive program for the selection, development, and compensa- 
tion of top career civil servants along the lines the Commission suggested. 

5 Legislation required. 

* Accepted, but implementation not begun, 
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PAPERWORK MANAGEMENT—PART 
Summary 


Number of recommendations made--.............---- 


Number of recommendations acted upon..-.. 


Implemented - -- -- - 


Implemented partially or ‘as to objective. .__- PET ENERO oneal 


Total implemented or partially implemented 


Accepted, but implementation not begun..............--..-.-..-.---.----..- 


Total acted upon 
Remaining recommendations not acted upon 


*Subdivisions of recommendations included as separate recommendations; 3 
tions shown in Commission reports. 


Tabulation of recommendations 


COMMISSION RECOMMENDATIONS 


1. We recommend that— 

(a) The President establish by Executive order, and direct his top officials 
to give their support to, a governmentwide paperwork management pro- 
gram, 

(b) The General Services Administration be given responsibility for gen- 
eral supervision over all phases of paperwork management throughout the 
executive branch of the Government with a view to simplifying and. im- 
proving the quality of forms, correspondence, reports, and other documents; 
eliminating nonessential copies of material; reducing the volume and cost of 
paperwork that is currently required to be produced, issued, filed, and 
stored: and standardizing the procedures and practices relating to paperwork 
management. 

(c) Such staff functions of paperwork management as now exist in the 
National Archives and Records Service be consolidated into the organiza- 
tion established in the General Services Administration to implement our 
recommendation. 

2. We recommend that some top official in each agency be assigned the respon- 
sibility (a) to review all forms with a view to simplification; (6) to determine the 
number of copies of correspondence, printed or mimeographed material with a 
view to the elimination of nonessential copies; (c) to determine the number and 
character of reports within the agency and to other agencies with a view to the 
reduction of numbers and the elimination of nonessential reports and that this 
official cooperate with the General Services Administration in determination of 
methods and systems for action. 

Our task force is now conducting an investigation of the standard form program 
of the Bureau of the Budget and we will report on that later in part IT of this re- 

ort. 

3. Immediate savings could be made if ‘egislation were enacted authorizing 
the necessary changes in Forms 941 and 941A: Employers Quarterly Federal Tax 
Return as recommended by the Internal Revenue Service and the Social Secur- 
ity Administration. We recommend that this legislation be enacted. 


TASK FORCE RECOMMENDATIONS 


1. The General Services Administration serve as a clearinghouse for all Federal 
agencies for management information relating to the paperwork-management 
program, 

2. The General Services Administration sponsor a correspondence style board 
(similar to the Government Printing Office Style Board). 

3. The General Services Administration in cooperation with agencies con- 
cerned initiate action to reduce the percentage of records designated as perma- 
nent, 

4. The General Services Administration establish a goal of having one-half 
instead of one-third of all records in center-type space including recognized stag- | 
ing areas and the National Archives, 

5. The General Services Administration (National Archives and Records 
Service) establish standards to evaluate records centers and staging areas with | 
a view to closing out uneconomical records centers and if warranted establish 
additional staging areas. 


See footnotes at end of table, p. 12. 
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Tabulation of recommendations—Continued 


TASK FORCE RECOMMENDATIONS—continued 


6. The General Services Administration, in cooperation with the Bureau of 
the Budget, consider the establishment of a Federal equipment credit system 
to facilitate the transfer among agencies of office machines and filing equipment. 

7. The General Services Administration sponsor permanent interagency 
committees on automatic office machines and electric accounting machines 
which would serve as clearinghouses of information and guidance to all agencies 
of the Government on technical and administrative questions entailed in the 
development, procurement, and use of these machines. 

8. The General Services Administration initiate studies to determine if Gov- 
ernment should make greater use of commercial tabulating facilities on a fee or 
contractual basis to meet peak workloads. 

9. The General Services Administration extend the terms and conditions of 
the existing domestic contracts to provide for the procurement of tabulating 
equipment for use in foreign countries and Territorial possessions. Legislation 
may be needed. 

10. The General Services Administration study all Government shops for the 

my of business machines with the view to having such work done on contract 

en more economical and practical. 

11. The General Services Administration establish a central microfilm service 
to be ae under an industrial or revolving fund. Legislation may be 


12, tn agencies of Government should survey their actual requirements for 
legal-size file cabinets and the actual need for documents of this size. The results 
of this survey should be closely related to plans of each agency to procure or keep 
legal-size file cabinets. In addition to more discriminating use, investigation 
will have to be made of the need for legal-size paper, including review of pertinent 
laws, Executive orders, and regulations which specify its use. 

13. The Civil Service Commission (a) presuuante clear-cut classification 
standards for all opened itions involved in the programs of paperwork man- 
agement; and (b) efinitive qualification and experience standards for 
positions involved in paperwork-management programs to enable agencies to 
give consideration to experience in related management fields when recruiting 
and qualifying individuals at an e level. 

14, The Joint Committee on 
Printing Office, prescribe standards for the procurement of printed material 
which is purchased as part of a basic service or equipment contract. 

15. The Treasury Department review the laws governing its check-issuing 
operations and report on the same to the Congress with a view to staggering re- 
quired issue dates to —— the workload over the full month. 

16. The Post Office Department, in cooperation with the Bureau of the Bud- 
get, develop a simpler and less expensive method for determining the postage 
costs of individual agencies. 

17. The Office of Defense Mobilization, in cooperation with the General Serv- 
ices Administration, ones a Pr am for the protection of vital records. 

18. The Government Printin ig ©: ce negotiate a contract with each supplier 
of tabulating cards which woul permit Government agencies to purchase such 
cards direct from suppliers. 


1 Implemented or in process of implementation. 
, —— ee ee to ns 

3 Legislation requ pending 

* Accepted but implementation not begun. 


§ In process. 
FEDERAL MEDICAL SERVICES 


Summary 


Number of recommendations made. -.-.............-.-----.----.-----.-----..--- 


Number of recommendations acted upon................---.- stiddettbabs idan deed 
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shown in Commission report. 
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Tabulation of recommendations 


1. In order to effect the above responsibilities, the President should appoint a 
Federal Advisory Council of Health, to be compuind of members of the medical 
professions together with lay members of distinguished records in fields other 
than the medical profession, and to serve at the will of the President. The 
Council should have a small staff but should depend upon other agencies of the 
Government for information. 

2. That the medical and hospital services of the three armed services be modi- 
fied into a much more closely coordinated pattern which will provide that— 

(a) Military medical and hospital services within continental United 
States be coordinated by assigning to a single military department the 
responsibility under the direction of the Secretary of Defense for supervisory 
hospital service in a defined geographic region and that this concept be fur- 
thered wherever practicable in extracontinental areas; 

(6) patients of all military departments requiring highly specialized medi- 
cal care be concentrated into special hospitals, each of which will serve the 
three departments. 

(c) the Secretary of Defense be given authority to strengthen, consolidate, 
modify, and reallocate medical care responsibilities of the three departments 
in line with recommendations (a) and (6) above; 

(d) each of the three military departments maintain a medical center, the 
components of which should be a hospital and a center for education of mili- 
tary medical personnel occupied with medical problems identified with the 
primary mission of the department. 

3. That the Secretary of Defense, with the assistance of the Federal Advisory 
Council of Health, develop recommendations for revision of the Selective Service 
Act to effect maximum utilization of medical personnel. 


4. That the Secretary of Defense strengthen the Armed Services training pro- eee 


gram for interns and residents, for other physicians and dentists on active duty, 
and for reserve officers not on active duty. 

This program should be planned and directed from the medica] center of each 
Service, using selected military and civilian hospitals for special training. 


5. That the Administrator of the Veterans’ Administration consider the rec-| 


ommendations made by the task force as to closing of certain hospitals and ob- 
tain the advice of the proposed Federal Advisory Council of Health on these 
oes that all hospitals determined to be surplus be closed immedi- 
ately. 

6. (a) That all present outstanding authorizations and appropriations for con- 
struction of additional veterans’ general hospitals be rescinded except for those 
now under construction or under contract. 

(6) That the Veterans’ Administration dispose of by sale or otherwise any 
hospital which in its judgment can no longer be operated effectively and eco- 
nomically; and that the proposed Federal Advisory Council of Health on be- 
half of the President review the manner in which the hospital facilities of the 
Veterans’ Administration are being used and make recommendations for dis- 
posal or more economic utilization of the hospital plant. 

7. That the statement of a veteran of his inability to pay for hospitalization 
for non-service-connected disabilities should be subject to verification; and that 
the Veterans’ Administration be authorized to collect in case such a statement 
is not substantiated. 

8. That veterans having service-connected disabilities, but making applica- 
tion for treatment of nonservice disabilities be required to sign a statement of 
inability to pay (VA Form 10-P-10, together with its addendum). 

9. That the veteran should assume a liability to pay for care of his non-service- 
connected disability if he can do so at some reasonable time in the future. Such 
a debt should be without interest. Congress should pass appropriate laws pro- 
viding for the collection of such obligations. 

10. That outpatient care, whether prior to or following hospitalization, be 
furnished to indigent veterans with non-service-connected disabilities. (This 
does not include neuropsychiatric cases prior to hospitalization.) Such patients 
should also assume a liability to pay for their care if they can do so at some rea- 
sonable time in the future. 

11, That the Veterans’ Administration emphasize its pr m of medical care 
and rehabilitation services for the aging veteran eligible for care, in order to 
reduce the number of chronic bed cases. 

12. That the medical-care functions of Veterans’ Administration regional offices 
be consolidated with, and where ene physically located within, nearby 
Veterans’ Administration hospitals. 

13. (a) That the responsibility and authority to establish and maintain medi- 
cal criteria for disability, both initial and continuing, should be transferred from 
the Compensation and Pension Branch of the Department of Veterans’ Benefits, 
to the Department of Medicine and Surgery. 

(6) That the Department of Medicine and Surgery should also develop and 
maintain a mechanism for review of disability allowances based on the possi- 
bility of increase or decrease in disabilities. 


See footnotes at end of table, p. 15. 
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Tabulation of recommendations—Continued 





14. That all laws relating to veterans or veterans’ benefits, and in particular 
to medical treatment and domiciliary Care benefits, be consolidated and enacted 
into a single all-inclusive, comprehensive code and that all existing rules, regu- 
lations, and executive orders relating to veterans and veterans’ benefits be 
brought together in one volume. 

15. That the provision of hospital and clinical service to American merchant 
seamen by the Federal Government be ended. 

16. (a2) That the hospital and medical care of the Coast and Geodetic Survey, 
the Coast Guard, and the Public Health Service personnel be provided for by 
the military medical services at their nearest facilities, and that, pending the 
establishment of voluntary contributory health-insurancs plans for dependents, 
the dependents be similarly cared for on a reimbursable basis between the 
agencies. 

(b) That civilian Federal Government employees receive care for job- 
connected illness in the non-Federal hospitals at the expense of the Bureau of 
Employees’ Compensation in the Department of Labor. 

17. That except for mental, drug addict, tuberculosis hospitals, the Leprosa- 
rium, and also the facilities for the care of Indians, and the Freedmen’s Hospital, 
the Public Health Service should close all of its general hospitals and all of its 
clinics, except research activities, such as those conducted by the National 
Institutes of Health and those clinics necessary for (a) physical examination of 
Federal civilian employees, and (6) examination of foreign nationals entering 
the United States. These hospitals should be disposed of in accordance with 
our suggestions in chapter II. 

18. That the Secretary of the Department of Health, Education, and Welfare 
reconsider the whole question of the use of specific Federal grants to the States 
for health purposes, particularly in relation to the infiexibility of the present 
system. 

19. That the President establish a joint committee representing the Depart- 
ment of Health, Education, and Welfare, the Department of Agriculture, and 
the Bureau of the Budget, with the advice of the Federal Advisory Council of 
Health, to make a detailed examination of the policies, programs, and operations 
of the Food and Drug Administration and the Agricultural Research Service 
in the Department of Agriculture, with a view of eliminating those activities 
no longer necessary under present conditions and eliminating conflicts and 
overlap between departments. 

20. That the executive branch develop a voluntary contributory program of 
medical care and hospital insurance to be conducted through a pool of private 
health insurance agencies, for all the civilian employees of the Federal Govern- 
ment, on a prepayment basis and using payroll deductions. The Federal Gov- 
ernment should pay a portion of the cost. This program should contain a pro- 


vision for convertibility to family coverage on termination of Federal employ- | 


ment. 

21. That the Government develop for dependents (within the United States) 
of military personnel a voluntary contributory plan of medical care and hospital 
insurance to be conducted through a pool of private health insurance agencies, 
for inpatient care and, as far as practicable, outpatient care; and that in this 
case the Federal Government pay a greater portion of the cost than might be 
determined by the Congress for civilian employees. Such insurance for de- 
pendents would be convertible to family coverage on completion of military 
service. 

22. That the Government develop for dependents of uniformed personne! of the 
Public Health Service, the Coast Guard, and the Coast and Geodetic Survey, a 
voluntary contributory plan of medical care and hospital insurance similar to 
that which we have recommended for military dependents. 








23. That legislation be enacted to establish a National Library of Medicine | é 


as a Division of the Smithsonian Institution, with a board of trustees to be | 


selected by the Board of Regents of the Smithsonian Institution; and that the 
board of trustees be responsible for directing the policy of the National Library 
of Medicine. The medical collections, staff, and activities of the Armed Forces 
Medical Library should be transferred to these trustees. Housing and a budget 
adequate for the National Library of Medicine should be provided. 

24. That the proposed Federal Advisory Council of Health make recommen- 
dations to improve preventive health services, including those rendered in con- 
nection with medical care of Federal beneficiaries, in the interests of both health 
conservation and long-range economy. 

25. (a) That the proposed Federal Advisory Council of Health be given re- 
sponsibility for reviewing the health research programs of the Federal Govern- 
ment; and the making of appropriate recommendations to the President; 

(6) That the present system of project grants to institutions or agencies for 
research pertinent to health be modified, and that it be gradually replaced by a 
system of grants not confined to a specific year (i. e., “no year” grants), these 
grants to be made in accordance with an approved overall plan for health re- 
search submitted by each institution or agency. 

26. That the Federal Government in making plans for assignment of respon- 
sibilities during and immediately following an attack on the continental United 


States should include in its consideration of the problem the question of appro- 


priate delegations of operational authority for directing medical care. 
See footnotes at end of table, p. 15. 
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Tabulation of recommendations—Continued 


Implementation 


Yes! Par- No 
tially 2 








27. That the proposed Federal Advisory Council of Health examine means of 

establishing cooperating planning among Federal agencies providing psychiatric 

care; that the military services and the Veterans’ Administration give greater 

emphasis to preventive psychiatric services; and that the Federal Government, 

through the Public Health Service, encourage more research and more training 

of psychiatrists and workers in allied fields. TN ee 
28. That the President’s adviser on personnel review the personnel systems 

of the several Federal agencies using health personnel and consult with the 

proposed Federal Advisory Council of Health with a view to making them more 

uniform; and that he give consideration to greater use of cross-agency assignment. RE tae lire Mea 
29. That in the event the proposed Federal Advisory Council of Health is not 

created, the President assign the functions of review and advice proposed for it 

Char eee re ase? Tas nd eiahooadl anit bies ate ee x 


1 Implemented or in process of implementation. 

2 Accepted partially or as to objective. 

8 Although the administration has accepted this recommendation as to objective, the Federal Advisory 
Council of Health has not been established to date. The recommendation is therefore carried in the non- 
implemented category. 

4 Accepted but implementation not begun. 

5 In process. 

6 Legislation required. 


LENDING AGENCIES 
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“TIT ee WEN he cst cre xnsneeciennis am ercarn tienen mahi tae beneettiaiiedimeiniah ated 26 48 
Remaining recommendations not acted upon. -...-.----- ~~ 2 nnn ene ew enn e seen esecene 28 52 


*Subdivisions of reeommendations included as separate recommendations; 48 numbered recommenda- 
tions shown in Commission report. 


Tabulation of recommendations 


Implementation 
Yes! Par- No 
tially ? 


| 
1, That the law limiting the right of the Federal Savings and Loan Insurance 
Corporation to repay the federally owned capital stock be repealed and that the 
Federal Savings and Loan Insurance Corporation be required to surrender to 
the Treasury $66,800,000 of the Government securities that it holds either (1) in 
full repayment of the remaining investment of the Government in the capital 
stock of the Corporation, or (2) in exchange for a non-interest-bearing credit in 
Cin GUTS WT ai ni dn Be wan etna til abu’ 2, edetitioten GiePenet, tanec benes x 
2. That either the authority to transfer funds given to the Administrator of 
the Housing and Home Finance Agency, insofar as the Home Loan Bank Sys- 
tem is concerned, be rescinded, or alternatively, that the Home Loan Bank 
System, including the Federal Savings and Loan Insurance Corporation, be 
given independent status similar to that of the Federal Reserve System. Misi batthansiian Li mewed 
3. That the authorization of the Secretary of the Treasury to lend to the Home 
Loan Bank System $1 billion and the Federal Savings and Loan Insurance 
Corporation $750 million be carried on the Treasury statement as contingent 
ae, i (iti's~t*t*«;«*é*é*« eaepwaet Seems? ed ae eas Eee ok) Eelrcmed ease ake Midsceoun 
4. That no person be permitted to serve as a member of the Home Loan Bank 
Board and the Federal Savings and Loan Insurance Corporation at the same x 
ee ER Ee eS he ee ella h 


See footnotes at end of table, p. 18. 
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Tabulation of recommendations—continued 








5. That studies be made of prospective foreclosure and loss experience of all 
phases of the Government’s housing programs. 

6. That, with a view to assuring tter appraisal and cost estimates, securing 
more substantial and continued owners’ interest in maintenance, and the elimi- 
nation of windfalls, the whole organization of the apartment- -house program be 
further tightened up and full advantage taken of the commendable provisions of 
the Housing Act of 1954. 


7. (a) That the President be pve the authority to increase equities required 
e Federal Housing Administration; and |-=-=-=2= 
| 


on new mortgages insured by t 

(6) More extensive use be made of the principle of sharing the risk on insured 
loans with the Government by the institutions making such loans. | 

8. That the Federal Housing Administration be reorganized in such a manner | 
that it will provide its own financing without having to call on the Government 
for funds, subject however to Federal regulation. The home-loan banks and 
the Federal Savings and Loan Insurance Corporation are examples which might 
be followed. 

9, That no change be made in the i dates of the loan privileges under 
ae veterans’ housing program, other than in the direct loan program referred to 
above. 

10. That if the inclusion of the “special assistance’”’ functions in the Federal 
National Mortgage Association interferes with the reorganization of that agency 
as prescribed by the Congress, these functions be transferred to some other 
agency. 

11. That the President be authorized to establish the equities to be required 
for loans made or guaranteed under these ‘‘special assistance’’ functions. 

12. That Federal grants-in-aid be used to provide security for private loans to 
slum clearance projects and that the Federal lending and guaranteeing functions 
of this agency be terminated. 

13. That either the name Public Housing Administration be changed to 
“‘Federal Slum Clearance Administration,’’ or that the name of the Federal 
Housing Administration be changed to the “Federal Mortgage Insurance 
Administration.” 

14, That the liquidation of the war housing, veterans’ reuse housing, the sub- 
sistence homesteads and Greenbelt towns programs be accelerated. 

15. That the program of loans for college means be terminated. 

. a the liquidation of the prefabricated housing lending program™ be 
acce 
17, That the liquidation of the Alaska housing loans be accelerated. 

18, That the Government dispose of all repossessed housing units held by it as 
soon as practicable. 

19. That the Po of urban planning and reserve of planned public works 
in the Housing Home Finance Agency be terminated. 

20. That the authorization of the Housing and Home Finance Agency to lend 
re for ree works except as they are necessary for public housing projects 

repeale 

21. That the operat functions of the Housing and Home Finance Agency 
be made subject to the Government Corporation Control Act. 

22. That the acquisition of stock in the banks for cooperatives by their bor- 
rowers be accelerated. 

23. That the banks for cooperatives be required to place their holdings of 
United States securities in the Treasury in return for a non-interest-bearing 


credit 

24. That the 143 production credit associations in which the production credit 
corporations own stock be prohibited from paying dividends to their stockholders 
until all Federal capital has been repaid. 

25. That the production credit corporations be liquidated, and that pending 
liquidation they deliver their holdings of Government bonds (which amounted 
a on June 30, 1954) to the Treasury in return for non-interest-bearing 
credits. 

26. That, in order to effect mutualization, the Federal intermediate credit 
banks charge a premium on loans to facilitate the acquisition of their stock by 
their borrowers. 

27. That the United States securities held by the Federal intermediate credit 
banks (amounting to $50,208,000 on June 30, 1954) be turned over to the Treasury 
either (a) to reduce the Treasury’s investment in the banks by that amount or 
® in return for non-interest-bearing certificates of indebtedness of the United 

tates. 

28. That— 

(a) the authorization of the Federal Farm Mortgage Corporation to 
furnish $500 million of funds to the Federal land banks be rescinded, 

(6) the Federal land banks continue as liquidators of the Federal Farm 
Mortgage Corporation, 

(c) the land banks deduct liquidation costs from collections and pay the 
net collections to the Treasury, and 

(d) that the Congress require the mineral rights to be transferred imme- 


diately to the Secretary of the Interior without waiting for the date originally | 


fixed by law. 
See footnotes at end of table, p. 18. 


Implementation 
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Tabulation of recommendations—continued 





29. That (a) the $150 million stock in the banks for cooperatives held by the 
Agricultural Marketing Act revolving fund be returned to the Treasury for 
future redemption by those banks, and (b) the remaining assets and the liabilities 
of the funds be turned over to the Treasury for liquidation. at 

30. That the Farmers’ Home Administration instruct the county committees 
advising the agency to screen more carefully applicants for loans to insure com- 
pliance with the criteria for loan applicants contained in the law. 

31. That the Farmers’ Home Administration require adequate equities under 
all its loan programs except disaster and emergency crop and feed loans. 

32. That the Congress require the Farmers’ Home Administration to charge 
interest, premiums, or other fees on loans made by the agency sufficient to cover 
= administrative expense of the lending program and the cost of money to the 

reasury. 

33. That periodic inspections of commodities held in storage for the Commod- 
ity Credit Corporation be made to determine their condition and that the Con- 
gress be informed of the decline in value resulting from deterioration. 

34. That the Commodity Credit Corporation discontinue its program of ad- 
vanced payment on commodities and that it make only purchase agreements at 
the price-support level offered to producers. 

35. That premiums charged by the Federal Crop Insurance Corporation be in- 
creased to an amount which will cover losses, the cost of administration, and pro- 
vide reserves. 

36. (a) That the Rural Electrification Administration be reorganized on a self- 
supporting basis; 

(b) secure its financing from private sources; and 
. (c) as reorganized, be made subject to the Government Corporation Control 
Act. 

37. That the authorization of the Secretary of the Treasury to lend the Federal 
Deposit Insurance Corporation up to $3 billion be carried on the books of the 
Treasury as a contingent liability. 

38. That— 

(a) The Export-Import Bank cease normal commercial short-term import- 
export loans; 

(b) the Export-Import Bank be set up as the sole Federal instrumentality 
for making long-term export loans, loans for development of foreign resources, 
and loans to foreign governments; and 

(c) aes rovide by annual appropriation the funds necessary for the 
purposes described in (6). 

39. (a) That the Small Business Administration be brought under the Gov- 
ernment Corporation Control Act so as to secure its comprehensive audit by the 
General Accounting Office on a business basis. 

(6) That it be continued for another 2 years during which period it will have 
an opeaany to demonstrate its usefulness to small] business on sound business 
principle. 

(c) That, in the meantime, it should charge sufficient interest to earn its oper- 
ating expenses arising out of lending and to pay interest to the Treasury on 
Government funds equal to the cost of money to the Government. 

40. That the veterans life insurance program be reorganized on a self-sustaining 
basis, paying its own administrative expenses and be made subject to the Federal 
Corporation Control Act in order to secure the advantages of more efficient 
organization under that act. 

41. That the Congress review the International Monetary Fund with a view 
to determining whether its service is any longer necessary from the standpoint of 
the United States. 

42. That the Congress revise the Government Corporation Control Act to 
provide for Federal charters for Government corporations having greater uni- 
a in standards, requirements, and practices. 

43. That the Secretary of the Treasury be required to impose rates of interest 
on the agencies discussed in this report for Federal advances or contributions 
equal to the going rate of interest paid by the Treasury on its obligations of com- 
parable maturity. 

44, That all lending and guaranteeing agencies charge such fees to their bor- 
rowers as will permit them to reimburse the Treasury for the cost of money 
ad vanced to them and cover their own administrative expenses. 

45. That the recommendation meee er the 1947-49 Commission on Organiza- 
tion of the Executive Branch be adopted: 

“We recommend that all Government business enterprises be required to sur- 
render to the Treasury all United States securities hald, up to the amount of the 
capital furnished them by the Government, and that they receive in return non- 
interest-bearing credit in the Treasury. They should not be allowed to invest 
their idle funds in any other securities except as authorized by the Congress. 
This recommendation does not include trust accounts.” 


See footnotes at end of table, p. 18, 
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Tabulation of recommendations—continued 





Implementation 


Yes! Par- No 
tially ? 





46. That all nonmutualized agencies engaged in lending, guaranteeing, and 
insurance be required to report each year to the Congress and the Treasury in a 
form determined by the General Accounting Office the total amount by which 
earned income failed in the previous year to cover— 

(a) operating expenses; 

(6) interest on advances by the Government at a rate equal to that on the 
public debt of comparable maturity; | 

(c) losses on loans or investments; | 

(d) reserves against losses; and 

(e) if the agency is not paying a return on the Government’s investment, | 
interest received on holdings of United States securities up to the amount 
of the Government’s investment. fener ‘x 

47. That a representative of the Secretary of the Treasury sit ex officio on all 
boards or commissions having the power to affect the fiscal policy of the United 
States. His major function when serving in this capacity would be to convey | 
to such agencies the credit policy of the Federal Government. rece aoe wee ee oe 

48. That the General Accounting Office expand and strengthen its inspection of | 
the business activities and policies of these agencies in addition to the compre- | 
hensive audit and that it report its findings to the Congress. x 











1 Implemented or in process of implementation. 
2 Accepted partially or as to objective. 

8 Legislation required. 

4In process. 

5 Accepted but implementation not begun. 





TRANSPORTATION 
Summary 
Per- 
cent 
ne ne en adc Bes oceans eur 2-doemearen biauersun areas aie endian *44 100 
er ee nee REGIE GUT NIN... © an nakansendaccvhennessccoctunuppemimenmenaane 27 61 
Per- 
cent 
I eee eens anaes 15 34.0 
Implemented partially or as to objective........................---------------- - 6 13.5 
Total implemented or partially implemented. -.-.............-.....-..---....---- 21 47.5 
Accepted, but implementation not begun....................---.6---------------- 6 13.5 
Se ceatenmuatinamih caine eiianmeae 27 ‘61.0 
ee ee eee pcuiebneennintausinbisepeunpemp a>sammenentnne 17 39 


*Subdivisions of recommendations included as separate recommendations; 21 numbered recommenda- 
tions shown in Commission report. 


Tabulation of recommendations 





Implementation 


Yes! Par- No 
tially 2 


1. (a) That the mileage allowance be retained but that the amount allowed 
per mile be reduced to a point where there is no profit in it. 

(6) That use of the allowance for automobiles be restricted to bona fide car 
owners and that they be required to submit proof of such ownership and pos- 
ON ad poet eT oP aioe tail) Qed ee Taree ait Bil scat adsian x 

(c) That, in view of the clerical and accounting work involved in reimburse- 
ments of T'R’s, limitations should be imposed upon refund privileges. 

(d) That, inasmuch as there is greater economy in group troop movement over 
aeeen of single persons, the group method should be used wherever prac- x 
ticable. 2 

2. That the Secretary of Defense explore and effect improved methods to re- 
duce costs of packing, storage, and transportation of household goods of military 
and civilian personnel of the Department of Defense, and that he should place 
limitations on excessive shipments. | ss 


See footnotes at end of table, p. 20. 
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3. (a) (1) That the use of automobiles for official duties in foreign countries be 
handled by a further use of regulated automobile pools provided by the Govern- 
ment where feasible. 

(2) That automobiles for personal use be rented from the pool at a reasonable 
rate. 

(6) That, ifa car is desired for personal use abroad by military or civilian per- 
sonnel, the owner should pay for its transportation to and from his station over- 
seas. 

4. (a) That the Secretary of Defense study and determine whether preauditing 
of Department of Defense transportation bills is feasible and economic. 

(6) That the General Services Administration make a similar study and de- 
termination with respect to transportation bills of the civilian agencies of the 
Government. 

5. That all bills of lading used in connection with Government shipments be 
audited by the General Accounting Office. 

6. That the Military Sea Transport Service include in its reported operating 
costs: 

(a) Military pay and allowances. 

(b) Vessel depreciation. 

(c) Interest on investment. 

(d) Panama Canal and other tolls, 

(e) Insurance costs. 

(f) To the extent feasible, the value of use of Government docks and other 
facilities. 

7. (a) That Department of Defense directives be so clarified that Government- 
owned ships will not be operated when private facilities can render adequate 
service at reasonable rates, except for clearly established military-security 
reasons, 

(6) That the shipping agencies and the Military Sea Transport Service ap- 
portion more cargo to private carriers and reduce the amount of arbitrarily 
labeled ‘‘Nonsusceptible”’ freight. 

(c) That Military Sea Transport Service and the shipping services piety 
scrutinize the entire procedure which now controls the determination by Mili- 
tary Sea Transport Service of advance space requirements. Necessary changes 
should be made to provide ship operators with reasonable lead time and firmer 
space commitments, 

(d) That the shipper services should reexamine their regulations imposing re- 
strictions on port time for cargo. 

(e) That port congestion should be controlled at warehouse and factory, rather 
than by port-time limitations. 

8. (a) That, because of the immediate availability in emergencies of vessels in 
intercoastal trade, the Department of Defense should utilize the service offered 
by private, certificated carriers. 

(6) That the Interstate Commerce Commission review its World War II’ex- 
emption of the requirement of certification for intercoastal transport, in the in- 
terest of maintaining a healthy coastal maritime service: 

9. (a) That, to assist the prospect of reaching congressionally approved goals, 
Government-owned tankers should be replaced with more modern, privately 
owned ships, and the Government ships placed in a mothball reserve, provided 
the total cost to the Government is not increased after consideration of all factors, 
including taxes and subsidy recapture. 

(6) That short term contracting should continue to be used only to cover un- 
anticipated peak demands and unpredictable requirements. 

(c) That the ‘“‘voluntary tanker plan’’ should remain in active existence, so 
that it will be available again during war. Cooperative effort is required by in- 
dustry and Government to see that it so continues. However, arrangements 
should be made to prevent losses to participants. 

(d) That steps be immediately undertaken to substitute privately owned 
T-2’s for contract operated Government-owned tankers in point-to-point petro- 
leum transportation. 

10. That, since privately owned passenger ships will be, as they have been in 
the past, vital military auxiliaries in time of war, attention should be given to 
maximum utilization of existing passenger-carrying capacity, provided the total 
cost to the Government is not increased after consideration of all factors includ- 
ing taxes and subsidy recapture. 

11. (a) That the policy of the Military Sea Transport Service and the national 
maritime policy be coordinated and that, in particular, the “‘nucleus fleet”’ con- 
cept be reevaluated. we 

(6) That Department of Defense policy directives be revised to reduce the 
Military Sea Transport Service nucleus fleet in view of the actual services which 
private industry can render. 

12, That the technical services of MATS which duplicate those of other 
branches of the Government be discontinued. 

13. (a) That the Secretary of Defense issue a superseding and controlling 
directive to eliminate the duplicating air-transport services within the Depart- 
ment of Defense and merge the entire operation into Military Air Transport 
Service, except necessary administrative aircraft. 

(6) That the number of administrative aircraft be drastically reduced. 


See footnotes at end of table, p. 20. 


Implementation 
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Tabulation of recommendations—Continued 





(c) That the peacetime operations of the integrated Military Air Transport 
Service be restricted and realistically limited to persons and cargo carefully 
evaluated as to necessity for military air transportation and, only after com- 
mercial carriers have been utilized to the maximum practicable extent, should 
transportation on Service carriers be authorized. 





14. That the Secretary of Defense establish a Director of Transportation hay-| 


ing no responsibilities except those pertaining to traffic and transportation. He 
should have all necessary anthority to direct the traffic-management activities, 
passenger and freight, in all the military services, including the coordination 
and consolidation of functions and facilities, to the extent that his Office deter- 
mines it to be necessary and practicable. He should report to and be subject 
only to the overriding authority of the Assistant Secretary of Defense for Supply 
and Logistics. 

(a) He should, among other duties, supervise the placement and training 
of key civilian traffic management personnel in Washington and at field 
installations. 

(+) He should make continuing studies with a view to eliminating waste- 
ful practice, duplication, lack of uniform standards of practice, ete. 

(c) He should effect a working liaison with procurement and distribution 
personnel at both the administrative and service levels. 

(d) He should take over the following traffic-management functions: 

Handle all rate negotiations and classification matters. 

Prescribe routing policy to be observed by all services. 

Prescribe policy to be followed in the distribution of passenger and 
freight traffic among carriers. 

Represent the Department of Defense in proceedings before regula- 


tor es. 
Repoesent the Department of Defense in proceedings before carrier 
associations or conferences. 

(e) He should establish a statistical service sufficient to provide informa- 
tion necessary for the proper evaluation of rates applicable to Department 
of Defense traffic, and sufficient to provide reasonable management data to 
integrate transportation requirements and procurement. 

15. (a2) That the President direct the Civil Service Commission to revise 
classification standards for the traffic-management series to the end that salaries 
, be made more nearly competitive with those paid by private industry, 
and the Government thus enabled to employ personnel of greater competence. 

(0) That, to the maximum possible extent, the duplication of military and 
civilian personnel performing like functions be eliminated. 

16. That the Congress examine the competing commercial-type enterprises 
conducted by the Government in the Canal Zone and determine which of such 
competing enterprises should be eliminated. 

17. That the three military services should fully utilize the Panama Line 





capacity. 

18, That the appropriate committees of Congress examine the circumstances 
surrounding the decision to abandon the Panama Railroad before it authorizes or 
appropriates in favor of the new highway construction. 

19. That all commercial-type activities for providing goods and services to 
both military and civilian United States employees in the Canal Zone be con- 
solidated under a single civilian staff. 

20. (a) That existing laws be modified to prevace that civilian agencies now 
exempted from central] traffic management by the General Services Adminis- 
tration be no longer so exempted, except for the movement of the mails or for the 
movement of security-class goods. 

(6) That the Administrator take the necessary steps to improve the quality 
of traffic management throughout his organization. 

(c) That the Administrator advise the President as to which agencies should 
maintain tariff files and where these files should be located. 

21. (a) That the national transportation policy, as set forth in the Interstate 
Commerce Act, the Civil Aeronautics Act, and the Merchant Marine Act, be 
studied and revised by the Congress to make it more definite and detailed. 
When this is done, the Government in its capacity as a user of transportation 
should conform to that policy with respect to its commercial-type traffic. 

(0) That, after negotiated rates for Government traffic have been fixed, they 
immediately be made public except to the extent precluded by national-security 
considerations. 

(c) That the regulatory agencies, as necessary, make proper rules and regula- 
tions pertaining to movement of classified Government property. 

(d) That regulatory agencies dealing with transportation be authorized to 
request the Department of Defense and the General Services Administration, 
and these agencies be required to furnish, unclassified facts and statistics to 
assist them in the performance of their functions. 


1 Implemented or in process of implementation. 
2 Accepted partially or as to objective. 

3 Accepted, but implementation not begun. 

4 In process. 

§ Legislation required. 


Implementation 
Yes! Par- No 
tially * 
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LEGAL SERVICES AND PROCEDURE 





Summary 
Per- 
cent 
Number of recommendations made. .-........-- twiieainnisiiaimaitinatsagie taal aaiccaaeaae cocheuemee 64 100 
Number of voseunmoendations eubed pet. 226.2652 scsi ccc ciess sens ccesssssccececeatsanawer ae 23 
Per- 
cent 
Tenetennanbee... ..........0..ci<isssionnasitiaidindinns tei ccnbiemaita. aguas ve amnindvedereaamet sin ll 
Implemented partially or as to objective..................-.-.-- aidan ansht-eedioehaim 1 2 
Total implemented or partially implemented... .-............-..--.---- visiglindaicia 7 13 
Accepted but implementation not begun..................--...-..---.-- cipnpantiea 8 15 
EE NE T's, cise cht iietnarneetetetinn neltedand sass tidaphathaden makicdeiaiamaiidiaiate 15 23 
Remaining recommendations not acted upon...........-.--------- +--+ 220 -o- 2-2 nee enon enn 39 72 


*Subdivisions of recommendations included as separate recommendations; 52 numbered recommenda- 
tions shown in Commission report. 


Tabulation of recommendations 


Implementation 


Yes! Par- No 
tially ? 





1. Congress should review the justification for any existing legal staff not 
having been created by express statutory authority, and also such authority 
presently granted to those agencies having small legal staffs, nnn nen ne]---~--- x 

2. The Department of Justice should be recognized as the chief law office of 
the Government. It should conduct all litigation before the courts on behalf of 
the Government and its executive departments and agencies, except as Con- 
eR eee are erry es ee Met idcccsen 

3. Congress should create a procedure permitting any department, agency, or 
regulatory body to refer differences of interpretation of applicable law to the 
Attorney General, assisted by the Office of Legal Counsel, for resolution. Adop- 
tion of this procedure jointly by departments, agencies, and regulatory bodies 
which are parties to such difference of interpretation or dispute shall be volun- 
tary, but when employed, the decision of the Attorney General shall be binding 
on all parties involved. 

4. The legal staff of each department, agency, and regulatory body should be 
integrated under an Assistant Secretary for Legal Affairs or a Genera] Counsel, 
except those small staffs in regulatory agencies which would advise and assist 
agency members in the performance of their quasi-judicialfunctions. == 8 _—E_sij#...u--.e 3x 

5. The Guardianship Service of the Veterans’ Administration should be con- 
fined to those States which have not substantially adopted the Uniform Vet- 
erans Guardianship Act, and conducted there only on a limited followup basis. 
The Veterans’ Administration legal staff should be reduced accordingly. 

6. The Department of Justice should be reorganized to effect a separation of its 
legal administrative functions from its litigation functions, ‘x 

7. Within the Department of Defense and its constituent auiteery depart- 
ments professional authority over the entire legal force and all legal services 
should be vested in a General Counsel retaining the present rank of Assistant 
Secretary of Defense. Legal advice and services to the Secretary, Deputy 
Secretary, and Assistant Secretaries of Defense should be furnished solely by a 
= in pe Office of the Secretary of Defense under the direction of the General x 

Sounsel, 

8. A legal career service for civilian attorneys in the Department of Defense 
should be developed and supervised by a Civilian Legal Personne] Committee, 
with tenure and continuity, acting pursuant to the policies and directives of the 
Office of Legal Services and Procedure in the Department of Justice. This Com- 
mittee should be composed of four members, one named by the General Counsel 
of the Department of Defense to act as Chairman, and one named by the Gen- 
eral Counsel of each military department, The members, except the Chairman, 
should have had at least 8 years of Government legal service, the last 2 years of 
which immediately preceding appointment to the Committee should be in the 
department from which appointed. This career service would be a part of the 
legal career service for all civilian attorneys. 

9. Professional responsibility for bel Services in the three military depart- 
ments, subject to the direction of the Department of Defense General Counsel, 
should be vested in the General Counsels of the Army, Navy, and Air Force 
each to have the rank of Assistant Secretary. The authorization for any legal 
positions within, or the assignment of attorneys to any corps, bureau, command, 
post, or office in a military department, other than within the several Judge 
Advocate General’s Corps, should be made only with the prior approval of the 
General Counse!] of that department.) 


See footnotes at end of table, p. 25. 
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| 
| 
| 


10. The Judge Advocates General of the Army, Navy, and Air Force should be 
professionally responsible to the General Counsels of their respective depart- 
ments for the administration of military justice. They should also be responsible 
to the General Counsels for the legal work performed by uniformed lawyers in 
connection with military affairs, and for such other legal work as may be 
assigned. Each Judge Advocate General shall continue to be militarily respon- 
sible to his respective Chief of Staff, or Chief of Naval Operations 

11. A legal career service for all civilian attorneys, except those in appointive 
categories, should be established in the executive branch, separate and distinct 
from the Civil Service Commission and other career employee services, and ad- | 
ministered by the Office of Legal Services and Procedure of the Department of 
Justice. 

12.5 An Office of Legal Services and Procedure should be established in the 
Department of Justice to administer the legal career service, to develop and 
apply uniform recruitment procedures for attorneys, to receive and inves 
complaints regarding legal services, to assist the Attorney Genera] in ma 
reports and recommendations to the Congress on the adequacy of legal services, 
and to perform other appropriate legal administrative functions. The Office 
should receive advice and assistance from a Legal Services Advisory Committee 
composed of members selected by the chief legal officers of departments and 
agencies. 

13. Attorney positions in the executive branch should be classified under an 
attorney classification act, with provision for a senior attorney category with a 
salary ranging to $17,500, for which a limited number of highly qualified attorneys | 
would be eligible. | 

14. We recommend that the provisions of the Lloyd-La Follette Act be] 
amended to provide as follows: 

(a) That the provisions of the act shall apply to attorneys in the legal 
career service; and 

(6) That the probationary period for attorneys in the legal career service 
should be set at 3 years. 

We further recommend that agencies confine their dismissal procedures | 
for legal career service personnel to the simple provisions of the Lloyd- 











La Follette Act, and that only the rules or regulations promulgated by the | 
Office of Legal Services and Procedure shall have effect. 
15. We recommend that | 
In matters of separations and reductions in force, a veteran’s right to | 
appeal shall be to the Office of Legal Services and Procedure, shal! be limited | 
to the first 5 years after entry into the Government service, and in no case | 
shall be exercised by a veteran occupying an attorney position at a grade | 
level corresponding to the present GS-12 or above. 


16. We recommend that 
(a) The Performance Rating Act be repealed; and 
6) a new system be established under which the supervisor reports 
from time to time only on those attorney employees— 
(1) With potential capacity for further development and higher 
responsibilities; 
(2) deserving meritorious awards; 
(3) miseast in their present assignments and who should be reas- 
signed to other work and/or retained for other work; 
4) undeserving of periodic pay increase because of unsatisfactory 
vice (employees not so designated would receive their increases in 
due course); and 
(5) requiring dismissal. 

17. Attorneys occupying full-time positions in the executive branch should 
be prohibited from engaging in outside legal practice except upon express per- 
mission to handle family legal matters which do not interefore with the per- | 
formance of official duties. They should be prohibited from engaging in bus- | 
iness activities which interfere with the performance of their official duties. 

18. The Army, Navy, and Air Force should have a Judge Advocate}General’s 
Corps or Department under the direction of Judge Advocates General. These 
Judge Advocates General should develop a program within the Armed Forces to 
recruit lawyers of at y upon graduation from law school or within 5 years 
thereafter for career military legal service, and to establish the corps or depart- 
ment on a basis of professional independence, sound promotion, and adequate 
compensation. 

19. There should be no program affording an undergraduate legal education to 
officers of the Army, Navy, or Air Force. Should the need exist, Marine Corps 
officers not above the rank of first lieutenant (permanent or temporary) may be so 
trained. Each such Marine Corps lieutenant must contractually agree to 
remain on active duty in the Marine Corps for not less than 5 years after comple- 
tion of law training and to seek admission to the bar. If admitted, he should 
serve only as an officer-attorney in the Marine Corps. 

20. (1) Separate schools of military justice should be discontinued and a joint 
school for all four services created. The joint school of military justice should 
offer a curriculum of military justice and military affairs only. 

(2) In addition to military attorneys, nonattorney senior ranking officers of all 
services whose responsibilities require a knowledge of the Uniform Code of Mili- 
tary Justice should be directed to attend the school. 


See footnotes at end of table, p. 25, 
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21. Every person, party, or organization required or entitled to participate 
therein should have a statutory right to appear by or,with an attorney at law or 
other qualified representative in any hearingtbefore’an administrative agency, 
except as to classification of registrants by local selective service boards in ac- 
cordance with present practice, and the granting of voluntary benefits by the 
Government. 

22. No person should be permitted to represent any public or private person, 
party, or organization, including the United States or any administrative 
agency thereof, before any agency of the executive branch unless he is qualified 
to do so as to character and competence; and no person who is not an attorney at 
law should be permitted to engage in the practice of law. 

23. Minimum standards of conduct should be established by statute and 

“a enforced on all persons permitted by any agency to represent private and public 
persons, parties, or organizations, including the United States and any agency 
thereof. 

24. No individual should represent, or hold himself out as representing, any 
person in any matter or proceeding before an agency or a court if that individual, 
while an employee of the United States, personally and in his official capacity 
dealt with, passed upcn, or gained material information concerning it. 

25. An attorney at law should be entitled to appear for and represent other 
persons, parties, or organizations, including the United States or any agency 

' thereof, before any agency upon filing a statement with the agency that he is a 
member in good standing at the bar, according to the law of any State, Terri- 
tory, Commonwealth, or possession of the United States or of the District of 
Columbia, and that he is not under suspension by any Federal court; except 
that an agency may further require the filing of a power of attorney as a condi- 
tion to the settlement of any controversy involving the payment of money. 


26. An attorney at law who has the privilege of representation before any | 


agency of the United States should be subject to disciplinary control (1) by a 
Federal grievance committee through proceedings in a United States district 


court, and (2) by each agency, with authority to suspend him from practice | 


before that agency for not more than 1 year. 

27. A person should be permitted to appear for and represent other persons, 
parties, or organizations before an agency, including the United States or any 
agency thereof, whenever the agency provides therefor by general rule. 

28. Any person permitted to engage in representation before an agency should 
be subject to reasonable disciplinary control by the agency. 

29. By appropriate congressional action, duplicating and overlapping juris- 
diction should be reduced to a minimum and eliminated when possible— 

(a) By the relinquishment of jurisdiction by Federal agencies to State 
agencies which meet reasonable standards of regulation, subject to constitu- 
tional responsibilities; and 

(b) by restricting the authority of Federal agencies over the same subject 
to a single agency, or by combining agencies into commissions with sections 
to perform specialized regulator y functions, 

30. Authority delegated by the Congress to Federal administrative agencies 
should be clearly and precisely defined in the legislation, and agencies should 
strictly adhere to the letter and intent of the law. 

31. In principle, every agency of the executive branch, except subordinate 


local governmental units, should be subject to general statutory controls over the | 


administrative process, except where a functional exemption is clearly required 
in the public interest, or a specific function of an agency is expressly excluded by 
Congress. 

32. Except as to matters requiring secrecy or relating solely to internal agency 
instructions or management— 

(a) Clear and brief descriptions of organization, statements of the general 
course and method of operation, and descriptions of forms and instructions, 
should be published in the Federal Register. 

(b) All substantive rules, statements of policy and interpretations of gen- 
eral applicability to the public should be published in the Federal Register; 

(c) All final opinions and orders in the adjudication of cases should be 
promptly published or made available to public inspection, except as other- 
wise provided by statute; 

(d) All matters of official record not enumerated above should be made 
available to public inspection except as required for the protection of per- 
sonal privacy of a member of the public or as otherwise provided by statute, 
and 

(e) No agency rule, order, or opinion should be valid or effective unless 
and until published or made available to public inspection as required by 
law, except where a person has actual knowledge thereof or notice pursuant 
to statute. 


See footnotes at end of table, p. 25. 
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33. Except as to matters requiring secrecy in the public interest, or relating 
solely to internal agency instructions or management— 

(a) Public participation through submission of written data, views, or 
arguments with or without opportunity to present the same orally in any 
manner, should be afforded in rulemaking in every case where a hearing is 
not uired under the Constitution or by statute; 

(6) Agencies should be permitted to issue emergency rules, valid for not 
more than 120 days, without public participation, when necessary for the 
protection of public health, safety, or welfare; and 

(c) Separation of functions, as that term has been used above, should be 
observed within agencies in all cases of formal rulemaking in which oppor- 
tunity for hearing is required under the Constitution or by statute. 

34. In matters of adjudication— 

(a) Interested persons should be afforded opportunity to be heard in the 
course of agency adjudication, except where the public health, safety, or 
welfare uires emergency action and adjudicatory proceedings are held 
a4 ereafter; and 

(6) Where opportunity for an a hearing is required under the Con- 
stitution or by statute, the parties should be entitled to a formal adjudicatory 


proceeding. 
35, As to licensing— 

(a) Congress should be explicit in its delegation of authority to administra- 
tive agencies to attach terms and conditions to licenses or to revoke or sus- 
pend licenses; and 

(6) Except in cases of emergency or of willful and flagrant violation of its 


(1) A license should not be revoked without first giving the licensee 
an opportunity to answer to, and rectify, alleged violations of the license, 


(2) A license sought to be renewed, with respect to activities of a con- 
tinuing nature, should not expire until final administrative action on 
the application for renewal, if such application is timely made and 
diligently pursued, and no default or violation has occurred. 

36. The investigatory and subpena powers of administrative agencies should 
be exercised in accordance with the jurisdiction of the agency concerned; the 
courts should consider the jurisdictional question in any proceeding for enforce- 
ment and enforce the subpena unless clearly erroneous; and subpenas should be 
issued impartially. Costs and reasonable attorneys’ fees or equivalent sum in 
lieu thereof should be imposed in favor of any prejudiced party, including the 
United States, in cases where actions contesting the jurisdiction of any agency 
are frivolous or brought for the purpose of delay. 

37. Internal separation of functions as that term is used above should be ex- 
tended to all adjudicatory proceedings, including the process of final decision by 
4%. heads, aided by special review staffs or personnel. 

38. Every agency should proceed with reasonable dispatch to conclude any 
matter presented to it; upon notice and after hearing, courts should be authorized 
upon proof of irreparable damage to issue mandatory injunctions to agencies to 
proceed to a decision upon a showing of undue delay; and upon judicial review, 
the 7 should be permitted to show in defense that any delay was necessary, 
unavoidable, or in the public interest. 

39. In any proceeding in which an agency decision rests solely on tests, inspec- | 
tions, or examinations, no decision by an officer or employee of the agency should | 
be valid or effective except in emergency situations unless, upon appropriate 
request by the person or party affected, review of such tests, inspections, or 
examinations shall first have been afforded by a board or a superior officer desig- 
nated as the reviewing authority of the agency, subject to the imposition of the 
costs thereof upon the party requesting such review if he does not prevail. 

40. Statutory provision should be made that— 

(a) Agencies provide by rule for the prompt disposition of petitions for 
declaratory orders to terminate a controversy or to remove uncertainty in a 
controversy as to the applicability of statutes, rules, or orders; and 

(6) Submission of testimony in written form and other shortened pro- 
cedures be permitted in all cases of adjudication provided that the rights of | 
all parties are preserved and no party is substantially prejudiced thereby. 


41, In adjudication and rulemaking required under the Constitution or by | F 


statute to be made after hearing— 

(a) Except as otherwise provided by statute, only the agency, or one or 
more of its members, or a hearing commissioner, or a board specifically 
authorized by statute should preside at the hearing; 

(6) The officers who preside at the hearing should have all the powers 
necessary to enable them to conduct hearings, to the extent practicable, in 
accordance with established trial procedures; and 

(c) Appeals should be allowed from interlocutory rulings only on certi- 
fication by the presiding officer, or upon a showing to the agency that sub- 
stantial So will result unless the rulings are reviewed prior to final 
decision by 


See footnotes at end of table, p. 25. 
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42, In adjudication, as distinguished from formal rule-making, required under 
the Constitution or by statute to be made after hearing, the rules of evidence 
and requirements of proof as found in civil nonjury cases in the United States 
district courts shall be applied, so far as practicable, except that the admission 
of evidence not admissible under such rules and requirements shall not be 
deemed ground for reversal. Parties should be afforded an opportunity to contro- 
vert facts officially noticed by agencies prior to entry of a final decision. 

43. A plain, simple, and prompt judicial remedy should be made available 
for every legal wrong resulting from agency action or inaction, except where 
Congress expressly precludes judicial review. 

44. The scope of judicial review of agency action should be brought into closer 
relationship with the scope of judicial review of the decisions of trial courts. In 
cases where a hearing is required under the Constitution or by statute, the re- 
viewing court should not reverse on issues of fact except where agency findings 
on facts materia] to the decision are found to be clearly erroneous in view of the 
reliable, probative, and substantial evidence onthe wholerecord. = = j....--.-Je-----e- ‘x 

45. Sanction should be imposed or substantive rule or order issued except 
within the applicable statutes and the limitations prescribed by law upon 
agency jurisdiction, powers, and authority. Agency action shall not be deemed 
to be within the statutory authority and jurisdiction of the agency merely be- 
cause such action is not contrary to the specific provisions ofastatute. = = |--..-.--|--.----- ‘x 

46. No sanction should be imposed for any act done or omitted in good-faith 
reliance upon an advisory written statement issued to any person by an officer 
of the agency specially authorized to do so, if there is full disclosure of the facts 
by such person, but (1) any such advisory written statement may be withdrawn 
at any time by such officer or the agency with prospective application only with 
respect to such person, and (2) no such advisory written statement shall be 
binding upon any other person, agency, orthecourts. fever eefecee-ee ¢x 

47. Agency publicity found by a reviewing court to have been released for the 
purpose of discrediting any person under investigation or a party to an agency 
proceeding may be considered by the court as a prejudicial prejudging of the 
issue, and the court may set aside any agency action against such person or party 
or enter other appropriate order. 

48. Upon a showing of irreparable damage, courts of competent jurisdiction 
should be empowered to enjoin, at any stage of an agency proceeding, agency 
action clearly in excess of constitutional or statutory authority, and costs and 
attorneys’ fees or an equivalent sum in lieu thereof ‘Should be assessed against a 
petitioner found by the court to have brought a frivolous or delaying action 
contesting the agency’s authority. 

49. An office of legal services and procedure should be established within the 
Department of Justice to assist agencies in simplifying, clarifying, and making 
uniform rules of substance and procedure; to insure agency compliance with 
statutory public-information requirements; and to receive and investigate com- 
plaints regarding legal procedures and report thereon to the authorities concerned. in, Micemunmnteentbaianm 

50. Congress should look into the feasibility of transferring to the courts certain 
judicial functions of administrative agencies, such as the imposition of money 
penalties, the remission or compromise of money penalties, the award of repara- 
tions or damages, and the issuance of injunctive orders, wherever it may be done 
without harm to the regulatory process. Ran lat ie x 

51. An Administrative Court of the United States should be established with 
three sections as follows— 

(a) A Tax Section which should have the limited jurisdiction in the field of 
taxation now vested in the Tax Court of the United States; 

(6) A Trade Section which should have the limited jurisdiction in the 
trade regulation field now vested in the Federal Trade Commission, the 
Interstate Commerce Commission, the Federal Communications Com- 
mission, the Civil Aeronautics Board, the Federal Reserve Board, the 
United States Tariff Commission, the Federal Power Commission, the 
Department of the Interior, and the Department of Agriculture; and 

(c) A Labor Section which should have the jurisdiction now vested in the 
National Labor Relations Board by the National Labor Relations Act over 
the adjudication of cases involving unfair labor practices. 

It is further recommended that the Congress study and determine whether 
the Trade Section and the Labor Section of the Administrative Court should 
have original or appellate jurisdiction. eee sepa inner el x 

52. Hearing examiners should be replaced by hearing commissioners who are 
completely independent of the agencies whose cases they hear, who are appointed 
by an authority other than such agencies and, to the extent possible, assigned to 
one agency on a continuing basis. Such eae commissioners should be under 
the administrative control and direction of the Administrative Court of the 
— States. Their tenure, status, compensation, and removal should be fixed x 

Tei orion tks, (oe ere oP eee ee Bi) ei 
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1 Implemented or in process of implementation. 

3 Accepted cnr von or as to objective. 

§ Accepted but implementation not begun, 

4 In process. 

5 See recommendation No. 49. 

§ The administration does not consider Recommendations 29 through 48, relating to proposed amend- 
ments to the Administrative Procedure Act, applicable, because 6 of the 12 members of the Second Hoover 
Commission voted to forward them to the Congress without Commission approval. The administration 
therefore reports no action on them. 
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SURPLUS PROPERTY 





Summary 
Per- 
cent 
Number of recommendations made. ---: . eT ee hacicdoun elites a 100 
CME... 0 cictcecknie seen eeenesembnanduenieneehsehne 18 75 
Per- 
cent 
Implemented -.--_........-- a ae oan td cent 7 : alicia 42 
Implemented partially or as to objective. -- ales Lenehan otiantis 3 12 
Total implemented or partially implemented -_-_- ; aa aewchees «ae 54 
Accepted, but implementation not begun___.....__~- ; sctnlcitede dataaieidiaes oan 21 
Total acted upon.---_.....-.._-- oe Dr eee an eeegaee ore neeeie a ene dee 18 75 
ee nn nn nnnuicansimecdnectinnbeodnenaensaitawen 6 25 


*Subdivisions of recommendations included as separate recommendations; 23 numbered recommenda- 
tions shown in Commission report. 


Tabulation of recommendations 





Implementation 
| Yes! Par- No 
tially 3 





1. That the Secretary of Defense— 

(a) Direct the downward revision of authorized stock levels to more real- 
istic limits, particularly for common-use military and other items which are 
readily available from current production or which rapidly become obso- 
lescent; | 

(6) Require that stocks on hand do not exceed authorized levels; | 

(c) Require the rapid elimination of present excess stock, or that becom- 
ing excess as a result of (a2) and (b) above, by redistribution to the maximum 
extent possible; and | 

(d) Prohibit further expenditure of funds for the purchase of items in ex- | | 
cess supply until such stocks have been brought down to the newly validated 
stock levels. Can 7 x 

2. (a) That the Secretary of Defense for his Department and the Administra- 
tor of General Services for all civilian agencies closely supervise the Federal cata- 
log program to insure its completion and effective use at the earliest possible 
date; 

(6) That the conversion phase be coordinated with the identification phase, 
and a master plan or program be formulated jointly by the Secretary of Defense | 
and the Administrator of General Services for integration of the Federal Catalog | 
into all aspects of supply management throughout the Department of Defense 
and the civilian departments and agencies of the Government. 3X ; 

3. That personne] engaged in property management activities be properly | 
qualified or trained for such service; and that military personnel in such activities | 
be required to serve continuously over considerable periods of time and be given 
rank and promotion opportunities comparable to those in the combat military | 
nw ga dk, inns o, Aieeriee 3x 

4. That the Federal Property and Administrative Services Act of 1949, as 
amended, be revised— 

(a) To eliminate all statutory exemptions for the executive branch of the 
Government from Genera] Services Administration authority for utilization | 
and disposal of all excess and surplus personal property. 

(6) To authorize the President to prescribe by Executive order specific 
exemptions from Genera] Services Administration authority where fully | 
justified in the public interest. kite aeciiieel Lm. ¢ 

5. That the procedure for screening reportable excess property be modified to 
provide a more efficient and manageable system encompassing these features— 

(a) Declarations of military agency excess be submitted by supply and 
inventory control points only and not by the owning location, except in 
special circumstances where it would be more feasible for the owning location 
to file declarations. 

(6) Declarations from the supply and inventory control points include 
all excesses of items under their control, with a breakdown by location. 

(c) A time schedule be worked out for simultaneous reporting of the 74 
Federal supply commodity classes (coordinated with the Federal catalog 
program as it progresses) so that the total excess in each class would be 
reported on the same date by all reporting activities. 

(d) Civilian agencies report their excesses to the General Services Ad- 
ministration by Federal supply commodity classes and synchronized with 
the Material Redistribution Division reporting time schedule for military 
excess. 

(e) The General Services Administration distribute lists of specialized or 
high-value excess items to all Government agencies for maximum possible | 
utilization, irrespective of the physical location of such excess items. The | | 
military services should also adopt this principle for internal Defense Depart- 
ment screening. 


See footnotes at end of table, p. 28. 
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inventory control point to check its counterpart in the other military services 
prior to new procurement, particularly of common-use items, where the amount 
of the purchase exceeds a fixed sum (varying for different classes of items), to 
ascertain whether excess or material in long supply is available for transfer. 

(b) ‘That the above procedure be made effective immediately on items which 
are readily identifiable by common terminology, and be coordinated with the 
Federal Catalog program on more technical or hard-to-identify items. 

(c) That when progress in the Federal Catalog program permits, the President 
direct a governmentwide review of supply programs and procedures for the pur 
pose of developing a system requiring that each Government agency check its 
proposed procurement against excess supplies in all other agencies. 

7. That the President direct the Bureau of the Budget, in cooperation with 
the General Services Administration and the Department of Defense, to under- 
take a review of stock fund, fair value, and all other factors relating to reimburse- 
ment and pricing procedures in connection with the transfer of excess property 
with a view to recommending changes in legislation or procedures which will 
facilitate transfers and promote greater utilization of excess property within the 
Government. 

8. That the ‘Department of Health, Education, and Welfare strengthen its 
current administration of the donation program by: 

8. (a) Changing the application for surplus property form to require the State 
surplus property agency, or the recipient institutions, to certify that within a 
reasonable time there will be need for the Federal surplus personal property 
listed on such application. 

(6) Requiring regional office staffs to give closer attention to applications to 
insure that the requested transfer of property complies with the policy of the 
Congress as expressed in the law; that the property is needed for educational or 
public health purposes; and that it will be used for such purposes. 

(c) Conducting periodic surveys of property in warehouses maintained by 
the State surplus property agencies, to determine the nature, quantity, and date 
of acquisition of the inventory and to recapture for Federal agency utilization or 
disposal those items not needed or not directly related to educational or public 
health purposes. 

(d) Vesting immediate title to transferred personal property (except leased 
property) in the recipient institution for designated classes of property or 
amounts under $2,500 to minimize the need for expensive record keeping and 
followup investigations. 

9. That the Congress reexamine the provisions of the Federal Property and 
Administrative Services Act of 1949, as amended, relating to the donation of 
Federal surplus property, and clarify congressional intent to transfer such prop- 
erty without cost to State educational and public health institutions, notwith- 
standing Department of Defense requirements for reimbursement of stock funds 
for transfers of property from such funds. 

10. (a) That the Administrator of General Services exercise his authority to 
provide adequate regulations governing disposal methods and to establish etfec- 
tive disposal procedures. 

(b) That if agencies fail to comply with such regulations and procedures, the 
Administrator request the President to direct them to comply. 

(c) That the Congress provide the necessary funds to enable the General 
Services Administration to carry out its responsibilities for surplus property 
disp sal, 

11. That the General Services Administration issue regulations providing that 
surplus stocks be physically segregated from other stocks where economical and 
practical to do so for sales purposes. 

12. That under General Services Administration policy supervision the depart- 
ments and agencies which have been delegated authority to dispose of surplus 
property encourage competitive participation by potential buyers of such prop- 
erty by— 

(a) Carefully selecting the most effective advertising media to reach pros- 
pective markets. 

(b) Describing properties in terms of commercial use and conditions to the 
greatest practicable extent. 

(c) Allowing ample time between announcements and closing dates of sales 
offerings to provide for inspection and preparation of bids by prospective 
customers. 

(d) Displaying properties requiring inspection or evaluation of mixed-lot 
contents in a manner to encourage sufficient inspection and evaluation by 
prospective customers. 

(e) Requiring more careful segregation and lotting of the items to be sold, 
to prevent indiscriminate intermingling of different manufacturers’ products 
or different commodities which now tend to encourage bids for such mixed 
lots at scrap prices, thus reducing the potential revenues from the sales. 

13. That the Administrator of General Services, in cooperation with the Secre- 
tary of Defense, convene from time to time groups of merchandising experts to 
advise and assist him in developing suitable policies, rules and procedures con- 
cerning governmentwide disposal operations and in the selection of the best 
methods of sale for the various types of surplus property. 


' 
6. (a) That the Department of Defense make it mandatory for each supply and 
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Implementation 
Yes! Par- No 
tially ? 

14. That the President direct the Department of Defense and the Maritime 
Administration, assisted by outside independent consultants, to make an inspec- 
tion for = otherwise disposing of all elements of the national defense 
— fleet in the categories of obsolete, overage, badly damaged, or useless 

daha Ea tiak x 


ps. 

15. That the Attorney General, in cooperation with the Administrator of 
General Services, review present regulations and procedures in connection with 
the referral] of proposed surplus personal property sales to the Attorney General 
anne se Geer O ean eS dS) te toatl Jeye! 1 a) oiees metus suis x 

16. That in the case of Government-owned excess property resulting from con- 
tract termination, additional classes of properties having low utilization poten- 
tials be excepted from the Material Redistribution Division screening require- x 
ment. SL smdeS BSE oS 

17. (a) That the Administrator of General Services, in consultation with the 
Department of Defense and the Department of Commerce, develop a program 
for the utilization and disposal of contractor-terminated inventories and other 
= lus commodities through service contracts with private distributing organi- 
zations; 

(6) That such a program include— 

(1) The designation of t of commodities suitable for distribution and 
disposal through private channels, 
(2) The development of criteria governing contractor eligibility. 
(3) The drafting of appropriate contract forms. 
(4) The establishment of authorities and procedures for Government con- 
trol through accounting, pricing, and other control devices. = ~~ juu..-..- 3X (pee? 

18. That the Bureau of the Budget on behalf of the President make effective 
the reporting requirements to Congress for overseas excess property (as pro- 
vided in section 404 (d) of the Federal Property and Administrative Services 
Act of 1949, as amended), by developing a uniform reporting system and requir- | 
ing all agencies owning such property to prepare periodic and comprehensive 
re 


ports. 

19. That the President promulgate measures and, if necessary, make addi- 
tional legislative recommendations to the Congress, for the maximum utilization 
of domestic and overseas excess property in foreign aid programs, encompassing— 

(a) Effective coordination between military and civilian Government 
agencies, both at home and overseas, in screening and utilizing excesses for 
foreign aid. 

(6) Limitation on new procurement for foreign aid whenever the avail- 
ability of substitutable excess property has been established. 

(c) Aggressive promotion of the use of excess property by our agencies in 
countries receiving aid. 

(d) Establishment by the Foreign Operations Administration or other 
appropriate civilian agency of a worldwide clearinghouse for locating and 
transferring excess property to recipient countries. 

(e) Delegation, where necessary, of authority by the State Department to 
the head of a diplomatic mission to determine whether the disposition of 
overseas excess property in the country to which he is accredited is consistent 
with the authorized aid program for that country, thereby eliminating un- 
ve en I ee a) Jai i etal anas l Bde ceels Oi! Licsucinte 

20. That the Federal Property and Administrative Services Act of 1949, as 
amended, be revised— 

(a) to eliminate all statutory exemptions for the executive branch of the 
Government from General Services Administration authority for utilization 
and disposal of all excess and surplus real property; 

(6) to authorize the President to prescribe by Executive order specific 
exemptions from General Services Administration authority where fully 
ee es) 8s I ie Palatal ed win” Boles delfcssecks ‘x 

21.(a) That the Bureau of the Budget develop adequate criteria for system- 
atic determination whether real property holdings are excess to Government 


Comey needs: 

(6) That the General Services Administration require declarations of excess 

real property to contain information ofa nature designed to encourage utilization 

of the gr rty by other Government agencies. SH lasscedsbiicciecce 
22. (a) That the Attorney General, in cooperation with the Administrator of 

General Services, review present regulations and procedures in connection with 

the referral of proposed surplus real property sales to the Attorney General and 

reduce delays to a minimum. 
(6) That the Genera] Services Administration review its real property disposal 

procedures and take steps to reduce to a minimum delays in the disposal process 

that occur in the screening of properties, in the receipt of recommendations, in 

the offering of properties for sale or lease, and in the acceptance of the best bid. suicisseisvabsaseet) (ie 
23. That the Congress review, simplify, and codify the statutes relating to the 

transfer of real property to State agencies and institutions for public purposes, 

and establish uniform criteria for determining public benefits and terms and 

conditions governing the use of transferred property. puccsebaweadtaell )e 





1 Implemented or in process of implementation. 
2 Accepted partially or as to objective. 

3 In process. 

« Legislation required (pending). 

5 Accepted but implementation not begun. 
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Per- 
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Per- 
cent 
RN bi sins « pacntincaie srasihmeddicca be vsed vende bivnbesitetiits tnakad 133 «=8 
Implemented partially or as to objective. .............-2-2- eee 9 35 
Total implemented or partially implemented... .................-.-.-.------_-. 22 «85 
Accepted but implementation not begun....- palin ctonss sph GinbubeKavingenieah @ inns 
Det I OR 6 a iiih bash cicntei inhi ustsisinininnntcsbilh civadetbedanunntiill 22 85 
Remaining recommendations not acted upon... ..... ws hii lip lh Aleicabalascbblbtidlatines ate wcndscndinteaigaliagalints 4 15 


*Subdivisions of recommendations included as separate recommendations; 4 numbered recommendations 
shown in Commission report. 


Tabulation of recommendations 





















































Implementation 





Yes! Par- No 
tially * 





1. (1) That the Secretary of Defense designate some central] agency, to— 

(a) Make food purchases for the services upon their stated require- 
ments subject to check by the Secretary of Defense; 

(6) Make all food purchases on the basis of “notice of intent to pur- 
chase and negotia contracts” as is now done in connection with 
perishable food <a to periodic examination and report by the 
Comptroller General; 

(c) Establish and maintain central inventory records; 

(d) Consolidate and have charge of al! warehouses or food depots, both 
dry and refrigerated; 

(e&) Be responsible for supplying food to bases of all services as the 
services may designate; 

(f) Undertake all inspection except that made by the services upon 
receipt of supplies at the bases; 

(g) Establish a uniform ration for all services with exceptions for 
special services and climates; 

(4) Set up master menus with the cooperation of the services; 

(i) Improve further the service farilities at the mess level; 

(3) Establish systematic training for such service at the mess level. 

(2) That personnel administering the activities of this central acency be 
properly qualified or trained for such service; and that the military person- 
nel be required to serve continuously over considerable periods and be given 
rank and promotion comparable to that in the combat military services. 

(2) That Jirectives of the Secretary of Detense in this field be enforced by 
discivlinary action if necessary. 

2. (1) That the Secretary of Defense designate some central agency to— 

(a) Make all clothing purchases for the armed services upon their 
stated serene subject to check by the Secretary of Defense; 

(tb) Make all purchases of clothing on the basis ‘‘of notice of intent to 
purchase and negotiated contract” subject to periodic examination and 
report by the Comptroller General; 

(c) Establish and maintain central inventory records; 

(d) Consolidate and have charge of all warehouses and depots for the 
storage of clothing; 

(¢) Be responsible for supplying all clothing to such bases of the armed 
services as the services may designate; 

(f) Undertake all inspection except that made by the armed services 
upon receipt of supplies at the bases; 

(g) Standardize clothing to the extent practicable; 

(h) Standarilize the allowance for clothing; 

(i) Direct all research into improved materials and methods in cooper- 
ation with representatives of the armed services; and 

(j) devise a system of training for personnel in clothing supply 

(2) That personnel administering the activities of this central agency be 

sroperly qualified or trained for such service; and that the military personnel 

be required to serve continuously over considerable periods and be given 
rank and promotion ccompena ie to that in the combat military services. 

(3) That directives of the Secretary of Defense in this field be enforced by 
disciplinary action if necessary. 

3. That the officials, to whom authority over the supplying of food and cloth- 
ing is given, consider the recommendations of our task force concerning financial 
controls over the supply of food and ee 

4. That the General Services Administration should assume responsibility for 
the procurement and distribution of food and common-use articles for consump- 
tion by all civilian agencies, and that cross-servicing arrangements be developed 
with the Quartermaster General Market Center. 





1 Implemented or in process of implementation. 5 Legislation required. 
2 Accepted partially or as to objective. 4 In process. 
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BUSINESS ENTERPRISES 





Summary 
Per- 
cent 
eeeneer Ge SODRNI GRIT MING iicciecn ewe cee cs seers ee eS *36 100 
Sees oF ponemamemiations ented WOR inna os esses ewe ese ee eae 20 55 
Per- 
cent 
Implemented _--.-..-.....-- eS en 8 22 
Implemented partially or as to objective... -__........-.........-.-----------------. 8s 2 
Total implemented or partially implemented _-- -- ei a  Seamy e t PBlelh  tk a 16 44 
Accepted, but implementation not begun_-__-...--.---- Sete eek paeieaee rercemderes 4 11 
TOE CS GO bo keds eantw csi ee ee eecce ae 8 Ne 20 55 
Remaining recommendations not acted upon. -.............--..--.-------- +e ee 16 45 


*Subdivisions of reeommendations included as separate recommendations; 22 numbered recommenda- 
tions shown in Commission report. 


Tabulation of recommendations 


Implementation 


i 

| 

| 
Yes! Par- | No 
tially * | 


1. That the Congress provide for the appointment of a Commission to study 
the effect on the private shipbuilding industry of the construction and repair | 
of naval vessels in Government shipyards. The Commission should make 
recommendations for the transfer, where advisable, of such construction and 
repair to private facilities, and for the best disposition of the Government facili- 
ties; that this Commission include representatives of the Departments of De- 
fense and Commerce and of the private shipbuilding and repair industry; and | 
that the majority of this Commission consist of independent citizens having no 
connection with either the Department of the Navy or the private shipbuilding | 
and repair industry. 

2. (a2) That the Department of Defense, with the aid of the General Services 
Administration and assistance of outside experts, review these plants as to their 
value in the light of their condition, future requirements, and possibilities of 
disposal. 

(6) That those reserve plants which have little value for mobilization purposes | 
should be sold to the best advantage obtainable. } 

(c) That the reserve plants having only wartime utility be maintained as 
standby, but that their maintenance be contracted out. 

(d) That the reserve plants and equipment which may be operated during 
peacetime should be sold or leased subject to recapture in the event of need. cei 

3. That the Government should process scrap only to the extent that private | 
industry cannot perform this operation; and where the Government aluminum 
sweating operations and scrap baling are discontinued, the processing facilities 
be disposed of. ‘x es -| 

4. (a) That the Department of Defense, in accordance with the intent of the 
Congress, confine its commissary stores to localities where adequate or reasonably 
convenient services are not available and, in all cases, confine its commissaries 
to use by military personnel except in isolated and overseas locations. 

(b) That prices in commissary stores be made adequate to cover all costs; and 
that the Department of Defense impose and enforce penalties for resale by pur- 
chasers of any goods bought at commissary stores. 

(c) That consideration be given to contracting out the operation of the stores. 

(d) That the Congress instruct the Comptroller General to make a complete 
survey of commissary operations to determine for its own and public under- 
standing the real costs of operation, including cost of military personnel, de- 
preciation, interest, tax exemptions; taxes receivable from alternative private 
enterprise, and thus determine what the fringe benefits really are and what the 
profit and loss really is; also that the Comptroller General determine whether the | 
intent of the Congress is being carried out. 

5. (a) That the Department of Defense, in accordance with the intent of the 
Congress, confine its post exchanges to localities where adequate or reasonably 
convenient services are not available and, in all cases, confine its post exchanges 
to use by military personnel except in isolated and overseas locations. 

(b) That prices in post exchanges be made adequate to cover all costs; and 
that the Department of Defense impose and enforce penalties for resale by pur- 
chasers of any goods bought at post exchanges. 

(c) That except in isolated areas the post exchanges cease selling luxuries, 
jewelry, sporting goods, cameras, and other items of high unit value. 





Keitel meseaee 3X 








x 

| x 
(d) That the use of military personnel supported by appropriated funds in | 

post exchanges be terminated, except for supervisory personnel. Ce eg tel x 
(e) That consideration be given to contracting out the operation of the ex- 

changes. x 





See footnotes at end of table, p. 32. 
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(f) That the Congress instruct the Comptroller General to make a complete 
survey of post exchanges to determine for its own and public understanding the 
real costs of operation, including cost of military personnel, depreciation, in- 
terest, tax exemptions; taxes receivable from alternative private enterprise, and 
thus determine what the fringe benefits really are and what the profit and loss 
really is, also that the Comptroller General determine whether the intent of the 
Congress is being carried out. 

6. That the Congress, through its appropriate committees, study the organi- 
zational structure and operation of the commissary stores, post exchanges, 
officers’ clubs, and other nonappropriated fund instrumentalities to determine 
how best to eliminate or minimize the litigation, liabilities, and legal expenses 
resulting and threatened to the Government from them, the need for adequate 
audit powers over them by the Comptroller General, the desirability of conform- 
ing their employee relationships to those generally prevalent in Government- 
related activities, and how best to serve the interests of the Government, the 
armed services, their employees, and the public in their operation; and that such 
legislation be enacted and such administrative action be taken as shall be found 
desirable toward those ends. 

7. (a) That the following commercial-type facilities operated by the Depart- 
ment of Defense, except when located in isolated or overseas areas be closed: 

Bakeries. 

Meat-cutting plants. 

The Army and Marine Corps clothing manufacturing plants. 
The Navy custom tailor shop. 

Laundries (except those needed to perform hazardous operations), 
Dry-cleaning plants. 

(6) That the equipment, except that necessary for a mobilization reserve, be 
disposed of to the best advantage of the Government. 

8. (a) That all dental, military orthopedic, pharmaceutical, surgical, and 
medical instrument equipment and supply facilities except those needed for 
training purposes, as mobilization reserve facilities, or in remote areas, be 
discontinued. 

(b) That cross-servicing among Government agencies be used with respect to 
the medical and dental repair facilities. 

(c) That unneeded equipment and facilities be disposed of to the best advan- 
tage to the Government. 

9. That all public laws which require or permit the armed services to engage 
in business operations which can be performed by private industry be reviewed 
and amended to permit private business to provide military requirements to a 
greater extent. 

10. (a) That the public be informed that after some reasonable period, say 12 
months, no further deposits will be received by the Postal Savings System and 
ns Reni depositors be offered the more remunerative United States savings 
bonds. 

(6) That depositors be given an opportunity during a period not to exceed 5 
years to exchange their deposit certificates for United States savings bonds or to 
place their savings elsewhere. 

11. That the Postmaster General shall, if the current rates do not cover all costs 
of the parcel-post services (including indirect costs), seek a further increase of 
rates. 

12. That the Post Office mailbag and lock manufacturing and repair operations 
be transferred to the Federal Prisons Industries, Inc.; that to the extent practica- 
ble the facilities therefor be also transferred and the balance of these facilities be 
disposed of to the best advantage of the Government. 

13. (a2) That the Alaska Railway rates be raised to a more adequate level. 

(b) That wherever it would not interfere with the operation of the railroad, its 
hotels and its other commercial services be leased or closed down. 

(c) That the railroad be incorporated and made subject to the Government 
Corporation Control Act. 

14. That the Department of the Interior resurvey all peas of leasing or 
selling the helium production facilities as recommended by the Department of 
the Interior survey team in 1954, and still protect strategic requirements. 

15. That the Bureau of Mines continue the extraction of crude oil from shale 
only until cost data under its new methods are fully available. When this data 
has been established, a decision should be made as to the continuation or dis- 
posal of the facilities. 

16. (a) That the National Park Service attempt to secure the dissolution of the 
National Park Concessions, Inc., and the transfer of its assets to the National 
Park Service, 

(6) That the National Park Service lease or sell the facilities now operated by 
National Park Concessions, Inc., to others to be operated as is done in other 
national parks. 

(c) That if the facilities are so uneconomic that they cannot be leased or sold, 
the National Park Service make a review to determine if they should be closed. 

17. That the other agencies of the Government emulate the General Services 
Administrator in contracting for such services, and thus support both private 
enterprise and economy in Government. 


See footnotes at end of table, p. 32. 
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18. That the Central American abaca program and Cuba Nickel Co. be con- 
tinued for strategic reasons. 

19. That the Bureau of the Budget study the feasibility of a central control of 
executive department printing plants, and, taking all items of cost into con- 
sideration, make recommendations to the congressional committees as to the 
printing which could be reduced or eliminated and the printing which might be 
better placed with private printers, or with Federal Prison Industries, Inc. 

20. (a) That the Tennessee Valley Authority discontinue all chemical research. 

(6) That the fertilizer research facilities be transferred to the Department of 
Agriculture; and 

(c) That the Congress instruct the Comptroller General to determine what 
the real costs of Tennessee Valley Authority fertilizer production are; and that 
thereafter the price of such fertilizer include all costs, direct and indirect, in- 
cluding the loss of taxes which could be obtained from private industry. 

21, That all commercial-type bakeries, laundries, and dry-cleaning plants 
operated by civilian Government agencies, except those in prisons and in 
isolated localities, be closed and that these services be furnished under contracts 
w _ private enterprise. 

22. That, in implementing the foregoing recommendations for termination 
or curtailment of commercial- -type activities by governmental departments 
and agencies, every effort be made— 

(a) To proceed on a reasonable time schedule; 

(0) To provide reasonable advance notice of contemplated action to the 

employees and communities concerned at the earliest possible opportunity; 

(c) To assist dismissed oes in securing other employment; and 

(d) To insure that in (1) scheduling terminations and (2) in deciding 

which specific operations should be retained, if any (either by direct Govern- 
ment operation or by management contracts) consideration be given to the 
economic ability of the communities involved to stand the loss of the Gov- 
ernment payroll. 





Implementation 





! Implemented or in process of implementation. 
2 Accepted partially or as to objective. 

3 Legislation required. 

4In process. 

5 Legislation required (pending). 

* Accepted but implementation not begun. 


DEPOT UTILIZATION 
Summary 


Number of recommendations made including Task Force recommendations. - 


Number of recommendations acted upon. --__......--....------------------------ 


RN 5 Sialkot ea tanebedieninn wants > bme eahiasgiens 
Implemented partially or as to objective. ._....--......-...---------- 


Total implemented or partially implemented - . 
Accepted, but implementation not begun... _-_--. 











‘xX 
|~< 

in ibaa ‘xX 

x 

Per- 
cent 
22 78 
3 11 
25 89 
0 ~4 
125 89 


Total acted upon-.-___- indict : 
Remaining recommendations not acted | upon. Re ae 


3 


Per- 
cent 


100 


ll 


*Subdivisions of recommendations included as separate seniaioeaiatteats 2 sunbeds recommenda- 


tions shown in Commission report. 


120 or 25 of these recommendations shown as implemented or partially implemented are in process of 


implementation as indicated hereon. 
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Tabulation of recommendations 


Implementation 








COMMISSION RECOMMENDATIONS 


1. That we commend the attention of the departments and agencies to the 
oceans proposals of the Special Task Force on Federal Depot Utiliza- x 
tion. 7 Aree cnecsns 
2. (a) That the Congress enact the two legislative proposals of the special task 
force, as follows: 
(1) That Congress amend Public Law 155, 82d Congress, so as to eliminate 
the language “including transfers between the military departments” from 
paragraph (d), title VI, in order to clear the way for ready transfer of storage 
Saotiices Deveveen Gerrans, 4 RE eS LORETO TR ee oe ake *xX 
(2) That Congress enact legislation permitting the permanent, i. e., longer 
than 6 months, storage of household goods of service personnel in commercial 
warehouses. ae ee See 
(6) 4 That the Congress give to the General Services Administration the neces- 
sary authority to integrate into its own control, or to compel coordination of, 
all civilian agency storage. BS eS, Se ae 





SPECIAL TASK FORCE RECOMMENDATIONS 


Department of Defense— 

That the Secretary of Defense establish and exercise positive control over the 
location, construction assignment, and utilization of all armed services storage 
facilities, in order to achieve the economy and efficiency contemplated by the 
National Security Act of 1947 and more recent congressional mandates. Ac- 
complishment of this objective requires— 

(a) That the Secretary of Defense and the Secretary of each Department 
maintain a current inventory of all space under his jurisdiction, used or 
usable for storage, including storage space occupied by machine tools, pro- 
duction Og eye and reserve stocks; storage space at industrial plants 
and other fringe types of storage, showing percentage of occupancy and 
other pertinent management data. Cae So bess ivkenisees 

(b) That close liaison be established and maintained between Assistant 
Secretaries of Defensey(Supply and Logistics and Properties and Installa- 
tions) and between the corresponding supply or logistics officers and real- 
property officers in each department, in order to utilize to best advantage 
data now maintained in these offices in compiling the storage-space inven- 


tory. ff ae eee Se 
© That establishment of uniform methods, operating procedures, term- 
inology, catalog nomenclature, and reporting systems be accelerated. ad San I: FOS 


(d) That proposals for new ‘warchouse construction receive closer review 

in the Office of the Secretary of Defense, and approval only upon strict com- 

pliance with Department of Defense Instruction 4145.3, including —_ 

screening of industrial-type facility and fringe storage space. Pa” SEE aaeses 
(e) That an inspection force, skilled in supply operations, be established 

in the Office of the Secretary of Defense to inspect ae e installations peri- 

odically, for the purpose of observing and reporting on the degree of co’ a 

ance with the Department of Defense directives and instructions. 

cedures for prompt corrective measures for failure to implement directives 

must also be provided. of gy (SPER FORRES 
(f) That interdepartmental cross-servicing of facilities be encouraged, and 

abuse of borrowed space ——— by establishment of fair storage rates, 

to be charged by the responsible department, in addition to reimbursement 

for handling expenses. Oe ORs ihe enc aks 
(g) That the Secretary of Defense establish, implement, and pvlice an 

economically justified policy with respect to the use of commercial storage 

services, so that the requirements for military storage of perishables, mer- 

chandise, and household goods be met to the greatest extent practicable 

(1) by the use of commercial storage warehouses, (2) by contract operation 

of oe facilities required to be retained under Department of Defense ‘x 

OU IE ee ee Mee ee, eee ee OE eel oe eee 
(h) That the military services make greater use of cold storage, merchan- 

dise, and household-goods warehouses for ane through the existing 

Department of Defense commercial warehouse service plan, giving particular 

attention to the savings accruing through storage in transit, in commercial 

facilities, at points of origin, or importation. This will require that the 

commercial warehouse service plan be extended to include commercial 

household-goods warehouse. CFP Rina diepeden 


Department of Defense-General Services Administration— 
(a) That a uniform system of cost accounting for storage operations be estab- 

lished for the independent comparison of interdepartmental costs and judgment 

of the efficiency of individual operations, The system should provide for real- 

_. comparisons between governmental costs and commercial charges for like ‘x 

ee re PT Nee ae 2 eee 
(6) That the Bureau of the Budget establish and administer a procedure 

whereby authorized representatives from the General Services Administration 

and Department of Defense arrange for temporary transfer of storage facilities 

between civilian agencies and military departments, to the end that new con- 

raen one necessary transportation of supplies to distant storage points will ox 
See we I eR IT ENE TIT Geen es yy gs Sees TS TUR Oe PS ee. Cee ee 


See footnotes at end of table, p. 34. 
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Tabulation of recommendations—Continued 


Implementation 
Yes! Par- No 
tially ? 


SPECIAL TASK FORCE RECOMMENDATIONS—Continued 


Department of Defense-General Services Administration—Continued 
(c) That surplus and excess storage facilities be disposed of as follows: 
(1) Used, where practicable, for the storage of strategic stockpile materials 
being accumulated by General Services Administration. | | 
(2) That such facilities, retained because of strategic considerations, be | 
placed in a standby or ‘“‘mothball’’ status. | 
(3) Any remaining facilities be disposed of to the best interests of the | 
Government. |; §X 
(d) That the Department of Defense and the General Services Administra- 
tion, either separately or jointly, appoint industry advisory committees for a | 





swileniite susie ccs 


continuing consultation respecting the equitable and appropriate methods of | 
effectuating the increased use of commercial storage facilities in places where | | 
new storage is needed. eee: 


(e) That, in the event additional warehouse construction becomes necessary 
because of economic justification or special circumstances, either for military or 
civilian services, the Department of Defense or the General Services Adminis- 
tration give consideration to the feasibility of the construction and operation of 
such buildings by private industry, in accordance with precedents already 
established. | aie 


Civilian— 

(a) That General Services Administration exercise its authority to assign and | 
reassign storage space to provide for cross-servicing of space between civilian | 
agencies, to the end that new construction and unnecessary transportation of | 
supplies to distance storage points will be avoided. 

(6) That General Services Administration give consideration to establish- 
ment of a plan, similar to the Department of Defense commercial warehouse | | 
service plan, for use of commercial storage service by civilian agencies of the | | | 
Government, when economically justified. 

(c) That the Veterans’ Administration operate its supply-distribution system | | 
under existing agreements with General Services Administration until its | 
functions can be absorbed by the General Services Administration. ere oan ps So Be il 

(d) The responsibility of the General Services Administration should include | 
the storage and distribution of medical supplies for all civilian agencies, con- | 
sistent with the recommendation of the Federal Medical Services Task Force. |--...-.-- Lae «nene-< x 





A 


Stockpiling— 

(a) Accurate and complete records of the location, quantity, and quality of 
stockpiled materials must be maintained and current duplicates must be pre- 
pared and stored in such a manner as to assure their availability in case of a 
surprise attack. Field investigations should be made at least twice a year to | 
assure compliance with Office of Defense Mobilization policies. 5X 

(6) The Administrator of General Services should issue instructions defining 
the responsibilities and outlining procedures and methods governing the taking 
of physical inventories of the stockpile and that a physical inventory shall be 
taken at least once every 2 years. 

(c) Specific action should be taken to correct this general lack of contro] and | 
inventory knowledge of the strategic reserve of machine tools and industrial 
equipment, important assets so vital to our national preparedness programs. b Bader, | Maas | 

(d) Policies covering safe storage outside of expected target areas must be | 
determined and adequate safeguards provided in case of an enemy attack. The 
effects of radiation and fallout on stockpiled materials must be determined by 
research and tests, and such information safely recorded. | §X 

(e) Adequate fire protection must be provided. 

(f) Policy control over stockpiling functions should remain in the Office of | 
Defense Mobilization, but such control should be strengthened to provide com- 
plete coverage of those functions relating to storage, and sufficient personnel | 
should be maintained to adequately carry out prescribed responsibilities. Mkts] deh cumepanien dey 

(g) It is essential that policy control and operational control be coordinated to 
effect maximum economy and efficiency in storage operations. Rie iu decsdiien dhinanes 

(h) The present staff of the Office of Defense Mobilization should be strength- | 
ened and more clearly defined as to its authority and responsibility. 8 ij beenevepeden 


“4 





~ 


Legislative— 

(a) That Congress amend Public Law 155, 82d Congress, so as to eliminate the 
language “including transfers between the military departments” from para- 
graph (d), title VI, in order to clear the way for ready transfer of storage facilities 
between departments. 

(6) That Congress enact legislation permitting the permanent, i. e., longer 
than 6 months, storage of household goods of service personnel in commercial 
warehouses. x 














1 Implemented or in process of implementation. 

2 Accepted partially or as to objective. 

3 Legislation required. 

4 Same as Task Force Civilian recommendation (a). 

5 In process. 

NoTe.—Recommendations in this report, including subdivisions, total 31; special task force legislative 


recommendations (a) and (b) and special task force civilian recommendation (a) are duplications of Com- 
mission recommendation 2, which adjusts the total to 28 recommendations, as shown. 
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RESEARCH AND DEVELOPMENT 





Summary 
Number of recommendations made--._.....--- epnanteie “ i ince 6 palaces *20 
Number of recommendations acted upon---- ‘ sia co ws sono terns bv ul eg ern selnansaecsly 17 
Per- 
cent 
I no: inri wsnthnins cistinsinaa addin Akitas ewig eh OURaeeEaeia eas ‘, a 65 
Implemented partially or as to objective..............---..--------.---.-.------s- 4 20 
Total implemented or partially implemented. ................---------.-.------ 17 85 
Accepted, but implementation not begun-_------ Shae eaiadall aenlines Ce sensor 
Total acted upon...- cciivarineesidinnarel i dciatia lh ehcinss diepeadiiniaaiia deine naa ae EE ea aaa 17 85 
Remaining recommendations not acted upon...........-----..-.---- wen wtenshbenieen inteibonniilied: 3 


35 


Per- 
cent 


100 





15 


*Subdivisions of recommendations included as separate recommendations; 5 numbered recommenda- 


tions shown in Commission report. 


Tabulation of recommendations 


Implementation 
Yes! Par- No 
tially ? 


COMMISSION RECOMMENDATIONS 


1. We earnestly commend the administrative recommendations of the task 
force subcommittee to the department officials concerned. x 
2. (a) That military officers assigned to research and development should 
serve for longer periods in order that they may become professionally adept. 
(6) That in order to make such longer service possible such officers should be 
given the same preferment and promotion as if they were rotated in short-term 
SORVEOG. 0 EEE TY Se Oe ae ee Se eee ee” | ee 3x ames 
3. That the senior civil service as recommended in our report on personnel 
and civil service is urgently required in research and development if competency 
in administration is to be provided. ; 
4. That the Presidential appointments of Assistant Secretaries of Defense and | 
those in the three services, who are concerned with research and development, 
in the future be made from men of professional training outstanding in the re- 
search and development field. QUA! ae 
5, That greater Federal support be given to basic and medical research. = |------- seo 


TASK FORCE RECOMMENDATIONS 4 


1. That the Department of Defense review and assess the effectiveness of the 
recently established plan of combined operation of the Offices of the Assistant | 
Secretary (Research and Development) and the Assistant Secretary (Applica- 
tions Engineering) with a view to their integration into the office of one Assistant 
Secretary. ~~ 1 

2. That the authority of the Secretary of Defense to withhold appropriated 
funds from any research and development project be wisely and fearlessly used | 
to promote integration of the programs of the three Departments, to prevent 
unwarranted duplication, and to promote effectiveness and efficiency in the use | 
of research and development funds. 3x | i 

3. That the Office of the Assistant Secretary (Research and Development) | 
give emphasis in its consideration of research and development programs in 
preventing unwarranted duplication, and that the Assistant Secretary (Re- 
search and Development) and Assistant Secretary (Applications Engineering), 
through standardization for production procedures, prevent unwarranted dupli- 
cation in weapons. 3X | 

4. That the Assistant Secretary of Defense (Research and Development) ap- 
point a standing committee, reporting directly to him, of outstanding basic and 
applied scientists. This committee will canvass periodically the¥needs and 
opportunities presented by new scientific knowledge for radically new weapons 
systems. The Assistant Secretary of Defense (Research and Development) will | 
appropriately implement this committee’s recommendations where action is 
indicated. 1+) a 

5. That the Weapons Systems Evaluation Group be shifted to contract oper- 
ation with university or nonprofit organizations. It then be expanded to a size | 
adequate for performing the studies required by the Joint Chiefs of Staff and | 
Assistant Secretary of Defense (Research and Development). -| 

Ihe Assistant Secretary of Defense (Research and Development) be respon- | 
sible for the action essential to}bringing Weapons Systems Evaluation Group to | 
an adequate level of size and effectiveness. x 
6. That an administrative review and assessment of the operations and con- | | 
tributions of all committees and consultants be made by the Department of 
Defense and each of the military departments, . a os 











See footnotes at end of table, p. 36. 
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Tabulation of recommendations—Continued 


Implementation 





TASK FORCE RECOMMENDATIONS—continued 


7. That an Office of Assistant Secretary for Research and Development be 
established in each of the three military departments. This Office be restricted 
in its functions to the research and development organization and operations of 
the Department. 

That the Assistant Secretary be trained in science and technology and experi- 
enced in the operations and administration of research and development. 

That this Office have a small staff trained in science and technology and ex- 
perienced in the operation and administration of research and development. 

8. That the level of basic research in the Department of Defense be significantly 
increased above its present $20 million level of annual expenditure. 

9. That, where choice is possible, operations of research and development 
should be performed at that place in the Nation where they can be done most 
effectively and with the greatest ier. 

10. That the Secretary of the Army and his Chief of Staff give strong eet 
to the research and development staff reorganization of December 23, 1954. he 
staff be adequate in size and of highest possible professional competence in re- 
search and development. The staff be given positive and effective administra- 
tive support in its operations in meeting its responsibility for control, integra- 
tion, and coordination of the Army’s research and development programs. 3x 

11. That the Secretary of the Navy and responsible senior Navy officers give 
strong administrative ae to the new functions of the Office of Naval Re- 
search in coordinating and integrating the development program of the Navy. 
A staff adequate in size and of highest research and development =a be 
provided, and the programatic recommendations of the Office of Naval Re- 
search be implemented. 

12. That each of the military departments make a realistic examination of 
their growing needs for technical officers. If need be, as the task force subcom- 
mittee expects, expand their programs to provide generously for an expanding 
number of officers trained in research and development. 

13, That the three military departments review policies and their implementa- 
tion on career officers in research and development. Move toward limiting the 
areas of rotation of research and development officers to technical assignments, 
and increase the time pare ofassignmentinaposition, = ~~ j-..--... ; §X 

14. That higher levels of compensation for civil service professional employees 
be established, more nearly competitive with industry, and the number of higher | 
level civil service positions be materially increased. 2 i ———SCin nnn nee pduld consete Oe 

15. That the Department of Defense make a close examination of the operations 
under “‘cognizance”’ and take appropriate action to insure the preservation of 
the present highly effective integration of the development program through the | 
Military Liaison Committee and the Armed Forces special weapons project 
organization. | *xX Essersed iesrabink . 

' 





ee epee, eee ere 


tae Seer 








1 Implemented or in process of implementation. 

2 Accepted partially or as to objective. 

3 In process. 

¢ As numbered by the Hoover Commission in its report on research and development. 

5 Legislation required. 

6 An act by the 85th Cong., Ist sess., which would have partially implemented this recommendation, was 
pocket vetoed by the President. However, on October 23 the President announced he would seek higher 
levels of compensation for scientific employees in the second session of the present Congress. 


OVERSEAS ECONOMIC OPERATIONS 


Summary 
Per- 
cent 
Number of recommendations made--._.........--------- sae Ei ia ose eesti eageeaeeal *2 100 
ee er UT ee een coi naccceanenccesencnciouenneneenee ta. aan 
Per- 
cent 
ee 8 ee ee ae sath ists ci ioemipel ces miata opie A 22 
Implemented partially or as to objective._..............-....---.  aihe iarenonet ll 39 
Total implemented or partially implemented. .............-..---- aie adie bi darciean 17 61 
Accepted, but implementation not begun...-_..............--...-.-- Siantaehe ti eninge ee 
A ie lad arin eea beeen nonmmsranenneatieas 17_—s 61 
Remaining recommendations not acted upon --...-......----..--.-- aatinstawsraiiastiad sienna... ae 39 


*Subdivisions of recommendations included as separate recommendations; 11 numbered recommenda- 
tions shown in Commission report. 
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Tabulation of recommendations 


Implementation 





1. (a) That the Secretary of State, through the Director of the International 
Cooperation Administration, maintain strong control of the function of develop- 
ing policies, objectives, and programs for nonmilitary foreign aid with respect to 
each country for which such aid is authorized; and, wherever advantageous and 
economical to do so, make full use of the staffs and facilities of the various depart- 
ments and agencies of Government on a reimbursable basis to perform activities 
in connection with these programs. At the same time, he should establish an 
inspection service to insure complete adherence to the policies, objectives, and 
programs for each country as defined by him. 

Oo That the Director of the International Cooperation Administration should 
be responsible for the preparation of the budget and the accountability of all 
funds for nonmilitary foreign aid ——_ which should be appropriated to 
and expended by the Department of State, and should report to the Congress 
the expenditures made. 

(c) That the different agencies in many cases will be able to discharge their 
duties from their present staffs but if they should require additional staff, they 
should be free to obtain it from any quarter. 

(d) That the overseas nonmilitary personnel of United States agencies be sub- 
ject to the line authority and direction of the United States chief of diplomatic 
mission in each country. 

2. That oats to the view which we have expressed under the heading “‘ De- 
termination of Policies’ on page 44, the administrative principles set out above 
guide the conduct of foreign economic aid, and in particular— 

(a) That as all the countries in the original North Atlantic Treaty Organi- 
zation have the highest degree of technical proficiency, tne technical assist- 
ance by American personnel in these countries should cease. 

(6) That as the original North Atlantic Treaty Organization countries are 
well able to send technical staffs to the United States at their own expense, 
the United States should cease to pay for this service, 

(c) That in the Asian-African arc, with the possible exception of Japan, 
no large manufacturing projects be undertaken and no large industrial plants 
be constructed, except for production of strategic materials; that otherwise 
all industrial aid be confined to small industries. 

(d) That special emphasis be placed on agricultural improvement and irri- 
gation 1 eee. 

(e) That, except under unusual circumstances growing out of strategic con- 
siderations, technological cooperation and technical assistance programs be 
based (oe organization of joint units of local and American personnel as set 
out above. 

(f) That wherever assistance is necessary and there is no prospect of repay- 
ment of a loan, the assistanee should be in the form of an outright grant. 

(g) That economic aid of all types should be limited to such undertakings 
as can be staffed with qualified personnel. 

(h) That no economic aid should be granted for projects or undertakings 
where private investment capital is available for such projects. 

(i) That all economic aid should be contingent upon good faith efforts of 
recipient country to improve the investment climate both for domestic and 
foreign capital of a private nature. 

(j) That, as recommended in our surplus property report, we emphasize 
the desirability of using excess and surplus property in connection with our 
foreign assistance programs. 

3. That, subject to recommendation No. 1— 

(a) All United States Government loans, where there is assurance of re- 
payment, for industrial and natural résource development, whether to 

rivate pepetens or governments, be made and managed by the Export- 
mport Bank. 

(6) The investment guaranty program be administered by the Export- 
Import Bank. aia 

4. That, subject to recommendation No. 1, the custody and management of 
counterpart funds belonging to the United States should be administered by the 
United States Treasury. 

5. That the mutual security legislation be modified to require adequate 
assurance of repayment for all aid extended in the form ofloans. (See also recom- 
mendation No. 2 ( f).) 

6. That, subject to recommendation No, 1— 

(a) Activities of the Foreign Operations Administration in relation to 
agriculture be administered, to the greatest extent possible, by the Depart- 
ment of Agriculture. 

(6) The Department of Agriculture operate these programs on the prin- 
ciples laid down in chapter V. 

7. That, subject to recommendation No. 1, the management and staff in for- 
eign irrigation projects be administered, to the greatest extent possible, by the 
Department of the Interior. 


See footnotes at end of table, p. 38. 
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Tabulation of recommendations—Continued 








Implementation 
Yes! Par- No 
tially 2 


8. That, subject to recommendation No. 1, the Department of Commerce 
should administer, to the greatest extent possible, the following: 

(a) The activities of technical cooperation and technical assistance of the 

Foreign Operations Administration in the commercial fields upon the 


principles stated in chapter V. Lh emenccladnod ied x 
(b) The activities provided for by the Mutual Defense Assistance Control 
te fl de ol le ee es eR. wimeamutwirt ama dian selene bs x 


(c) The activities of the Foreign Operations Administration in relation | 
to small business. he x 
(d) The activity of the Foreign Operations Administration in assisting 

















private investment and encouraging freeenterprise. = = ————— — ju...e ® i hg erat cack 
9. That, subject to recommendation No. 1, the Foreign Operations Admin- 
istration’s labor activities to the greatest extent possible, be administered by the 
ee) wu: kame: chant Goombbie monrehded a 
10. That, subject to recommendation No. 1, the conduct of all activities of the | 
Foreign Operations Administration in the field of health and education be 
administered, to the greatest extent possible, by the Department of Health, 
Education, and Welfare (this does not include the activities under the Fulbright 
and Smith-Mundt Acts). wibensiddla<asesinnd x 
11. That all remaining activities in the field of nonmilitary foreign aid, after | 
the above recommendations, be administered directly by, or delegated to others | 
under the direction of, the Department of State through the International 
Cooperation Administration. Ih. Heseivncsibon ieene 
1 Implemented or in process of implementation. 
2 Accepted partially or as to objective. 
3 In process. 
REAL PROPERTY MANAGEMENT 
Summary 
Per- 
cent 
Number of recommendations made--................----- Raia a a al ll ae at ee *24 100 
ees OE OU OIII re een tee ee cn ede cece ea nel 15 63 
Per- 
cent 
i ee oe ease eanececoe 3 13 
Se eDRE: GRANT ar Gr GO WIIIUO oon ono sn eck cc cdccwcncacescwasune 9 37 
Total implemented or partially implemented ---_.............-.-.--..-----.---- 12 50 
Accepted, but implementation not begun_-_-._........-.._---- Sekt atk eetnenne 3 13 
i 2 re a Conceanscescconssressegpasaeececaneroum 15 63 
Remaining recommendations not acted upon . . .........-...- 2222222 nnn ence ence ose ncnscnce 9 37 


*Subdivisions of recommendations included as separate recommendations; 13 numbered recommenda- 
tions shown in Commission report. 


Tabulation of recommendations 


Implementation 


Yes! Par- No 
tially 2 


1. That the Bureau of the Budget be staffed and strengthened to permit it to 
carry out its full function of coordinating agencies and advising the President 
upon management of the executive branch. OE, WRAL Eihedtabowenee 

2. That the Federal Property and Administrative Services Act of 1949, as 
amended, be reconstructed so as to include a specific declaration of policy by the | 
Congress spelling out its intent regarding real-property management in the 
executive branch of the Government. A new title should be developed which 
would deal specifically with real-property management. sf nn nnn ne} enn nee oa 

3. (a) That the establishment of standards, the prescribing of regulations, and 
the preparation and issuance of manuals and procedures to guide all executive 
departments and agencies in their management of real property, in accordance 
with the Presidential directive (14 F. R. 3699) dated July 1, 1949, be expedited 
by the Administrator of General Services, in order that such directive may be 
fully complied with at the earliest possible date. a al 


See footnotes at end of table, p. 40. 
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Tabulation of recommendations—Continued 


Implementation 


(6) That the regulations promulgated by the Administrator apply to the 
following basic phases of real-property management: Acquisition, inventory, 
maintenance, repair, alteration, protection, inspection, and disposal. 

(c) That the Administrator make provision for periodic inspections to ascer- 
tain the degree of effectiveness of agency compliance with the regulations, 

(d) That, if agencies fail to comply with such regulations and procedures, the 
Administrator request the President to direct them to comply. 

4. That the Federal Property and Administrative Services Act of 1949, as 
amended, be revised— 

(a) To eliminate all statutory exemptions for the executive branch of the 
Government from the authority of the General Services Administration 
relating to real property management; and 

(6) To authorize the President to prescribe by Executive order specific 
exemptions from the authority of the General Services Administration relat- 
ing to real-property management where such exemptions are fully justified 
in the public interest. 

. That the President authorize and direct— 

(a) The Administrator of General Services, after consultation with the 
Bureau of the Budget and in conformity with standards of the Comptroller 
General, to— 

(1) Prescribe procedures for the establishment of a uniform system of 
recording and reporting which will develop current information on a 
continuing basis and with full disclosure pertaining to the operation 
and the management of all Federal real property; 

(2) Prescribe the form and content of property accounts to be main- 
tained by the executive agencies, under such uniform system of record- 
ing and reporting, as the basis for a consolidated summary inventory of 
all Federal real-property holdings in the continental United States, in 
its Territories and possessions, and in foreign countries; and 

(3) Receive, review, summarize, and consolidate such inventory 
reports from executive agencies, and submit to the Bureau of the Budget 
and to the Congress a consolidated summary inventory report of all such 
real property as of the end of each fiscal year. 

(b) All executive agencies to maintain a perpetual inventory, based on the 
procedures established by the General Services Administration, of the real 
property owned or leased by them, and to submit to the General Services 
Administration, as of the end of each fiscal year, a consolidated summary 
inventory report of all such real property. 

(c) All executive agencies to exhaust all reasonable means to fill their 
requirements from the properties listed in the consolidated summary inven- 
tory of Federal real property in lieu of purchase of additional real property, 
and to require them to certify to the Bureau cf the Budget and to the Con- 
gress that they have done so, when they submit justifications for appropria- 
tions for new real-property acquisitions. 

6. That the General Services Administration be made responsible for real- 
property management for all buildings partially or wholly occupied by the Post 
Office Department, and that funds for such purposes be appropriated to the 
General Services Administration. The Administrator of General Services 
should delegate to the Post Office Department the care of any such building 
w — ver, in the opinion of the Administrator, it is more economical or efficient 
to do so. 

7. That funds for the operation, maintenance, repair, and alteration of all 
general-purpose public buildings owned or leased by the Government be appro- 
priated directly to the General Services Administration. 

8. That a long-range policy be developed and established by the General 
Services Administration directed toward the accomplishment of the following 
objectives in the management of public buildings: 

(a) Gradually to consolidate Government office space in large urban cen- 
ters into a fewer number of buildings, thereby increasing the ratio of net 
usable space to gross area, and increasing the flexibility of space assignment; 

(6) Gradually to improve the quality of office space for Government em- 
ployees in order to improve employee morale, reduce turnover in personnel, 
and increase the efficiency of Government service, consistent with economy; 
and 

(c) To promote relocation from high-cost areas. 

9. (a) That the management responsibility for all industrial properties owned 
or leased by the Government and presently classified in the national industrial 
reserve, and all the machine tools and equipment presently classified in the na- 
tional industrial reserve be returned to the Department of Defense by the Gen- 
eral Services Administration. 

(b) That the National Industrial Reserve Review Committee be abolished. 

(c) That the responsibility for supervising the management of the industrial 
properties of the Department of Defense presently classified in the national in- 
dustrial reserve and the departmental industrial reserve, including the Army’s 
arsenal system and the Navy’s active departmental industrial facilities, be vested 
in the Secretary of Defense. 

(d) That the Director of the Office of Defense Mobilization be authorized by 
legislation to establish the general policies governing retention and disposition 
of industrial properties for mobilization purposes and report thereon annually to 
the Congress, 


See footnotes at end of table, p. 40. 
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Tabulation of recommendations—Continued 
Implementation 


Yes! Par- No 
tially 2 








10. That section 601 of Public Law 155 (82d Cong.) be repealed. al cecal ea adel ‘x 
11. (a) That the President appoint a committee from the Federal and State 
Governments, and from forestry, agricultural, conservation, and mining interests 
to make a study of Federal rural lands and the laws affecting them, and to make 
recommendations for their improved management. Salah eal ot tenenanenll x 
(0) That, after a thorough study, a uniform policy for all agencies involved in | 
control of Federal rural lands be developed. Sa-nieadicnernaate x 
12. That the President authorize and direct the Secretary of State to— | 
(a) Be responsible for the operation, maintenance, and protection of all | 
general-purpose buildings owned or leased by the Federal Government in 
foreign countries, and for the assignment of space therein to all executive 
i sr ere ee es ee ee Be le eeeais NE ME ata oa 

(6) Secure from executive agencies financial operating reports required to 
appraise and evaluate performance for management purposes of all real 
property owned or leased by the Government in foreign countries. = = |-_------. 3x 

(c) Submit to the Administrator of General Services, prior to the close of 

each fiscal year, a consolidated financial operating report covering the opera- 
tion of these properties by the Department of State and other executive 
agencies. The procedures to govern the Department of State and other 
executive agencies in the budgeting of space requirements, and in the finane- | 

ing of space and related buildings services, should be furnished by the Gen- 
eral Services Administration to the Departmnt of State and to tenant 
agencies in all general-purpose buildings owned or leased by the Federal 
Government in foreign countries. ‘ond, Cae 

13. That the funds for the operation, maintenance, repair, and alteration of 
all general-purpose public buildings owned or leased by the Government in 
foreign countries be appropriated directly to the Department of State. = 8 =j|-.-..---. Ra. Bewane 











1 Implemented or in process of implementation. 
4 Accepted partially or as to objective 

3 In process. 

4 Legislation required. 

5 Accepted, but implementation not begun. 

6 Legislation required (pending). 


BUDGET AND ACCOUNTING 





Summary 
Per- 
cent 
Number of recommendations made-..-..........--.---------------- Fie lt ei ed "28 100 
Number of recommendations acted upon....................-.-.---.---- by diwhadacnabadstibeds 26 93 
Per- 
cent 
IE 5. incncntetiboabbinbditbepcbndtisddid cttiguéccocncetrsvonntebiecene 17 61 
Implemented partially or as to objective...................-...-...-.....-...- 8 3B 
Total implemented or partially implemented. ..-..................----.---- 25 89 
Accepted, but implementation not begun.................-...-..-----.----. é 1 4 
en eee... erred. oi, UB ek Ad eis esde coe atl sad 6 
Remaining recommendations not acted upon. ..............-.-2---2-- 2-2-2 ee eee eee ee 2 7 


*Subdivisions of recommendations included as separate recommendations; 25 numbered recommenda- 
tions shown in Commission report. 


Tabulation of recommendations 


Implementation 


1. (a2) That the Bureau of the Budget expand and make more effective the 
discharge of its managerial and budgeting functions. 

(6) That in order to do this, among other things, it should ae in important 
agencies one or more well qualified employees whose duties should include con- 
tinuous year-round review, at the site of the agency, of agency budget preparation 
and administration and other facets of the Bureau’s managerial responsibilities. 

(c) If ey, the Congress should increase the resources of the Bureau of 

& 


the Budget for that purpose. 
See footnotes at end of table, p. 42. 





ACTION ON SECOND HOOVER COMMISSION REPORTS 41 


Tabulation of recommendations—Continued 


2. That the executive agencies report annually to the Bureau of the Budget 
on the conduct of their operations. On the basis of the agencies’ reports and 
other available information, the Bureau should prepare for the President an 
annual report on performance for the executive branch as a whole. 

3. That for management purposes, cost-based operating budgets be used to 
determine fund allocations within the agencies, such budgets to be supple- 
mented by — reports on performance. 

4. That the executive budget continue to be based upon functions, activities, 
and projects adequately supported by information on program costs and accom- 
plishment, and by a review of performance by organizational units where these 
do not coincide with performance budget classifications. 

5. That the agencies take further steps to synchronize their organization 
structures, budget classifications, and accounting systems. 

. + Mets executive agency budgets be formulated and administered on a cost 
asis. 

7. That the executive budget and congressional appropriations be in terms of 
estimated annual accrued expenditures, namely, charges for the cost of goods 
and services estimated to be received. 

8. That legislation committing the Government to continuing expenditures 
for special programs which are not susceptible to the usual budgetary control 
ordinarily be enacted for a limited term in order to require periodic congressional 
review of their usefulness. 

9. That the Bureau of the Budget keep such programs under continuing 
review, and the President’s budget contemplate amendments to them when 
their operation conflicts with current budgetary policy. 

10. That there be established under the Director of the Bureau of the Budget 
a new Staff Office of Accounting headed by an Assistant Director for Account- 
ing, with powers and duties as follows: 

(a) To develop and promulgate an overall plan for accounting and report- 
ing, consistent with broad policies and standards prescribed by the Comp- 
troller General. These broad policies and standards should continue to be 
developed in cooperation with the executive branch. 

(ob) To expedite, guide, and assist in the introduction of modern account- 
ing methods in the executive agencies consistent with the overall plan. 

(c) To set reasonable but definite time schedules for performance and to 
watch progress, 

(d) To stimulate the building of competent accounting and auditing 
organizations in the executive agencies and to assist actively in the selection, 
training, and retention of capable personnel. 

(e) To report at least annually to the Budget Director with respect to the 
status of accounting in each of the executive agencies. 

11. That as an aid to financial management the position of comptroller be estab- 
lished in the principal agencies and major subdivisions thereof embracing the 
following duties and functions: 

(a) To direct the setting up and maintenance throughout his agency of 
adequate accounting and auditing systems and procedures in conformity 
with the provisions of the Budget and Accounting Procedures Act of 1950. 

(b) To direct the recruitment, training, and development of qualified 
accounting personnel. 

(c) To develop and be responsible for reliable and informative financial 
reports for (1) internal management purposes and (2) for issue to the Con- 
gress and other executive departments or agencies. 

(d) To interpret and advise upon significant aspects of the financial re- 
ports. 

(e) To direct the preparation, and review execution of budgets prepared 
at operating levels for the information of top management which is respon- 
sible for budget policies. 

12. That the selection of agencies’ comptrollers and the building of competent 
accounting organizations in the executive agencies through the selection, train- 
ing, and retention of capable personnel be an important phase of the guidance 
— to be given by the Assistant Director for Accounting in the Bureau of 
the Budget, 

13. That the allotment system be greatly simplified. As an objective each 
operating unit should be financed from a single allotment for each appropriation 
involved in its operations. 

14. That Government accounts be kept on the accrual basis to show currently, 
completely, and clearly all resources and liabilities, and the costs of operations. 
Furthermore, agency budgeting and financial reporting should be developed 
from such accrual accounting. 

15. That after appecprate accrual and cost-accounting techniques have been 
established by the Government agencies, the creation or continuation of revolv- 
ing funds should be reviewed to determine whether they will add to efficient 
management. 

16. That the executive agencies accelerate the installation of adequate mone- 
tary property accounting records as an —— part of their accounting systems. 

17. That each department and agency authorized to maintain a single 
account under each appropriation title or fund for controlling the amount avail- 
able for the liquidation of valid obligations. 


See footnotes at end of table, p. 42. 


Implementation 
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18. That vouchers which are otherwise valid but as to which appropriations 
have lapsed should not be referred as ‘‘claims’’ to the General Accounting Office, 
but should be settled within the agencies. 

19. That the Comptroller General be given the authority to relieve accountable | 
er financial liability except where losses result from their gross negligence | 
or fraud. 

20. That the Bureau of the Budget and General Accounting Office make a | 
study to determine what can be done to eliminate— 
(a) Duplicate accounts within the Treasury Department. 

(6) Duplicate accounting as between the Treasury Department and the | 
various departments and agencies. 

21. That increased and continuing emphasis be placed upon the review and 
modernization of central fiscal reports by the Treasury Department to the end | 
that they may meet the changing requirements of the executive branch, the 
Congress, and the public. These fiscal reports should show the Government’s 
cash position and related cash transactions. 

22. That Congress consider amending the Budget and Accounting Procedures 
Act of 1950 to make the Bureau of the Budget responsible for developing com- 
prehensive reports (other than purely fiscal reports) showing the financial re- 
sults of the activities of the Government as a whole and of its major component | 
activities. 

23. That in selecting individuals for comptrollership, civilians with broad | 


management and accounting experience and competence be appointed. ewe 


24. That the comptrollers in the military departments be responsible only to | 
the Secretary of their respective services, and that concurrent responsibility to a | 
Chief of Staff or equivalent be discontinued. 


25. That the Bureau of the Budget and the General Accounting Office be re- | : 


quested to make an intensive study to determine the adequacy of internal audit- | 
ing in Government agencies and what steps should be taken to improve it. 








Implementation 
Yes! Par- No 
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1 Implemented or in process of implementation. 
2 Accepted partially or as to objective. 

3 In process. 

‘ Accepted partially or as to objective. 

5 Legislation required. 


6 See recommendations 13 and 14, Report of Business Organization of the Department of Defense. 
7 See recommendation 19, Report of Business Organization of the Department of Defense. 


BUSINESS 


Summary 


Number of recommendations made 


Number of recommendations acted upon 


EE ae a eee — 
Implemented partially or as to objective 

Total implemented or partially implemented 
Accepted, but implementation not begun. ---- f 


Total acted upon 


Remaining recommendations not acted upon 


°22 


Per- 
cent 


54 


ORGANIZATION OF THE DEPARTMENT OF DEFENSE 


Per- 
cent 
100 


54 


10 46 


*Subdivisions of recommendations included as separate recommendations; 19 numbered recommenda 


tions shown in Commission report. 


ACTION ON SECOND HOOVER COMMISSION REPORTS 43 


Tabulation of recommendations 





Implementation 





1, The Secretary of Defense should create in his office a civilian position 
invested with sufficient stature and authority to insure the establishment and 
maintenance of effective planning and review of military requirements. The 
official occupying this position would, on behalf of the Secretary— 

(a) Maintain active liaison with National Security Council, Joint Chiefs of 
Staff and their staffs; 

(6) Coordinate all guidance provided at the Office of the Secretary of 
Defense level to the military departments covering the preparation of require- 
ments programs; and 

(c) Provide for a system of effective review and analysis of defense plans 
and requirements computations, 

2. The Secretary of Defense should emphasize the management areas of 
iogistiecs, research and development, personnel and finance, and should regroup 
certain functions under Assistant Secretaries to strengthen coordination of these 
four principal management areas. 

3. The Secretary of Defense should appoint a principal career assistant to 
each Assistant Secretary of I edemateuais ainias and competence that continu- 
ity of administration will be improved. 

4. The Secretary of Defense should revise the assignments of departmental 
Assistant Secretaries to secure a uniform grouping of management responsibilities 
mies to that proposed for the four management Assistant Secretaries of 

Jefense. 

5. The Secretary of Defense should define the relationship of the military 
Chief of Staff to the support activities as that of— 

(1) Planning and requesting the materiel, services, facilities and speCial- 
ized personnel required to support the operating forces subject to the review 
and approval of the Secretariat; and 

(2) Exercising direct authority over tactical and combat-related support 
activities performed by the logistics organization. 

6. The Secretary of Defense should assign to the Assistant Secretary for 
Logistics in each department direct management control over supply and service 
activities. 

7. The Secretary of Defense should assign clear responsibility for the coordina- 
tion of research and development programs to an Assistant Secretary for Re- 
search and Development in each department. 

8. Congress should enact legislation establishing a separate civilian-managed 
agency, reporting to the Secretary of Defense, to administer common supply 
and service activities. 

9. The legislation establishing the separate supply and service agency should 
specify criteria which will assure a strict supporting role for the agency. 

10. The separate agency should be named the ‘“‘Defense Supply and Service 
Administration,” and its Administrator should be a Presidential appointee. 
Initially, the agency should manage selected items of common supply, and oper- 
ate general and specialized hospitals. 

11. Congress should instruct the Secretary of Defense to report semiannually 
on progress being made in improving all phases of the supply and logistics sys- 
tem. 

12. Congress should enact legislation to minimize present obstacles to Govern- 
ment service by outstanding citizens, and should provide positive incentives 
which will attract and hold able administrators. Examples of improvements 
which should be made are— 

(a) Increase the level of compensation for Assistant Secretaries, as already 
recommended by the task force on personne] and civil service, to an amount 
approximating $25,000. It is further suggested that the pay for other mem- 
bers of the secretariats be placed at appropriate rates above $25,000. 

(6) Modify the conflict-of-interest laws so that Presidential appointees 
are not forced to liquidate lifetime business equities in order to accept Fed- 
eral appointment. Instead, each new appointee should take an oath (as 
part of his regular oath of office) that he will disqualify himself from partici- 
pation in any decision which involves his company or financial interests. 

13. Congress should enact a title V to the National Security Act to provide 
the legislative basis for specializing management and technical personnel in the 
support activities. This legislation should establish these basic principles: 

(a) Military personnel will be limited primarily to posts in tactical organ- 
izations, and civilian personnel will be utilized increasingly in management 
and technical positions in support activities. 

(6) Criteria will be established for use in determining those management 
and technical positions in support organizations which will be filled by 
civilian personne] and those which must be filled by military officers. 

(c) Legal and administrative obstacles which prevent the most produc- 
tive utilization of both civilian and military personnel in support activities 
should be promptly removed. The Secretary of Defense should submit to 
Congress recommendations covering any changes which are needed in exist- 
ing law, 


See footnotesjat end of table, p. 44. 
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Tabulation of recommendations—Continued 
Implementation 


Yes! Par- No 
tially ? 


14, Congress should incorporate criteria in title V to the National Security 
Act which will clearly distinguish the proper roles for civilian and military 
support managers and technical personnel and should direct immediate appli- 
cation of these criteria by the Secretary of Defense, 0 ——Sn nee OE a seseus 

15. The Secretary of Defense should establish a personnel system for support 
activities which provides comparable standards for selection, training, promo- 
tion, and compensation of both civilian and military managers and technical 
personnel. Congress should enact necessary legislative changes in order to carry 
out this objective. OE bss esi... 

16. The Secretary of Defense should require members of the secretariats to 
participate in developing and applying the career management program in 
activities under their jurisdiction. ae Cie. be hs oie 

17. To improve the financial tools of management— 

(1) Congress should enact legislation to enable the Department of Defense 
to prepare and administer budgets on an accrued expenditure basis. ccwadpih tals deaion 6x 

(2) The Department of Defense should continue and extend the use of 
systems of accrual and cost accounting and, wherever it will add to efficient 

ement, the use of working capital funds. OE Gsdsededbieesense 

(3) The Department of Defense should intensify its efforts to establish 
complete inventory records, and to develop continuing and effective inven- 
tory controls. OF)’ “4 cadeecten clas on 

18. To fix responsibility for managing defense dollars— 

(1) Each Assistant Secretary of Defense should be responsible for screening 
the requirements programs of each department for his area of functional 
jurisdiction and for advising the Assistant Secretary of Defense for Financial 
Management as to the financial needs forsuch activities. sf tenn e----}-------- 

(2) Each departmental Assistant Secretary should be held responsible | 
for screening requirements and for participating in the formulation and con- 
tinuing review of the budget for those activities and programs under his 
jurisdiction. eae. (ieeisets. a ae 

19. Congress should amend existing legislation to assign each Assistant Secre- 
tary for Financia] Management exclusive supervision of the departmental comp- 
troller organization; pending such legislative action, the Secretary of Defense | | 
should accomplish this objective by directive. beadadod DS he alae x 

















! Implemented or in process of implementation. 

2 Accepted partially or as to objective. 

3 In process. 

4 Accepted but implementation not begun. 

5 The Executive Office of the President regards inauguration by the Department of Defense of the so- 
called single-manager plan for administration of common supplies as implementation of the objectives of 
the Hoover Commission’s recommendations for a single civilian-managed supply service. The Citizens 
Committee does not accept this device, as meritorious as it may be, as implementation of the Commission’s 
pro sal which emphasizes separate Civilian management of supplies. 
gislation required. 


INTELLIGENCE ACTIVITIES 


Summary 
Per- 
cent 
Number of recommendations made_ -------- ‘ . 2 100 
Number of recommendations acted upon-.-.--- ‘ ‘ bade biebit sedate 1% 50 
Per- 
cent 
NONE siiteintacck cin batch édi i sikien 1 50 
Implemented partially or as to objective _- C 2x 
Total implemented or partially implemented. --_--......-...--- scaldteiuetiiet 2 50 
Accepted, but implementation not begun... ------ Pee IW A a Bes 
eo a ree wttbcdickie ‘fi xn y 50 
Remaining scovmbenendadinads not acted BU Us eset i eee é i Ji cgazen’ “SE 50 


*Subdivisions of recommendations included as separate recommendations; 1 numbered recommenda- 
tion shown in Commission report. 
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Tabulation of recommendations 


Implementation 


(a) That the President appoint a committee of experienced private citizens, 
who shall have the responsibility to examine and report to him periodically on 
the work of Government foreign intelligence activities. This Committee should 
also give such information to the public as the President may direct. The Com- 
mittee should function on a part-time and per diem basis. 

(6) That the Congress consider creating a Joint Congressional Committee on 
Foreign Intelligence, similar to the Joint Committee on Atomic Energy. In 
such case, the two committees, one Presidential and the other congressional, 
could collaborate on matters of special importance to the national security. 





1 tetas’ or in process of implementation. 
2 Accepted partially or as to objective. 
? Legislation required. 


WATER RESOURCES AND POWER 





Summary 
Per- 
cent 
Number of recommendations M0000... ..~ sss nvciisncsccdsdivdine cucccclvbdacdkinut i *26 100 
Number of secouisnemsGnGinie Q000G WGN .w oo. ono science niccorsnccasccunnceuconteseoscvaekudek 5 19 
Per- 
cent 
Implemented... - .- Jitbias sovtnivevetabdewinbieeounedae tan? MEE 
Implemented partially or as to objective. . LE Rinddcwtiiidla tbc diud seine dddatbuaibeaaal "le + 
Total implemented or partially implemented -.-.-................-..------------. 4 15 
Accepted, but implementation not begun.............-.......-..----------------. 1 4 
Total acted upon. nt his inves wm wn aeadahe aed cidale tbat ae 19 
Remaining recommendations not acted upon... tiddiewttilh is hacia iw dietatdadaldaciaabeven 81 


*Subdivisions of recommendations included as separate  aanniainiabadhidtiade 15 numbered recommenda- 
tions shown in Commission report. 


Tabulation of recommendations 


Implementation 


Yes! Par- No 
tially ? 








That the Congress adopt a national water policy on the following nine 
eaten 

(a) That water resources should be developed to assure their optimum use 
and their maximum contribution to the national economic growth, strength, | 
and general welfare. 3x Poon 

(6) That water-resources development should be generally undertaken | 
by drainage areas, locally and regionally. 

(c) That the Federal Government should assume responsibility when 
participation or initiative is necessary to further or safeguard the national 
interest or to accomplish broad national objectives, where projects, because 
of size or complexity or potential multiple purposes or benefits, are beyond 
the means or the needs of local or private enterprise. Under other circum- 
stances, the ae, for development should be discharged by State 
or local governments, or by local organization, or by private enterprise. wa” eaten 

(d) That, in participating in water resources and power development 
the Federal Government, without waiving its constitutional rights, should 
take account of the rights and laws of the separate States concerning appro- 
priation, use, control, and development of waters within their boundaries. 

(e) That the Federal Government should ob ide advisory assistance to 
those local and State agencies that are undertaking water-resource and power , 
development projects. x 

(f) That, before Congress authorizes or appropriates funds for Federal 
participation in any water-resource project, it should have substantial evi- 
dence that the project is economically justified and financially feasible, and 
that such project is essential to national interest. : 

(g) That one Federal agency should be made responsible for collecting and 
reviewing the adequacy of hydrologic data. 


See footnotes at end of table, p. 46. 
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Tabulation of recommendations—Continued 
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1, That the Congress adopt a national water policy on the following nine 
points—Continued 
(h) That all Federal agencies administering revenue-producing water- 
resource and power projects should pay all cash revenues to the Treasury 
as miscellaneous receipts, and receive an annual appropriation for cash 
operating expenditures. 
(i) That regulation of rates for sale of electrical energy by all Federal 
agencies be vested in the Federal Power Commission. 

2. That, without going into details, we recommend the creation of a Water 
Resources Board upon the above basis. 

3. That the staff conducting certain of the functions of the Bureau of the 
Budget be strengthened by such professional staff as will enable it to fully 
perform the function of evaluation of the merits of water-development projects 
presented to it for appropriations. 

4. That the Congress amend present acreage limitations so as to meet local 
conditions in the above manner. 

5. That the revolving funds be abolished and all moneys payable into these | 
funds be covered into the general fund of the Federal Treasury and all project 
funds be appropriated by the Congress. 

6. That the construction of headwater dams in the flood-control] program of 
the Soil Conservation Service be transferred to the Corps of Engineers. 

7. That all projects declared obsolete or unsound by the Chief of Engineers 
should be removed from congressional authorizations. 

8. That Congress— 

(1) Authorize a user charge on inland waterways, except for smaller pleas- 
ure craft, sufficient to cover maintenance and operation. 
(2) Authorize the Interstate Commerce Commission to fix such charges. | 

9. That the Congress empower and direct the Federal Power Commission to 
fix the rates on Government power sales at such levels as will— 

(a) Eliminate the inequities now imposed upon the great majority of the 
people: 

(6) Amortize and pay interest on the Federal investment in power, plus 
an amount which will equal Federal tax exemption based upon the Federal 
taxes paid by the private utilities; and 

(c) Provide payments in lieu of ful! taxes to the State and local govern- 
ments equivalent to those the private utilities would pay. 

10. That the Government or its agencies cease the building of steam plants and 
provide for the equation of their power loads by interconnection with the grids 
of neighboring power systems. 

11. (a) That the private utilities be permitted to purchase a fair share of Fed- 
eral power. 

(6) That no further building of transmission iines be undertaken where such 
transmission service can be provided by non-Federal agencies. 

12. That the Columbia River Basin system, the Hoover-Parker-Davis Dams | 
Administration, the Central Valley project of California, the Missouri River 
Basin project, the Southwestern Power Administration, and the Southeastern 
Power Administration all be incorporated under and made subject to the Gov- 
ernment Corporation Control Act. 

13. That they and the Tennessee Valley Authority be required to secure their 
capital for their future improvements, when authorized by the Congress, by 
issuing their own securities to the public without subordinating the present 
Federal investment, thus relieving the taxpayers of this burden. (In such | 
instance, our recommendation No. 1 (h) should be amended so as not to apply to | 
the interest and amortization on such public issues and to allow them to pay these 
items from their own funds.) 

14. That representatives from the States concerned, as well as Federal repre- | 
sentatives, should be appointed to these boards. 

15. In respect to the power component of new multiple-purpose projects, we 
make the following recommendations: | 

(a) That private enterprise be offered the opportunity to provide the 
capital for the electrical component of multiple-purpose dams and dispose 
of the power through their own systems (they being subject to regulation of 
rates by Federal and State authorities), but the management of the dams 
should remain in the Federal Government. 

(6) That, if such capital be not available, the power should be offered for 
sale to the private utilities, the States, or the municipalities and cooperatives 
prior to construction, on terms that will protect the Federal interest. 





1 Implemented or in process of implementation. 
2 Accepted partially or as to objective. 

3 In process. 

4 Legislation required. 

$ Accepted but implementation not begun, 


Implementation 








Par- 
tially ? 





No 


”“ 


‘ 
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PAPERWORK MANAGEMENT—PART II 











Summary 
Per- 
cent 
Weer CF CORSIMIORAREIONS BINGO ooo KS ictis ov csv cccncckbtncctiiniacdendccndeudianees 1 100 
Namiber of TOCCEMENOMGREIONS GENNd UNOS 5 oes nc cc cnccccnsdnwanecocnckibocnsccccdsuennen 1 100 
Per- 
cent 
ING ig os 0.40 cueing tn phdlin cuca tinitindecctniinscusioaainliataimnseeiiin 1 100 
Implemented partially or as to objective. __......................---....-..--- 0 eal 
Total implemented or partially implemented. --.................-----.-.---- 1 100 
Accepted, but implementation not begun.......................-....-.------- 0 a: 
GEE BIRIE OIE « 6 ook ncvedipscuvtiiecnectbncacceecbcswnsnantientaipnsaae 1 100 
Remaining recommendations not acted UPON... . . 2.2... ccc ccnccnndewocccedcccnccoccséceccce 0 stint 
Tabulation of recommendations 
| Implementation 
| 
- ! r 
Yes! | Par- | No 
| tially 2 | 
— - ——| | 
1. That the President direct the Bureau of the Budget, together with its | | 
Advisory Council on Federal Reports and in cooperation with the General | } 
Services Administration, to give increased emphasis in their reports program ! 
to the need to protect the public from unnecessary reporting burdens by con- 
tinuing the method of cooperation between industry and Government pursued | 
by our task force as outlined above. | feo. 
- - — _ — _ —_—_—__ —__— 
1 Implemented or in process of implementation. 
2 Accepted partially or as to objective. 
3 In process. 
FINAL REPORT TO THE CONGRESS 
Summary 
Per- 
cent 
Number of recommendations made- ..-. , F iinet si esateahs cask OulgleeeneceanniS 1 100 
Number of recommendations acted upon. - Ti. i. ccisewasebanceednceas 1 100 
Per- 
cent 
Implemented ; es . a ° & 
Implemented partially or as to objective. -.-..- pap tiainies xs aiid 
Total implemented or partially implemented. .- .-- . simian eee 
Accepted, but implementation not begun. -- i ae 1 100 
Total acted upon ; : SESS Te cds 1 100 
Remaining recommendations not acted upon... | 


Tabulation of recommendations 


Implementation 





Yes! | Par- No 


(a) That the President direct such as he may approve of these 33 remaining | 
agencies to report to some official in the Executive Office whom he may designate. 
(5) That such agencies be required to report regularly upon such matters as 
organizational activities, proposed programs, appointments of staff, expendi- 
tures, and their proposed appropriations. 
(c) This designated official to be authorized to advise the President and the 
Bureau of the Budget of his conclusions in respect to such questions. 








1 Implemented or in process of implementation. 
2 Accepted partially or as to objective. 
* Accepted, but implementation not begun. 
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SECTION III 


ACTION ON REORGANIZATION PLANS SUBMITTED TO THE 
CONGRESS UNDER THE REORGANIZATION ACT OF 1949 


HISTORICAL BACKGROUND 


Authority to reorganize the executive branch of the Government 
was first granted to the President in the Economy Act of June 3, 
1932. This act was superseded by the act of March 3, 1933 (as 
amended by the act of March 20, 1933), which granted reorganization 
authority to the President for a period of 2 years. 

The Reorganization Act of 1939 also granted reorganization au- 
thority for a 2-year period, expiring in January 1941. Temporary 
authority for emergency reorganizations during World War II was 
delegated under title I of the first War Powers Act of December 18, 
1941, for the duration of the war and 6 months thereafter. The 
Reorganization Act of 1945, which expired on April 1, 1948, continued 
the prewar reorganization policy established by the Reorganization 
Act of 1939. 

This authority was continued by the Reorganization Act of 1949, 
with certain modifications, to April 1, 1953. The 1949 act was 
extended to April 1, 1955, by the 83d Congress; to June 1, 1957, by 
the 84th Congress; and to June 1, 1959, by the 85th Congress (Public 
Law 85-286). 

In extending the act to June 1, 1959, the 85th Congress made a 
most significant change in the procedure by which a reorganization 
plan may be disapproved by either House of the Congress. An 
amendment to subsection (a) of section 6 provided that a reorgan- 
ization plan may be disapproved by the adoption of a resolution by 
a simple majority of either House, stating in substance that that 
House does not favor the reorganization plan. An affirmative vote 
of a majority of the authorized membership of either House (49 in the 
Senate and 218 in the House) was previously required to disapprove 
a reorganization plan. 

The Reorganization Acts of 1939 and 1945 ‘contained provisions 
which permitted the Congress to disapprove any reorganization plans 
submitted under those acts, within a 60-day period after submission 
thereof, by concurrent resolution stating, in substance that the Congress 
did not favor the reorganization plan. 

The 1939 act specifically exempted 21 named agencies from any 
reorganization, and the 1945 act exempted, either wholly or partly, 
11 agencies from the operations of the act. The bill as approved by 
the House of Representatives in 1949 contained provisions which 
exempted from the full application of the act reorganizations which 
would affect the National Military Establishment, the Board of 
Governors of the Federal Reserve System, the Interstate Commerce 
Commission, the Securities and Exchange Commission, the Railroad 
Retirement Board, the National Mediation Board, and the National 
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Railroad Adjustment Board, following the precedents for such 
exemptions contained in both the 1939 and 1945 acts. 

In 1949 the Senate Committee on Government Operations (then 
the Committee on Expenditures in the Executive Departments) re- 
ported, and the Senate approved unanimously a bill, S. 526 (S. Rept. 
232, 8list Cong.), which continued the authority of the President to 
submit reorganization plans but removed exemptions which had 
placed certain specified agencies in a restricte d category. It was the 
view of the committee that this action would permit the widest pos- 
sible powers to the President in submitting reorganization plans pro- 
viding for realinements of Federal agencies that would be desirable 
and in the public interest. The liberalization of the original act, 
however, was conditioned on a provision of the bill, as reported, which 
provided that a simple resolution of disap proval by either the House or 
the Senate would be sufficient to reject or disapprove any reorganiza- 
tion plans submitted by the President. 

In recommending that either House be authorized to disapprove a 
plan, the committee intended that the Congress would thus retain, 
to the fullest extent possible, the power to determine whether reor- 
ganization plans submitted to the Congress by the President shall 
become law through the normal legislative processes. However, this 
power of - disapproval, vested in each House, did not ar athorise either 
House to revise the provisions of the plans but enabled each House 
to prevent any plan, of which it disapproved, from becoming effective 
by a simple majority of those present and voting. The power thus 
reserved to each House was essentially the same as that possessed by 
each House in the ordinary legi islative process, in which no new law 
or change in existing law can be made if a majority of either House 
does not favorit. 1t was the committee’s position that no significant 
difference appeared to exist by reason of the fact that under the 
ordinary legislative process the unW illingness of either House to ap- 
prove the makin; ¢ of new laws or a change in existing law is manifested 
by the negative act of refusing to reg ister a Wevorabl vote, whereas 
under the original Senate bill the unwillingness must be manifested 
by the affirmative act of the passage of a resolution of disapproval of 
a reorganization plan. The full import of this difference becomes 
even more apparent when regard is had to the stringent rule contained 
in the bill which makes impossible actions calculated to delay or 
prevent consideration of resolutions of disapproval. 

In adopting this disapproval procedure the committee agreed that 
no amendments to éxempt any agency of the Government or other 
restrictions would be included, but members of the committee re- 
served the right to submit amendments exempting specific agencies if 
the Senate failed to sustain the provision for the Tasmeennal of a plan 
by simple resolution of either House. 

The Senate unanimously ap] wroved S. 526, as recomm nded by the 


Or¢ 
—. 
DE 


committee, on May 16, 194 The House also passed a companion 
bill (H. R. 2361), with the restric tions outlined above, which was sub- 
stituted for the Senate bill. The Senate bill was then included as an 
amendment, and sent to col ference The Senate conferees stood 


solidly for retention of the provision for rejection by a simple majority 
vote of either House, which had been ine iud ed in the Senate bill, the 
conferees agreeing to a considerable broadening of the President’s 
authority compared with previous reorganization acts. 
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As finally approved in conference, after an impasse which lasted for 
several weeks, the bill incorporated Senate proposals granting the 
President authority to propose the creation of new departments—a 
power which was not given to him under earlier acts—and eliminated 
all restrictive and limiting provisions, but incorporated the provision 
requiring that a reorganization plan submitted under the act would 
require the adoption of a resolution of di isapproval by a majority of 
the authorized membership of either House. The Senate, in approving 
the original Senate bill, | ad made it clear that the cranting of these 
additional powers to the President had been conditioned upon reten- 
tion of the provision permitting rejection of any plan by a simple 
majority vote of either House, and the concessions made by the con- 
ferees were approved only because they were necessary if any reorgan- 
ization authority was to be granted to the President. The bill, which 
originally established April 1, 1953, as the final date for the submission 
of plans, was signed by the President on June 20, 1949, as Public 
Law 109. 

The committee, in reporting the bill to extend the President’s reor- 
ganization authority under the act to April 1, 1955, in the 83d Con- 
gress, and to June 1, 1957, in the 84th Congress, reaffirmed both its 
own and the views of the Senate when the original act was approved 
in 1949. Since the Senate version of the 1949 act was not permitted 
to become law, and the method of procedure requiring a majority of 
the authorized membership of either House of the Congress under 
the disapproval formula was adopted at the insistence of the House 
conferees, the committee held that it was only proper that the House 
should take the initiative in changing the method of disapproval. 
The majority agre ed, however, that the same reorganization authority 
granted to President Truman should be extended to President EKisen- 
hower, and eas fore recommended the extension of the act as ap- 


proved by the House. The House bill, H. R. 1979, was approved in 
the Senate on recommendations of the committee (S. Rept. 36), and 
was enacted into law (Public Law 3, 83d Cong.). In the 84th Con- 


ndin ity to April 1, 1957, was reported 
favorably on January 26, 1955 (S. Rept. 16). A companion bill, 
H. R. 2576, extending the authority to April 1, 1958, was passed by the 
House of Representatives on January 26, 1955, and was amended in 
the Senate with a cutoff date of April 1, 1957, as recommended by the 
Committee on Government Operations. The Senate insisted on its 

nendment and referred the bill back to the House, where the House 
bill was further amended to fix the expiration date as June 1, 1957, 
which amendment was agreed to in the Senate and approved by the 
President on March 25, 1955, as P ublic Law No. 16. 

(As noted previously, the 85th Congress, Ist session, extended the 
Reorganization Act of 1949 to June 1, 1959 (Public Law 85-286, 
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September 4, 1957), also making the significant change in the pro- 
cedure for disapproving a reorganization pl: in, as pre ‘viously indicated, 


to accord with the views originally expressed by the Senate in exten- 
sions of this authority.) 


PLANS SUBMITTED TO THE CONGRESS 


President Hoover initiated 11 plans und ler the authority of the act 
of 1932, all of which were rejected in the House of Representatives, 
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due to the impending change in administration. Under the 1933 act 
reorganizations were effected in agricultural, credit, procurement, dis- 
bursement, national park, immigration, internal revenue, and various 
other functions. President Roosevelt submitted five plans under the 
act of 1939, involving the creation of the Federal Security Agency, 
the Federal Works Agency, and the Federal Loan Agency, all of which 
were permitted to become law. Under this act the Executive Office 
of the President was also established. 

Temporary changes effected under the War Powers Act, although 
extensive in some areas, were required to be made permanent under 
direct legislative action, or through permanent authority granted under 
the Act of 1945. Under this latter act, President Truman submitted 
7 plans, 3 of which were disapproved by concurrent resolutions of 
both Houses of Congress. Sections of these were approved by other 
plans submitted subsequently, to overcome objections raised to 
provisions in the original plans. 

President Truman submitted a total of 41 reorganization plans 
under the authority of the Reorganization Act of 1949, which expired 
on April 1, 1953 (8 in 1949, 27 in 1950, 1 in 1951, and 5 in 1952), 30 
of which were permitted to become effective. Of the 11 remaining 
reorganization plans, 2 were duplications of plans originally rejected 
and later approved with modifications to meet Senate objections; 8 
were disapproved by the Senate and 1 by the House. One of the 
plans, dealing with reorganization of the National Military Establish- 
ment, was incorporated in Public Law No. 216, 81st Congress. Had 
the formula for disapproval for such plans recommended by the Senate 
been in effect, authorizing disapproval of plans by only a simple 
majority of either House, as is the present law, two more of the plans, 
No. 9 of 1950 relating to the Federal Power Commission, and No. 1 of 
1951 on the reorganization of the Reconstruction Finance Corporation, 
would have been rejected by the Senate. 

President Eisenhower submitted a total of 12 reorganization plans 
under authority of the act, as extended to April 1, 1955, during the 
83d Congress, all of which became effective. The plans included 
the creation of the Department of Health, Education, and Welfare, 
the Foreign Operations Administration, and the United States Infor- 
mation Agency; others included realinements and transfers of functions 
affecting a number of Federal agencies. 

In the 84th Congress, the President submitted two plans: No. 1 of 
1956, to improve the management of research and development pro- 
grams in the Department of Defense, and No. 2 of 1956, to provide 
for the establishment of the Federal Savings and Loan Insurance 
Corporation as an independent agency of the Federal Government. 
Both of these plans were disapproved by the House of Representatives 
on July 5, 1956, by voice vote. 

In the 85th Congress, President Eisenhower submitted Reorganiza- 
tion Plan No. 1 of 1957 which provided for the final liquidation of the 
Reconstruction Finance Corporation. As no resolution of disap- 
proval was introduced in either House, the plan became effective at 
the close of business June 30, 1957. 

The following table sets forth action taken on plans submitted to 
the 81st, 82d, 83d, 84th, and 85th Congresses, under authority of the 
Reorganization Act of 1949, as amended: 
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1 Report in 3 separate parts: 1 m: jority and 2 minority. 
Report in 2 separate parts: 1 majority and 1 minority. 
Senate failed to pass disapproving resolution by necessary 49 votes, and plan became effective. 
Disapproving resolution in House failed of passage by voice v 
Superseded by Public Law 216, Aug. 10, 1949. 
Superseded by Public Law 216, 81st Cong. 
Report contains majority and minority views. 
Senate approved resolution by voice vote. 
Same as plan No. 1 of 1950, except that Comptroller of the Currency is excluded. 
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| Bureau of Employment Security pe 
| Post Office Department 


| Department of Health, 
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ON SECOND HOOVER COMMISSION 


REPORTS 


Action on reorganization plans, 81st Cong. 
REORGANIZATION PLANS OF 1949 


Title 


Department of Welfare_____- 


National Security Council and Na- 

tional Security Resources Board-_. 
Civil Service Commission... 
Maritime Commission. .-_-.-...--.-.. 
Public Roads Administration. --....- 
National Military Establishment 5_. 





Senate 
resolu- 
tion of |S 
disap- 
proval 
No. 


147 
151 
None 


None 
None 
None 

155 
None 
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Senate vote on resolution of 














Department of Treasury. .-.-...-..-- 
Department of Justice. ..........--- 
Department of the Interior_.....---- 
Department of Agriculture -_-_---.---- 
Department of Commerce wake 
Department of Labor... 
Interstate Commerce Commission 
Federal Trade Commission _ -.- 
Federal Power Commission 
Securities and Exchange ( 
sion | 
Federal Communications Commis- 
sion. icine 
National Labor Relations Board 
Civil Aeronautics Board. 

Labor Standards Enforcement- 
Alaska and Virgin Islands Public 
Works...- : 
Assistance to School Districts and 

Water Pollution Control. 
Advance Planning and War Public | 
W orks. .- a 
Building and Space 

Functions 
Employee’s 

a insti eerie tientinaidenmiiatniiieet 
Statutes at L arge and Other Matters. 
Maritime Commission... 
Federal National Mortgage 

i kes crphaitatemieethnatininleniinnigtinsiinsnatdieysotniated 
Loans for Factor y “Built Homes_.__- 
RFC to Department of Commerce- 
National Security Resouices Bos urd. 
Department of the Tre: 7 Mpls 
Educ: ation, 


‘ommis- 


Management | 


Compensation Func- | 


Associa- 


and Security !®____- 





246-247 
2 | 
None 

263 
259 
None 
253 
254 
255 
None 
256 
248 
None 
None 
None 


None 


302 


: 
| 
| 
| 
| 
i 














disapproval 
5. Rept.|___ Effective 
No date 
Yeas Nays Date 
1851 60 | 32 | Aug. 16,1949 | Rejected. 

2852 3432 57 | Aug. 17,1949 | Aug. 20, 1949 

SOP Pel icc chccpeabeavtiecinelees Do. 
| | 
Oe fis oe a citbncde lta See iat Do. 
Gee G. cldchavloadesettneiccsGeutncbes Do. 
O00 Fists: Beecss ce ee 
927 | *40| 47 | Aug. 17,1949| Do. 
Nee. 1.3...-. |------ Sia cele ada (8) 
! | ' 

71518 x 65 13 | May 11,1950 | Rejected. 
te eae May 24, 1950 
1545 |. swims bi dat wae Do. 

7 1566 (8) .-.-.| May 18,1950 | Rejected. 

7 1561 3429 43 | May 23,1950 | May 24, 1950 
1684 (4) iterate lis baie, Do. 

7 1567 66 13 | May 17,1950 | Rejected. 
1562 3 34 37 | May 22,1950 | May 24, 1950 
1563 3 37 36 cos sate lacoeatea Do. 

1685 =~ ae ite naaaet Do. 
1564 | 50 23 | May 17,1950 | Rejected. 

71516 | 53 30 | May 11, 1950 Do. 
1606:4:...... bake dedenbahh gel May 24, 1950 
Sai... eA [onc~--s- w Do. 

J | aa i | 3 Do. 

1548 ‘om S csedateticnd cli laste esthaligibiditaend | Do. 

1676 3 29 43 | May 23, 1950 Do 

1675 37 69 w-- 00... usu) Jay 1, 1000 
Pi ctccmen Sidi child ath cipal May 24, 1950 
1550 |... «|oaconaleniinbbitht sete cite Do. 

1674 314 59 | May 19, 1950 Do. 

1936 230 43 | July 6,1950 | Sept. 7, 1950 
(ORO @e dinedeslcatas Mitel dieshiiaaliaansld Do, 

1868 CF leeds July 6,1950 | Rejected. 

NRO lin cnn sanivctibdladucuadeslaledet | July 9, 1957 
TEED Aaa bccncclenennaftiitndns alike July 30, 1957 

1943 )) 1) (1) Rejected. 
' 








vote. 


10 Designed to overcome objections to plan No, 1 of 1949. 
11 House adopted disapproving H. Res. 647 by vote of 249 to 71 on July 10, 1950 (H. Rept. 2320), 
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Action on reorganization plans, 82d Cong. 
REORGANIZATION PLAN OF 1951 














i 
| 
Senate | | Senate vote on resolution of | 
| resolu- | disapproval | 
Plan Title |tionof|S.Rept.|  ——=———C—C|SsdE fective 
No. | | disap- | No. | date 
| | proval | | Yeas | Nays Date 
No. | | | | i 
1 | Reconstruction Finance Corpora- | 
tion_._..-- pa eee ft 8 76 | 1213] 2341 | 33] Apr. 13,1951 | May 1,1951 
REORGANIZATION PLANS OF 1952 
1 | Bureau of Internal Revenue... : 285 1259 | 2437 53 | Mar. 13,1952 | Mar. 15, 1952 
2 | Post Office Department--_- 317 | 51747 56 | 29 | June 18,1952 | Rejected. 
3 | Bureau of Customs, Treasury De- 
| partment... ; 331 | 51748 51 Se eee } Do. 
4 | Department of Justice (United | 
States marshals)..............-.- 330 51749 55 28 oe Do. 
5 | District of Columbia----_- slebia None 1735 slags | July 1,1952 
1 Report contains majority and minority views. i 
2 Senate failed to pass disapproving resolution by necessary 49 votes and plan became effective. 
3 House rejected disapproving H. Res. 142 by vote of 200 to 198 on Mar. 14, 1951 (H. Rept. 188). i 
4 Disapproving resolution in House failed of passage by voice vote. 
6 Report in 2 separate parts: 1 majority and 1 minority. 
Action on reorganization plans, 83d Cong. 
REORGANIZATION PLANS OF 1953 
7? eT ls ate nn ; | 
Senate | Senate vote on resolution of 
| resolu- | disapproval 
Plan Title tion of |S. Rept.) pid: bi es) he, eee 
No. | | disap- No. | date 
proval Yeas | Nays Date 
No. 
ee ee —— - — - _ —_ i — ee —EE 
1 | Department of Health, Education, | | 
and Welfare_. ied None 128 i : , Apr. 11,1953 
2 | Department of Agriculture 100 297 29 46 | May 27,1953 | June 4, 1953 
3 | Office of Defense Mobilization._... None . June 12, 1953 
4 | Department of Justice___- -| None qn sy om -| June 20, 1953 
) | Export-Import Bank of Washing- 
ton... ‘ Nc ne “ i winoatd June 30, 1953 
6 | Department of Defense '-. j None ni Do. 
7 | Foreign Operations Administration..; None ‘ ied. See Aug. 1, 1953 
8 | United States Information Agency. None Realés z ; Do 
9 | Council of Economic Advisers... None = ; : Do. | 
210 | Payments to Air Carriers. -.-.--...-- None a : Oct. 1,1953 i 


REORGANIZATION PLANS OF 1954 


| 
| 


1 | Foreign Claims Settlement Com- 
| _ mission of the United States___- None |_- i ; -| July 1, 1954 
2 | Liquidation of Certain Affairs of the 


| Reconstruction Finance Corpora- 
eb ictuceiere : ak 7 None bi Do. 


Note.—There were no reorganization plans submitted in 1955. 


1 Referred to the Senate Committee on Armed Services under an agreement entered into between the 
2 committees. 

2 Plan 10 of 1953 became effective under the provisions of sec. 4 of the plan rather than upon Aug. 1, 1953, 
60 days after its submission to the Congress, as provided by the Reorganization Act of 1049. 
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Action on reorganization plans, 84th Cong. 
REORGANIZATION PLANS OF 1956 














| 
| Senate Senate vote on resolution of 
| resolu- disapproval 
Plan! Title | tion of |S. Rept. Effective 
No. | | disap- | No, | | date 
proval | | Yeas | Nays Date 
No. | 
mi OnE | | 
1 | Department of Defense__-_.- 1 None None es siti Dit ak Sid diene Rejected. 
2 | Federal Savings and Loan Insur- 


ance Corporation........---------- | 1 291 2388 | baptised aden ie penne teee dae Do. 


1 H. Res. 534, disapproving plan No. 1, and H. Res. 541, disapproving plan No. 2, were approved by the 
House of Representatives on July 5, 1956, by voice vote. Senate action was therefore unnecessary. 


Action on reorganization plans, 85th Cong. 
REORGANIZATION PLAN OF 1957 





| | 
| Senate yd Senate vote on resolution of 
| resolu- disapproval | 
Plan Title tion of |S. Rept.|_ _| Effective 
No. | disap- | No. | | | date 
proval Yeas | Nays} Date 
No. 





| | | | 
11 | Abolishing the Reconstruction Fi- | | | 
nance Corporation.................| None None | 





| July 1, 1957 


1 Plan 1 became effective at the close of June 30, 1957, under sec. 7 of the plan. However, the adminis- 
tration considers the lst day of business after June 30, 1957, as the effective date of the plan. 


Tue ReEoRGANIZATION Act oF 1949, as AMENDED 
[Pustic Law 109—81st ConarzEss] 


[(CHaprER 226—IstT SEssron] 
[H. R, 2361] 
AN ACT 
To provide for the reorganization of Government agencies, and for other purposes. 


Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, 


TITLE I 


SHORT TITLE 


Section 1. This Act may be cited as the ‘“‘Reorganization Act of 
1949”, 
NEED FOR REORGANIZATIONS 


Src. 2. (a) The President shall examine and from time to time 
reexamine the organization of all agencies of the Government and shall 
determine what changes therein are necessary to accomplish the 
following purposes: 

(1) to promote the better execution of the laws, the more effec- 
tive management of the executive branch of the Government and 
of its agencies and functions, and the expeditious administration 
of the public business; 

(2) to reduce expenditures and promote economy, to the fullest 
extent consistent with the efficient operation of the Government; 

9974458 ——7 
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(3) to increase the efficiency of the operations of the Govern- 
ment to the fullest extent practicable; 

(4) to group, coordinate, and consolidate agencies and func- 
tions of the Government, as nearly as may be, according to major 
purposes; 

(5) to reduce the number of agencies by consolidating those 
having similar functions under a single head, and to abolish such 
agencies or functions thereof as may not be necessary for the 
efficient conduct of the Government; and 

(6) to eliminate overlapping and duplication of effort. 

(b) The Congress declares that the public interest demands the 
carrying out of the purposes specified in subsection (a) and that such 
purposes may be accomplished in great measure by proceeding under 
the provisions of this Act, and can be accomplished more speedily 
thereby than by the enactment of specific legislation. 


REORGANIZATION PLANS 


Sec. 3. Whenever the President, after investigation, finds that— 
(1) the transfer of the whole or any part of any agency, or of 
the whole or any part of the functions thereof, to the jurisdiction 
and control of any other agency; or 
(2) the abolition of all or any part of the functions of any 
agency; or 
(3) the consolidation or coordination of the whole or any part 
of any agency, or of the whole or any part of the functions thereof, 
with the whole or any part of any other agency or the functions 
thereof; or 
(4) the consolidation or coordination of any part of any agency 
or the functions thereof with any other part of the same agency or 
the functions thereof; or 
(5) the authorization of any officer to delegate any of his func- 
tions; or 
(6) the abolition of the whole or any part of any agency which 
agency or part does not have, or upon the taking effect of the 
reorganization plan will not have any functions, 
is necessary to accomplish one or more of the purposes of section 2 
(a), he shall prepare a reorganization plan for the making of the 
reorganizations as to which he has made findings and which he includes 
in the plan, and transmit such plan (bearing an identifying number) 
to the Congress, together with a declaration that, with respect to each 
reorganization included in the plan, he has found that such reorgani- 
zation is necessary to accomplish one or more of the purposes of section 
2 (a). The delivery to both Houses shall be on the same day and 
shall be made to each House while it is in session. The President, 
in his message transmitting a reorganization plan, shall specify with 
respect to each abolition of a function included in the plan the statu- 
tory authority for the exercise of such function, and shall specify the 
reduction of expenditures (itemized so far as practicable) which it is 
probable will be brought about by the taking effect of the reorganiza- 
tions included in the plan. 
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OTHER CONTENTS OF PLANS 


Src. 4. Any reorganization plan transmitted by the President under 
section 3— 

(1) shall change, in such cases as he deems necessary, the name 
of any agency affected by a reorganization, and the title of its 
head; and shall designate the name of any agency resulting from 
a reorganization and the title of its head; 

(2) may include provisions for the appointment and compen- 
sation of the head and one or more other officers of any agency 
(including an agency resulting from a consolidation or other 
type of reorganization) if the President finds, and in his message 
transmitting the plan declares, that by reason of a reorganization 
made by the plan such provisions are necessary. The head so 
provided for may be an individual or may be a commission or 
board with two or more members. In the case of any such 
appointment the term of office shall not be fixed at more than 
four years, the compensation shall not be at a rate in excess of 
that found by the President to prevail in respect of comparable 
officers in the executive branch, and, if the appointment is not 
under the classified civil service, it shall be by the President, 
by and with the advice and consent of the Senate, except that, 
in the case of any officer of the municipal government of the 
District of Columbia, it may be by the Board of Commissioners 
or other body or officer of such government designated in the plan: 

(3) shall make provision for the transfer or other disposition of 
the records, property, and personnel affected by any reorgani- 
zation; 

(4) shall make provision for the transfer of such unexpended 
balances of appropriations, and of other funds, available for use in 
connection with any function or agency affected by a reorganiza- 
tion, as he deems necessary by reason of the reorganization for 
use in connection with the functions affected by the reorganization, 
or for the use of the agency which shall have such functions 
after the reorganization plan is effective, but such unexpended 
balances so transferred shall be used only for the purposes for 
which such appropriation was originally made; 

(5) shall make provision for terminating the affairs of any 
agency abolished. 


LIMITATIONS ON POWERS WITH RESPECT TO REORGANIZATIONS 


Src. 5. (a) No reorganization plan shall provide for, and no reor- 
ganization under this Act shall have the effect of— 

(1) abolishing or transferring an executive department or all 
the functions thereof or consolidating any two or more executive 
departments or all the functions thereof; or 

(2) continuing any agency beyond the period authorized by 
law for its existence or beyond the time when it would have 
terminated if the reorganization had not been made; or 

(3) continuing any function beyond the period authorized by 
law for its exercise, or beyond the time when it would have 
terminated if the reorganization had not been made; or 
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(4) authorizing any agency to exercise any function which is 
not expressly authorized by law at the time the plan is trans- 
mitted to the Congress; or 

(5) increasing the term of any office beyond that provided by 
law for such offic e; or 

(6) transferring. to or consolidating with any other agency the 
municipal government of the District of Columbia or all those 
functions thereof which are subject to this Act, or abolishing said 
government or all said functions. 

(b) No provision contained in a reorganization plan shall take 
effect unless the plan is transmitted to the C ongress before April 1, 
1953. 

TAKING EFFECT OF REORGANIZATIONS 


Sec. 6. (a) Except as may be otherwise provided pursuant to sub- 
section (c) of this section, the provisions of the reorganization plan 
shall take effect upon the expiration of the first period of sixty calen- 
dar days, of continuous session of the Congress, following the date 
on which the plan is transmitted to it; but only if, between the date 
of transmittal and the expiration of such sixty-day period there has 
not been passed by either of the two Houses, by the affirmative vote 
of a majority of the authorized membership of that House, a resolu- 
tion stating in substance that that House does not favor the reor- 
ganization plan. 

(b) For the purposes of subsection (a)— 

(1) continuity of session shall be considered as broken only by 
an adjournment of the Congress sine die; but 

(2) in the computation of the sixty rds ay period there shall be 
excluded the days on which either House is not in session because 
of an adjournment of more than three days to a day certain. 

(c) Any provision of the plan may, under provisions contained in 
the plan, be made operative at a time later than the date on which the 
plan shall otherwise take effect. 


DEFINITION OF ‘‘AGENCY”’ 

Sec. 7. When used in this Act, the term “‘agency’’ means any exec- 
utive department, commission, council, independent establishment, 
Government corporation, board, bureau, division, service, office, officer, 
authority, administration, or other establishment, in the executive 
branch of the Government, and means also any and all parts of the 
municipal government of the District of Columbia except the courts 
thereof. Such term does not include the Comptroller General of the 
United States or the General Accounting Office, which are a part of 
the legislative branch of the Government. 


MATTERS DEEMED TO BE REORGANIZATIONS 
Sec. 8. For the purposes of this Act the term “reorganization”’ 
means any transfer, consolidation, coordination, authorization, or 
abolition, referred to in section 3. 
SAVING PROVISIONS 


Sec. 9. (a) (1) Any statute enacted, and any regulation or other 
action made, prescribed, issued, granted, or performed in respect of 








ACTION ON SECOND HOOVER COMMISSION REPORTS 89 


or by any agency or function affected by a reorganization under the 
provisions of this Act, before the effective date of such reorganization, 
shall, except to the extent rescinded, modified, superseded, or made 
inapplicable by or under authority of law or by the abolition of a func- 
tion, have the same effect as if such reorganization had not been made; 
but where any such statute, regulation, or other action has vested the 
function in the agency from which it is removed under the plan, such 
function shall, insofar as it is to be exercised after the plan becomes 
effective, be considered as vested in the agency under which the func- 
tion is placed by the plan. 

(2) As used in paragraph (1) of this subsection, the term “regula- 
tion or other action’ means any regulation, rule, order, policy, determi- 
nation, directive, authorization, permit, privilege, requirement, desig- 
nation, or other action. 

(b) No suit, action, or other proceeding lawfully commenced by or 
against the head of any agency or other officer of the United States, in 
his official capacity or in relation to the discharge of his official duties, 
shall abate by reason of the taking effect of any reorganization plan 
under the provisions of this Act, but the court may, on motion. or 
supplemental petition filed at any time within twelve months after 
such reorganization plan takes effect, showing a necessity for a sur- 
vival of such suit, action, or other proceeding to obtain a settlement 
of the questions involved, allow the same to be maintained by or 
against the successor of such head or officer under the reorganization 
effected by such plan or, if there be no such successor, against such 
agency or officer as the President shall designate. 


UNEXPENDED APPROPRIATIONS 


Src. 10. The appropriations or portions of appropriations unex- 
pended by reason of the operation of this Act shall not be used for any 
purpose, but shall be impounded and returned to the Treasury. 


PRINTING OF REORGANIZATION PLANS 


11. Each reorganization plan which shall take effect shall be 
malaned in the Statutes at Large in the same volume as the public 
laws, and shall be printed in the Federal Register. 


TITLE II 


Sec. 201. The following sections of this title are enacted by the 
Congress: 

(a) As an exercise of the rulemaking power of the Senate and the 
House of Representatives, respectively, and as such they shall be con- 
sidered as part of the rules of each House, respectively, but applicable 
only with respect to the procedure to be followed in such House in 
the case of resolutions (as defined in section 202); and such rules shall 
supersede other rules only to the extent that they are inconsistent 
therewith; and 

(b) With full recognition of the constitutional right of either 
House to change such rules (so far as relating to the procedure in 
such House) at any time, in the same manner and to the same extent 
as in the case of any other rule of such House. 

Sec. 202. As used in this title, the term “resolution” means only a 
resolution of either of the two Houses of Congress, the matter after 
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the resolving clause of which is as follows: “That the does not 
favor the reorganization plan numbered — transmitted to Congress 
by the President on —-—————,, 19—.”’, the first blank space therein 
being filled with the name of the resolving House and the other blank 
spaces therein being appropriately filled; and does not include a 
resolution which specifies more than one reorganization plan. 

Suc. 203. A resolution with respect to a reorganization plan shall 
be referred to a committee (and all resolutions with respect to the 
same plan shall be referred to the same committee) by the President 
of the Senate or the Speaker of the House of Representatives, as the 
case may be. 

Src. 204. (a) If the committee to which has been re/erred a reso- 
lution with respect to a reorganization plan has not reported it 
before the expiration of ten calendar days after its introduction, it 
shall then (but not before) be in order to move either to discharge 
the committee from further consideration of such resolution, or to 
discharge the committee from further consideration of any other 
resolution with respect to such reorganization plan which has been 
referred to the committee. 

(b) Such motion may be made only by a person favoring the reso- 
lution, shall be highly privileged (except that it may not be made 
after the committee has reported a resolution with respect to the 
same reorganization plan), and debate thereon shall be limited to not 
to exceed one hour, to be equally divided between those favoring and 
those opposing the resolution. No amendment to such motion shall 
be in order, and it shall not be in order to move to reconsider the vote 
by which such motion is agreed to or disagreed to. 

(c) If the motion to discharge is agreed to or disagreed to, such 
motion may not be renewed, nor may another motion to discharge 
the committee be made with respect to any other resolution with 
respect to the same reorganization plan. 

Sec. 205. (a) When the committee has reported, or has been dis- 
charged from further consideration of, a resolution with respect to a 
reorganization plan, it shall at any time thereafter be in order (even 
though a previous motion to the same effect has been disagreed to) to 
move to proceed to the consideration of such resolution. Such motion 
shall be highly privileged and shall not be debatable. No amendment 
to such motion shall be in order and it shall not be in order to move to 
reconsider the vote by which such motion is agreed to or disagreed to. 

(b) Debate on the resolution shall be limited to not to exceed ten 
hours, which shall be equally divided between those favoring and those 
opposing the resolution. A motion further to limit debate shall not 
be debatable. No amendment to, or motion to recommit, the resolu- 
tion shall be in order, and it shall not be in order to move to reconsider 
the vote by which the resolution is agreed to or disagreed to. 

Sec. 206. (a) All motions to postpone, made with respect to the 
discharge from committee, or the consideration of, a resolution with 
respect to a reorganization plan, and all motions to proceed to the 
consideration of other business, shall be decided without debate. 

(b) All appeals from the decisions of the Chair relating to the 
application of the rules of the Senate or the House of Representatives, 
as the case may be, to the procedure relating to a resolution with 
respect to a reorganization plan shall be decided without debate. 

pproved June 20, 1949. 
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[Pustic Law 3—83p Conarzss] 
[CHaprER 3—Il1sT SEssron] 
[H. R. 1979] 

AN ACT 


To amend the Reorganization Act of 1949 so that such Act will apply to reorgani- 
zation plans transmitted to the Congress at any time before April 1, 1955 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, 'That subsection (b) of section 
5 of the Reorganization Act of 1949 (5 U. S. C., sec. 133z-3 (b)) is 
hereby amended by striking out “‘April 1, 1953”’ and inserting in lieu 
thereof “April 1, 1955”. 

Approved February 11, 1953. 





(Pustic Law 16—841TH ConarRzEss] 
[CHaprerR 16—Il1st Session] 
[H. R. 2576) 

AN ACT 


To further amend the Reorganization Act of 1949, as amended, so that such Act 
will apply to reorganization plans transmitted to the Congress at any time 
before June 1, 1957. 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That subsection (b) of section 
5 of the Reorganization Act of 1949 (63 Stat. 205), as amended by the 
Act of February 11, 1953 (67 Stat. 4), is hereby further amended by 
striking out ‘‘April 1, 1955” and inserting in lieu thereof “June 1, 
1957”’. 

Approved March 25, 1955. 





[Pusrtic Law 85-286—85rnH Coneress] 
[S. 1791] 
September 4, 1957 
AN ACT 


To further amend the Reorganization Act of 1949, as amended, so that such Act 
will apply to reorganization plans transmitted to the Congress at any time 
before June 1, 1959. 

Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, ‘That subsection (b) of section 
5 of the Reorganization Act of 1949 (63 Stat. 205; 5 U.S. C. 133 z-3), 
as last amended by the Act of March 25, 1955 (69 Stat. 14), is hereby 
further amended by striking out “June 1, 1957” and inserting in 
lieu thereof “June 1, 1959’’. 

Src. 2. Subsection (a) of section 6 of the Reorganization Act of 
1949 (63 Stat. 205; 5 U. S. C. 133 z—4) is amended by striking out 
‘by the affirmative vote of a majority of the authorized membership 
of that House,’’. 

Approved September 4, 1957. 
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APPENDIX I 


Pusutic Law Wuicu EstTABLISHED THE SECOND CoMMISSION ON 
ORGANIZATION OF THE EXECUTIVE BRANCH OF THE GOVERNMENT 


[Pustic Law 108—83p ConGress] 
[CHoaprer 184—I1stT Session] 
[S. 106] 
AN ACT 
For the establishment of a Commission on Governmental! Operations. 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled. 


DECLARATION OF POLICY 


Section 1. It is hereby declared to be the policy of Congress to 


promote economy, efficiency, and improved service in the transaction 
of the public business in the departments, bureaus, agencies, boards, 
commissions, offices, independent establishments, and instrumentali- 
ties of the executive branch of the Government by— 

(1) recommending methods and procedures for reducing ex- 
penditures to the lowest amount consistent with the efficient 
performance of essential services, activities, and functions; 

(2) eliminating duplication and overlapping of services, activ- 
ities, and functions; 

(3) consolidating services, activities, and functions of a similar 
nature; 

(4) abolishing services, activities, and functions not necessary 
to the efficient conduct of government; 

(5) eliminating nonessential services, functions, and activities 
which are competitive with private enterprise; 

(6) defining responsibilities of officials; and 

(7) relocating agencies now responsible directly to the President 
in departments or other agencies. 


ESTABLISHMENT OF THE COMMISSION ON ORGANIZATION OF 
THE EXECUTIVE BRANCH 


Sec. 2. (a) For the purpose of carrying out the policy set forth in 
section 1 of this Act, there is hereby established a commission to be 
known as the Commission on Organization of the Executive Branch 
of the Government (in this Act referred to as the ‘“Commission’’). 

(b) Service of an individual as a member of the Commission or 
employment of an individual by the Commission as an attorney or 
expert in any business or professional field, on a part-time or full-time 
basis, with or without compensation, shall not be considered as service 
or employment bringing such individual within the provisions of sec- 
tion 281, 283, 284, 434, or 1914 of title 18 of the United States Code, 
or section 190 of the Revised Statutes (5 U.S. C. 99). 
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MEMBERSHIP OF THE COMMISSION 


Sec. 3. (a) Numper AND ApporintMEeNtT.—The Commission shall 
be composed of twelve members as follows: 

(1) Four appointed by the President of the United States, two from 
the executive branch of the Government and two from private life; 

(2) Four appointed by the President of the Senate, two from the 
Senate and two from private life; and 

(3) Four appointed by the Speaker of the House of Representatives, 
two from the House of Representatives and two from private life. 

(b) Vacancins.—Any vacancy in the Commission shall not affect 
its powers, but shall be filled in the same manner in which the original 
appointment was made. 


ORGANIZATION OF THE COMMISSION 


Src. 4. The Commission shall elect a Chairman and a Vice Chair- 
man from among its members. 


QUORUM 


Sec. 5. Seven members of the Commission shall constitute a 
quorum. 


COMPENSATION OF MEMBERS OF THE COMMISSION 


Src. 6. (a) MemBers or Concress.—Members of Congress who 
are members of the Commission shall serve without compensation in 
addition to that received for their services as Members of Congress; 
but they shall be reimbursed for travel, subsistence, and other neces- 
sary expenses incurred by them in the performance of the duties 
vested in the Commission. 

(6) Mempers From tHe Executive Brancu.—The members of 
the Commission who are in the executive branch of the Government 
shall serve without compensation in addition to that received for 
their services in the executive branch, but they shall be reimbursed 
for travel, subsistence, and other necessary expenses incurred by them 
in the performance of the duties vested in the Commission. 

(c) Mempers From Private Lire.—The members from private 
life shall each receive $50 per diem when engaged in the actual per- 
formance of duties vested in the Commission a reimbursement for 
travel, subsistence, and other necessary expenses incurred by them in 
the performance of such duties. 


STAFF OF THE COMMISSION 


Src. 7. (a) The Commission shall have power to appoint and fix 
the compensation of such personnel as it deems advisable, without 
regard to the provisions of the civil service laws and the Classification 
Act of 1949, as amended. 

(b) The Commission may procure, without regard to the civil- 
service laws and the classification laws, temporary and intermittent 
services to the same extent as is authorized for the departments by 
section 15 of the Act of August 2, 1946 (60 Stat. 810), but at rates not 
to exceed $50 per diem for individuals. 
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EXPENSES OF THE COMMISSION 


Szc. 8. There is hereby authorized to be appropriated, out of any 
money in the Treasury not otherwise appropriated, so much as may 
be necessary to carry out the provisions of this Act. 


DUTIES OF THE COMMISSION 


Suc. 9. (a) Invuestrgation.—The Commission shall study and in- 
vestigate the present organization and methods of operation of all 
departments, bureaus, agencies, boards, commissions, offices, inde- 
pendent establishments, and instrumentalities of the Government 
except the Judiciary and the Congress of the United States to deter- 
mine what changes therein are necessary in their opinion to accomplish 
the purposes set forth in section 1 of this Act. 

(b) Rerport.—The Commission shall submit interim reports at such 
time, or times, as the Commission deems necessary, shall submit a 
comprehensive report of its activities and the results of its studies to 
the Congress on or before December 31, 1954, and shall submit its 
final report not later than May 31, 1955, at which date the Commission 
shall cease to exist. The Final Report of the Commission may propose 
such constitutional amendments, legislative enactments and adminis- 
trative actions as in its judgment are necessary to carry out its 
recommendations. 

POWERS OF THE COMMISSION 


Szc. 10. (a) Heartnes AnD Szesstons.—The Commission or, on the 
authorization of the Commission, any subcommittee or member 
thereof, may, for the purpose of carrying out the provisions of this 
Act, hold such hearings and sit and act at such times and places, 
administer such oaths, and require, by subpena or otherwise, the 
attendance and testimony of such witnesses and the production of 
such books, records, correspondence, memoranda, papers, and docu- 
ments as the Commission or such subcommittee or member may deem 
advisable. Subpenas may be issued under the signature of the Chair- 
man of the Commission, of such subcommittee, or any duly designated 
member, and may be served by any person designated by such Chair- 
manor member. The provisions of sections 102 and 104, inclusive, of 
the Revised Statutes (U.S. C., title 2, secs. 192-194), shall apply in 
the case of any failure of any witness to comply with any subpena or 
to testify when summoned under authority of this section. 

(b) Osrarntine Orricirat Data.—The Commission is authorized to 
secure directly from any executive department, bureau, agency, board, 
commission, office, independent establishment, or instrumentality 
information, suggestions, estimates, and statistics for the purpose of 
this Act; and each such department, bureau, agency, board, com- 
mission, office, establishment, or instrumentality is authorized and 
directed to furnish such information, suggestions, estimates, and 
statistics directly to the Commission, upon request made by the 
Chairman or Vice Chairman. 

Approved July 10, 1953. 
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[Pustic Law 41—84TxH Conarzss] 


[CHoaptEeR 44—I1str Sussron] 


[S. 1763] 
AN ACT 


Relating to the extension and the final liquidation of the Commission on Organiza- 
tion of the Executive Branch of the Government 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That section 9 (b) of the Act 
entitled ‘“‘An Act for the establishment of a Commission on Govern- 
mental Operations”, approved July 10, 1953 (67 Stat. 142), is hereby 
amended (1) by striking out “May 31, 1955” and inserting in lieu 
thereof “June 30, 1955’’, and (2) by adding at the end thereof the 
following new sentences: “Notwithstanding the foregoing provisions 
of this subsection, the Chairman of the Commission shall have charge 
of the final liquidation of the affairs of the Commission after June 30, 
1955, including the printing of reports, the payment of bills, the trans- 
fer of records and documents to the National Archives, and the dis- 
position of furniture and other equipment of the Commission. The 
Chairman of the Commission shall designate such members of the 
staff of the Commission as he deems necessary for these purposes. 
Such liquidation shall be completed within a period of not to exceed 
ninety days after June 30, 1955, and the funds of the Commission 
shall remain available for necessary expenses during such period.” 

Approved May 23, 1955. 


APPENDIX II 


StaFF DocuMENTsS ON FILE IN THE NATIONAL ARCHIVES 


Task force and subcommittee Staff studies and appendixes 
Commission reports reports on file at National *Archives 
(not published) 





Progress report (filed with Congress NID dicicistahedtnivnieis uated None. 
Jan. 5, 1955). 
Referred to— 
Senate Committee on Govern- 
ment Operations. | 
House Committee on Govern- 
ment Operations. 


Budget and Accounting (filed with | Task Force Report on Budget | None. 
Congress June 20, 1956) (H. Doe. and Accounting. 
No. 192). 

Referred to— 
Senate Committee on Govern- 
ment Operations. 
House Committee on Govern- 
ment Operations. 


Business Enterprises (filed with | Subcommittee Report on Busi- | None. 


Congress May 16, 1955 (H. Doc. ness Enterprises of the De- 
No. 162). partment of Defense. Con- 
Referred to— tains Report of the Task 
Senate Committee on Govern- Force on Subsistence Services 
ment Operations. (appendix A) and Report of 
House Committee on Govern- the Subcommittee on Trans- 
ment Operations. portation (appendix B). 


Staff Study on Business Enter- 

prises Outside the Depart- 
ment of Defense by the Re- 
search Staff of the Commis- 
sion. 
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Srarr DocuMENTs ON FILE IN THE NATIONAL ArRCHIVES—Continued 


Commission reports 


Business Organization of the 
partment of Defense (filed with 
Congress June 27, 1955) (H. Doc. 
No. 196). (This report contains 
the Commission and task force 
reports.) 

Referred to— 


Senate Committee on Armed 
Services. 
House Committee on Armed 


Services. 


Depot Utilization (filed with Con- 
gress May 26, 1955) (H. Doc. No. 
170). 

Referred to— 
Senate Committee on 
ment Operations. 
House Committee 
ment Operations. 


Govern- 


on Govern- 


Federal Medical Services (filed with 
Congress Feb. 28, 1955 (H. 
Doc. No. 99). 

Referred to— 
Senate Committee on Labor and 
Public Welfare 
House Committee on Interstate 
and Foreign Cor 


nmerct 


Food and Clothing (filed with Con- 
gress Apr. 25, 1955) (H. Doc. No. 


146). 
Referred to— 
Senate Committee on Armed 
Services. 
House Committee on Govern- 


ment Operations. 
Intelligence Activities (filed 
Congress June 29, 1955) (H. Doe. 
N. 201). (This report contains 
the Commission and task force 
reports.) 
Referred to— 
Senate Committee on Govern- 
ment Operations. 
House Committee 
ment Operations, 


on Govern- 


De- | 


with | 


Task force and subcommittee 
reports 


Subcommittee Report on Spe- 
cial Personnel Problems in 
the Department of Defense. 

Task Force Report on Military 
Procurement. 


Subcommittee Report on Depot 





Utilization in the U. 8. Gov- 
ernment. 
Task Force Report on Federal 


Medical 


Services. 


Task Force Report on Food and 
Clothing. 


None... . i 


| 

| Staff studies and 
on file at National 
(not published) 


appendixes 
Archives 


Procurement Task Force Staff 
Papers: 

| 

| Vol. I. Procure- 


Roles of 


Defense 
ment—the Vital 
the National Security 
Council and the Joint 
Chiefs of Staff—Transla- 
tion of Logistics Programs 
into Procurement Require- 
ments. 

Vol. II. Contracting Policies 
and Administration—Co- 
ordinated Procurement. 

Vol. III. Inventory Control 

| and distribution. 


None. 


Appendix A. Medical Services 
of the Department of Defense. 

Appendix B. The Medical Serv- 
ices of the Veterans’ Adminis- 
tration. 

Appendix C. Services for the 
Health of the Public; Depart- 
ment of Health, Education, 
and Welfare and other Agencies. 

Appendix D. Medical Planning 
for Total War. 

Appendix E. The cost of Federal 
Health Services. 

Appendix F. The Facilities and 
Beneficiaries of Federal Medi- 
cal Care Programs. 

Appendix G. Survey of Federal 
Medical Services in Five 
Urban Areas. 

Appendix H. The Role of In- 
surance (Special Committee of 
Consultants on Insurance). 

Appendix I. A Study of the Ac- 
tivities of the Federal Govern- 
ment in Research Pertinent to 
Health and Related Manpower 
Problems, 

Appendix J. Mental Health. 

Appendix K. The Dental Serv- 
ices of the Federal Govern- 
ment 

Appendix L. Report of Subcom- 
mittee on Education. 

Appendix M. Medical Supply. 


| None, 
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Srarr DocuMENTs ON FILE IN THE NATIONAL ArcHIVES—Continued 





Task force and subcommittee | Staff studies and appendixes 
Commission reports reports on file at National Archives 
(not published) 


Legal Services and Procedure (filed | Task Force Report on Legal | Volume VI of the Report of the 
with Congress Apr. 11, 1955) (H. Services and Procedure. Task Force on Legal Services 
Doc. No. 128) and Procedures; appendixes 

and charts. 

Referred to— 

Senate Committee on Govern- 
ment Operations. 
House Committee on the Judici- 


ary. 

Lending Agencies (filed with Con- | Task Force Report on Lending | None. 
gress Mar. 14, 1955) (H. Doc. No. Agencies, 
107). 


Referred to— 
Senate Committee on Banking 
and Currency. 
House Committee on Govern- 
ment Operations. | 





s 


Overseas Economic Operations (filed | Task Force Report on Overseas | None. 
with Congress June 6, 1955) (H. Economic Operations. 
Doe, No, 175). 

Referred to— 
Senate Committee on Foreign 
Relations. 
House Committee on Foreign 
Affairs. 


Paperwork Management—Part I: | Task Force Report on Paper- | Correspondence in the Federal 


In the United States Govern-| work Management—Part I: Government. 
ment (filed with Congress Feb. | In the United States Govern- | Pursuit of Perfection—A Report 
21, 1955) (H. Doc. No. 92). | ment. on the Need for Paperwork 
Referred to— Quality Management, 
Senate Committee on Govern- How the Secretariat Aids Exec- 
ment Operations. utive Action. 
House Committee on Govern- A Report of the Business Ma- 
ment Operations. chines Group— 
Electronic Data-Processing 
Machines, 
Electric Accounting Ma- 
chines. 


“Other’’ Business Machines. 


S 


Paperwork Management—Part II: 
The Nation’s Paperwork for the 
Government—An Experiment 
(filed with Congress June 30, 
1955) (H. Doc. No. 207). 
Referred to— 
Senate Committee on Govern- 
ment Operations, 
House Committee on Govern- 
ment Operations. 


‘ask Force Report on Paper- | None. 
work Management—Part IT: 
The Nation’s Paperwork for 
the Government—An Exper- 
iment, 





Personnel and Civil Service (filed | Task Force Report on Personnel | None. 
with Congress Feb. 14, 1955) and Civil Service. 
(H. Doc. No. 89). 
Referred to— 
Senate Committee on Post Office 
and Civil Service. 
House Committee on Post Office 
and Oivil Service. 


Real Property Management (filed | Task Force Report on Real | None. 
with Congress June 13, 1955) Property Management, 
(H. Doe, No, 177). 
Referred to— 
Senate Committee on Govern- 
ment Operations, 
House Committee on Govern- 
ment Operations. 


Research and Development (filed | Subcommittee Report on Re- | None. 
with Congress May 31, 1955) search Activities in the De- 
(H. Doe, No. 174). pectmens of Defense and 
efense Related Agencies. 





Referred to— 
Senate Committee on Armed 
Services. 
House Committee on Govern- 
ment Operations. 
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SrarF DocuMENTs ON FILE IN THE NATIONAL ARCHIVES—Continued 


| om : . . 
| Task force and subcommittee | Staff studies and appendixes 
Commission reports reports on file at National Archives 
(not published) 
Task Force Report on Surplus | None. 
Property. | 


Surplus Property (filed with Con- 
gress A pr. 18, 1955) (H.. Doc. No. 
141). 

Referred to— | 
Senate Committee on Govern- 
ment Operations. 
House Committee on Govern- | 
ment Operations. 


Transportation (filed with Congress | Subcommittee Report on Trans- | None. 
Apr. 4, 1955) (H.. Doc. No. 125). portation. 

Referred to— | 

Senate Committee on Govern- | | 

ment Operations. | 

' 


House Committee on Govern- 
ment Operations. | 


Water Resources and Power— 
2 volumes (filed with Congress | Task Force Report on Water | None, 
June 30, 1955) (H. Doe. No. Resources and Power, 3 vol- | 
208). umes, 
Referred to— | 
Senate Committee on Govern- 
ment Operations, 
House Committee on Govern- 
ment Operations. 


Final report to the Congress (filed | None_....-.-- pidgin «pcteeee None. 
June 30, 1955) (H. Doc. No. 209). 
Referred to— 
Senate Committee on Govern- 
ment Operations. 
House Committee on Govern- | 
ment Operations. 








DEPOSITED BY THE 
UNITED STATES Of AMERICA 


Calendar No. 1309 


85TH ConGREss ‘SENATE Report 
2d Session No. 1290 


DEALERS’ AIRCRAFT REGISTRATION CERTIFICATES 


Frsrvuary 17, 1958.—Ordered to be printed 


Mr. Monroney, from the Committee on Interstate and Foreign 
Commerce, submitted the following 


REPORT 
[To accompany 8. 3016] 


The Committee on Interstate and Foreign Commerce, to which was 
referred the bill (S. 3016) to provide for the issuance of dealers’ aircraft 


registration certificates, having considered the same, oo favorably 


thereon without amendment and recommend that the bill do pass. 


I, SUMMARY OF THE BILL 


The bill was introduced at the request of the Department of Com- 
merce. It amends title V of the Civil Aeronautics Act of 1938 (49 
U.S. C. 521 et seq.) by adding a new section to provide specific statu- 
tory authority for the issuance by the Secretary of Commerce of 
dealers’ aircraft registration certificates. Furthermore, it states that 
aircraft owned by the holders of such certificates shall be ‘‘deemed 
registered under’’ the act. 


II. PURPOSE OF THE BILL 


For some time, the Department of Commerce has been issuing 
dealers’ registration certificates (similar to automobile dealers’ license 
plates) to aircraft manufacturers, distributors, and dealers for periods 
of 1 year. Distributed under the Department’s general title V 
authority, these certificates enable their holders to operate vircraft 
owned by them without the necessity of registering each craft indi- 
vidually. The question has risen, however, whether aircraft operated 
under such certificates are legally “registered” under the ect and, 
thus, properly definable as ‘‘civil aircraft of the United States” under 
section 1 (15). 

As explained in the letter from the Acting Secretary of Commerce, 
included at the end of this report, section 503 of the act requires the 
Department to maintain a record of all documents affecting the title 
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of “civil aircraft of the United States.”” Unless the aircraft in question 
are to be considered as embraced within this term, some doubt will 
exist whether the recording of liens created against them offers the 
protection to lien holders generally contemplated by this section. 
Lending institutions are understandably reluctant to accept these 
planes as security for money advanced if not assured that their liens 
will be given the full protection of the law. 

S. 3016 would remove any doubts as to the full priority and enforci- 
bility of liens against aircraft operated under a dealer’s certificate. 
For this reason, your committee believes it should be enacted. 


Ill. AGENCY COMMENTS 


A letter, dated January 10, 1958, from the Acting Secretary of 
Commerce requesting the introduction of this legislation, and explain- 
ing in detail its purpose, is included at the end of this report. 

The Comptroller General makes no recommendation regarding the 
enactment of this measure. 


1V. CHANGES IN EXISTING LAW 
In compliance with subsection 4 of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill as re- 


— are shown as follows (new matter is printed in italic; existing 
aw in which no change is proposed is shown in roman): 


Crviz Apronavtics Act or 1938 (52 Srat. 973; 49 U. S. C. 401) 


* * * * * * * 
TITLE V—NATIONALITY AND OWNERSHIP OF 
AIRCRAFT 
* * * * * % * 


Sec. 504. No persons having a security interest in, or security title 
to, any civil aircraft under a contract of conditional sale, equipment 
trust, chattel or corporate mortgage, or other instrument of similar 
nature, and no lessor of any such aircraft under a bona fide lease of 
thirty days of more, shall be liable by reason of such interest or title, 
or by reason of his interest as lessor or owner of the aircraft so leased, 
for any injury to or death of persons, or damage to or loss of property, 
on the surface of the eurth (whether on: land or water) caused by such 
aircraft, or by the ascent, descent, or flight of such aircraft or by the 
dropping or falling of an object therefrom, unless such aircraft is in 
the actual possession or control of such person at the time of such 
injury, death, damage, or loss. 


Drauers’ AIRCRAFT REGISTRATION CERTIFICATES 


Sec. 505. The Secretary of Commerce may, by such reasonable regula- 
tions as he may find to be in the public interest, provide for the issuance, 
and for the suspension or revocation, of dealers’ aircraft registration cer- 
ti ficates, and for their use in connection with aircraft eligible for registra- 
tion under this Act by persons engaged in the business of manufacturing, 
distributing, or selling aircraft. Aircraft owned by holders of dealers’ 
aircraft registration certificates shall be deemed registered under this Act 
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to the extent that the Secretary of Commerce may, by regulation, provide. 
It shall be unlawful for any person to violate any regulation, or any term, 
condition, or limitation contained in any certificate, issued under this 
section. 


Tuer SecRETARY OF COMMERCE, 
Washington, D. C., January 10, 1958. 
Hon. Ricuarp M. Nrxon, 
President of the Senate, 
United States Senate, Washington, D. C. 


Dear Mr. Presipent: It is requested that the enclosed proposed 
bill to provide for the issuance of dealers’ aircraft registration certifi- 
cates, be introduced in the Senate. 

This proposed legislation is in the nature of a perfecting amendment 
to title V of the Civil Aeronautics Act of 1938 (49 U.S. C. 521 et seq.), 
under which this Department provides for the registration of civil 
aircraft owned by United States citizens and the recordation of 
documents affecting title to such aircraft. 

For over 8 years, this Department has been issuing special purpose 
dealers’ aircraft registration certificates under general authority 
contained in title V. These certificates, similar to the more familiar 
automobile dealers’ license plates, are issued to aircraft manufacturers, 
distributors, and dealers for 1 year. A dealer’s certificate may be 
used by the holder to operate aircraft for production flight tests, in 
ordinary trade channels, and for demonstration purposes. This makes 
it unnecessary for the holder to register each aircraft that he owns in 
the course of his business during the year. It greatly facilitates the 
dealers’ operations and simplifies the Government’s work by eliminat- 
ing the need for a large number of applications for individual registra- 
tion of the aircraft held in normal trade channels. The regulations 
presently governing the issuance and use of dealers’ aircraft registra- 
tion certificates are published as part 502 of title 14 of the Code of 
Federal Regulations. 

A special problem has arisen because of certain language contained 
in section 503 of the Civil Aeronautics Act of 1938 (49 U.S. C. 523). 
Under that section, this Department is directed to “‘establish and main- 
tain a system for the recording of” title documents affecting ‘‘civil 
aircraft of the United States.” The term “civil aircraft of the United 
States” is defined in section 1 (15) of the act to mean “aircraft regis- 
tered under this act.”” Our authority to record title documents might 
thus be considered limited to those affecting registered aircraft. 

Where a dealer holds an aircraft under a dealers’ aircraft registration 
certificate, the aircraft itself may not be considered to be registered 
under the act even though the dealer has been issued a certificate of 
registration valid for special use of the aircraft under our regulations. 
Accordingly, although we now place in our records documents received 
from the public which affect title to aircraft held under dealers’ certifi- 
cates, but not otherwise registered, some doubt exists that the persons 
who file them are afforded the full benefit of the priority provided in 
this section for recorded documents. (See footnote 3, 14 C. F. R. 
503.3 (a) (4).) 

It is important that this priority for recorded liens against aircraft 
held by manufacturers, distributors, and dealers under dealers’ certifi- 
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cates be assured. This industry, like many others involving the sale 
of relatively high cost articles, requires credit for its operations. 
Lending institutions are reluctant to advance money against this equip- 
ment unless the security of their liens is assured. 

The amendment which we propose in the enclosed bill would give 
specific statutory authority for the issuance of dealers’ aircraft regis- 
tration certificates, and would provide that aircraft held under such 
certificates would be (to the extent provided in regulations of this 
Department) ‘“‘deemed registered under” the Civil Aeronautics Act 
of 1938. This would make it possible to insure the validity of liens 
recorded against such aircraft. 

We believe that this bill is highly desirable to facilitate the financing 
of the operations of aircraft manufacturers, distributors, and dealers, 
and we recommend it to the Congress for early enactment. 

The Bureau of the Budget has advised us that it has no objection 
to the submission of this proposed legislation to Congress. 

Sincerely yours, 
Water WILLIAMS, 
Acting Secretary or Commerce. 


CoMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, January 22, 1968. 
Hon. Warren G. MaGnuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

Dear Mr. Cuarrman: Further reference is made to your letter of 
January 17, 1958, acknowledged on January 20, requesting the 
comments of the General Accounting Office concerning S. 3016, 85th 
Congress, 2d session, entitled ‘‘A bill to provide for the issuance of 
dealers’ aircraft registration certificates.” 

We have no special information or knowledge as to the need for 
or desirability of the proposed legislation and, therefore, we make no 
recommendation with respect to its enactment. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


O 
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PROTECTION OF ALASKAN RED SALMON FISHERIES 


Freprvuary 19, 1958.—Ordered to be printed 


Mr. GreEN, from the Committee on Foreign Relations, submitted 
the following 


REPORT 


[To accompany S. Res. 263] 


The Committee on Foreign Relations, whose attention was directed 
by Senators Magnuson, Jackson, and Morse to the depletion of Alaskan 
salmon resources resulting from intensified Japanese fisheries activity 
in the North Pacific, reports an original resolution, Senate Resolution 
263, to the Senate and recommends that it do pass. 


BACKGROUND OF THE RESOLUTION 


Early in the present session of Congress, Senators Magnuson, 
Jackson, and Morse brought to the attention of the Committee on 
Foreign Relations a serious situation existing in the North Pacific 
fisheries area because of the effects of intensified Japanese fishing 
activity upon red-salmon stocks of North American origin. In a 
10-year period from 1947 to 1957, the red-salmon fisheries yield of 
the Alaskan area had fallen from 1,887,500 cases valued at $44,133,000 
to 983,000 cases with a value of $24,651,000. 

Information furnished to the committee indicates that this alarming 
destruction of one of the Nation’s important economic resources was 
attributable almost entirely to the activities of Japanese fishing fleets, 
and that if this fishing is continued at the same level even the remain- 
ing diminished stocks of commercial red salmon would be jeopardized. 
Conditions have been such that frequently, under United States 
conservation practices, American fishermen have been restricted to 
one 24-hour period of red-salmon fishing in the course of a week. 
American conservation laws, moreover, limit such fishing to United 
States territorial waters; whereas Japanese fisheries activities are 
carried out on the high seas 


THE NORTH PACIFIC FISHERIES CONVENTION OF 1952 


By treaty concluded on May 9, 1982, between the United States, 
Citinde ‘and Japan (in force June 12, 1953; TIAS 2786), the Japanese 
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Government agreed to abstain from fishing stocks of salmon in the 
North Pacific (including the Bering Sea) east of a line tentatively set 
at 175° W. longitude (par. 2 of the annex to the Convention). This 
undertaking was accompanied by an obligation assumed by the United 
States and Canada to carry out necessary conservation measures for 
the salmon stocks in specified areas east of this line. 

The problem dealt with in the present resolution arises from the 
fact that many of the red salmon from Bristol Bay spawning areas 
(which is east of this line) migrate to the North Pacific beyond the 
provisional treaty line. That line, which is approximately 800 to 
1,000 miles west of Bristol Bay, actually is closer to Kamchatka than 
to the Alaskan mainland. It is the area west of the line which is 
being heavily fished by the Japanese fleets and their nets. In conse- 
quence, even though Japan may have, by and large, observed the 
literal provisions of the convention, it cannot be said that Japanese 
fishing practices have conformed to the spirit of conservation which 
was the underlying motivation of the treaty. 

A further complicating element is injected by the fact that in the 
area where the Japanese fishing fleets have operated, pink salmon 
originating in the western Pacific intermingle with the red salmon 
from American waters. 


OBJECTIVE OF THE TREATY 


The resolution approved by the committee urges the Secretary of 
State and other appropriate officials of the United States to initiate 
negotiations immediately with the Government of Japan for the pur- 
pose of further effectuating the 1952 treaty, and to assure, in time for 
the 1958 season, such action as may be necessary to prevent the de- 
struction of salmon stocks of North American origin. 

The problem of Alaskan salmon depletion was considered in ex- 
ecutive session of the committee on February 11, 1958. At that time 
testimony was received by the committee from Mr. William G. Her- 
rington, Special Assistant for Fisheries and Wildlife to the Under 
Secretary of State; and Mr. Warren F. Looney, Deputy Special 
Assistant. After reviewing the background of the treaty and events 
leading to the present critical condition of red salmon resources in the 
North Pacific, the committee voted unanimously to report the present 
resolution to the Senate. 


COMMITTEE RECOMMENDATION 


It seems beyond question that unless immediate measures are 
taken to preserve the Alaskan salmon resources from continued 
decimation by Japanese fishing fleets, the red-salmon cycle will be 
disrupted to a point from which full recovery may not be possible. 
Moreover, the impact of Japanese exploitation of these resources 
has created severe economic dislocation for our own fishermen, closing 
certain fisheries to them entirely. This, of course, has produced 
adverse consequences for the salmon-fishing industry, resulting in the 
disappearance of the Alaskan salmon commodity from many con- 
sumers’ markets in the United States. 

To be effective for the 1958 salmon season, immediate action by 
our Government is essential. For this reason, the Committee on 
Foreign Relations urges the Senate to give its approval to the pending 
resolution without delay. 
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AMENDMENTS TO THE ORGANIC ACT OF THE NATIONAL 
BUREAU OF STANDARDS 


FEBRUARY 19, 1958.—Ordered to be printed 


Mr. MacGnuson, from the Committee on Interstate and Foreign 
Commerce, submitted the following 


REPORT 


[To accompany §8. 2114] 


The Committee on Interstate and Foreign Commerce, to whom was 
referred the bill (S. 2114) to amend the act of March 3, 1901 (31 Stat. 
1449), as amended, to incorporate in the Organic Act of the National 
Bureau of Standards the authority to acquire land for field sites, to 
undertake construction and improvement of buildings and for other 
activities, having considered the same, report favorably thereon with 
amendments and recommend that the bill, as amended, do pass. 

The amendments are as follows: 

Page 1, line 5, delete the word “section” and insert the word 
“‘sections’’. 

Page 1, line 6, insert the word “specifically” immediately preceding 
the word ‘‘appropriated’’. 

Page 2, line 11, delete the word “‘permanent”’. 

Page 3, beginning at line 16 and ending at line 18, following the 
word “entitled” strike— 


An Act making funds appropriated to the National Bureau 
of Standards available for certain types of expenditures, 


and insert the following: 


An Act to provide authority for certain functions and 
activities in the Department of Commerce and for other 
purposes. 


PURPOSE OF LEGISLATION 


The purpose of this legislation is to amend the Organic Act of the 
National Bureau of Standards so as to— 
(1) Authorize the acquisition of field sites for the National 


Bureau of Standards; 
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(2) Incorporate the provisions of Public Law 618, 81st Con- 
gress, 2d session (15 U.S. C. 285-286), into the Organic Act of 
the National Bureau of Standards; 

(3) Clarify the National Bureau of Standards authority to 
undertake improvements or construction projects and raise the 
limitation on such projects from $25,000 to $40,000; 

(4) Authorize certain construc tion on leased property; and 

(5) Correct a minor error in a recently enacted amendment to 
the Organic Act of the National Bureau of Standards. 

This legislation does not expand the functions of the National 
Bureau of Standards. 

DISCUSSION 
Section 1 

This section amends the Organic Act of the National Bureau of 
Standards by adding three sections—sections 13, 14, and 15. 

The proposed section 13 provides permanent authority for the 
acquisition of field sites for the National Bureau of Standards. The 
need for field sites arises primarily in connection with the radio prop- 
agation research programs conducted by the Bureau’s Central Radio 
Propagation Laboratory which is now quartered at Boulder, Colo. 
Some of the radio-research work cannot be undertaken in the main 
laboratories and the choice of field locations is severely limited by 
technical considerations. For example, some of the work must be 
done in locations where the transmission will not disrupt commercial, 
military, and other radio communications. Similarly, some work 
must be located where manmade noise and commercial or experimental 
transmissions will not disrupt the delicate measurements being made. 
Terrain conditions and availability of electric power are often the 
factors which influence the use and selection of sites. 

A more complete discussion of the present need for field sites is con- 
tained in the section of this report entitled ‘‘Proposed Radio Propa- 
gation Field Sites.’”’ At the present time the Bureau of Standards 
indicates that it needs to acquire at least five field sites for its radio- 
research programs. However, over a longer period of time as program 
changes occur the requirements will also change with respect to size, 
location, or number of sites needed. This provision does no more 
than permit the Bureau to request funds for new sites if needed in the 
future without additional authorizing legislation. However, your 
committee desires to emphasize that in all cases it will be necessary 
for the appropriations act to contain a specific provision for such pur- 
chase. 

The proposed section 14 will add to the National Bureau of Stand- 
ards Organic Act authority now contained in section 2 of Public Law 
618, 8ist Congress, 2d session (15 U.S. C. 286), to construct buildings 
and facilities and make improvements to existing facilities. Although 
this authority has been rephrased to eliminate certain ambiguities, 
the proposed language doe not change the substance of the existing 
law. 

The General Accounting Office, in its comments on this legislation, 
observed that the proposed section 14, in the absence of any legislative 
history, could be construed to be much broader than the present lan- 
guage. In order to remove all doubt, your committee requested and 
received two reports from the Department of Commerce designed 
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specifically to clarify the effects of this proposed section. These 
comments are made part of this report. 

It is to be noted that the Department stated that under the present 
law specific provision must be made in appropriation language for 
construction of any building at a cost in excess of $25,000... Because of 
the increase in construction costs the present limitation is considered 
too restrictive. Therefore, the proposed amendment lifts the ceiling to 
$40,000. Moreover, spec sific provision in appropriation language 
would be required w hen the cost of construction of a building for activi- 
ties performed by the National Bureau of Standards. would be in 
excess of $40,000. Insofar as the construction of buildings under the 
costs limitation is concerned, the language of section 14 1s not io any 
way intended to make available for such a purpose funds which are 
appropriated for otber uses only. In other words, section 14 does not 
therefore modify existing procedures in this regard. Your committee 
concurs ia this view and accepts the assurance of the Department of 
Commerce that the existing procedures are not. being modified. 

When section 2 of Public Law 618 was enacted in 1950, the $25,000 
limitation permitted the National Bureau of Standards to undertake 
most of the miscellaneous improvements and construction projects 
needed to support and further the Bureau’s technical program. The 
Bureau practice has been to contract for these jobs unless the Bureau’s 
Plant Division can do them at a lower cost. Since 1950 the cost, of 
such jobs, according to the Department of Commerce, has risen more 
than 40 percent, and Bureau labor and material costs have also 
increased. In addition, the changes in the Bureau’s accounting 
system and appropriation structure by the Comptroller General, in 
which it is required that a portion of the Bureau overhead costs be 
included in the total of costs chargeable to jobs performed by the 
Plant Division, has increased costs of such projects. This increase 
in construction costs has severely reduced the magnitude of the 
improvements which can be undertaken. As a result, urgently 
needed improvements must either be postponed or reduced to the 
point of makeshift. Your committee finds that this increase from 
$25,000 to $40,000 is reasonable and would contribute to more 
efficient operation. 

The proposed section 15 incorporates in the Organic Act of the 
National Bureau of Standards the authority contained in section 1 
of Public Law 618 of the 81st Congress, 2d session (15 U. S. C. 285). 

Under existing law the National Bureau of Standards is authorized 
to make expenditures from its appropriations for certain purposes. 
However, under the Bureau’s costs accounting system many of the 
items that are set forth in section 1, Public Law 618, are more properly 
chargeable to Bureau overhead and hence to all sources of financing 
of Bureau projects. The incorporation of this section in the Bureau’s 
organic statute would automatically authorize the use of all funds 
for such expenditures as provided for by section 12 (b) of the Orgexic 
Act of the National Bureau of Standards. 

Subparagraphs (a) and (b) of proposed section 15 remain the same 
as they were in section 1 of Public Law 618. These subparagraphs 
refer to the purchase, repair, and cleaning of uniforms and the repair 
of buildings and plant facilities. 

Subparagraph (c) of section 15 clarifies the rental authority of the 
National Bureau of Standards by specifically referring to field sites 
and warehouse space as well as laboratory and office space. 
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Subparagraph (d) of the proposed section 15 specifically sets out 
the authority of the National Bureau of Standards to purchase 
reprints from technical journals and adds authority to pay page charges 
to technical journals which publish National Bureau of Standards 
papers or reports. A recent decision of the Comptroller General 
gives rise to the belief that the latter authority is available to the 
Bureau but all doubt is eliminated by the incorporation of this para- 
graph in the Organic Act. 

Subparagraphs (e) and (f) of proposed section 15 have been so 
amended as to provide for work in the Antarctic as well as the Arctic. 
Recent work in connection with the International Geophysical Year 
program has indicated the need for this extension both for current 
programs and in the future. 

Subparagraph (g) of proposed section 15 is new and was not part 
of section 1 of Public Law 618. It will authorize the Bureau to erect 
quarters and facilities on leased sites. This amendment is necessary 
because the technical programs of the Bureau of Standards, especially 
the radio propagation program, requires the use of field sites for rela- 
tively short periods of time. It is often necessary to erect such 
facilities as antennas, to extent utility lines, or to provide shelter for 
delicate technical equipment. In such eases, leasing as compared to 
purchasing, the necessary land and erecting the facilities thereon is 
often the most economical from a cost standpoint. Originally the 
Bureau of Standards interpreted its powers under Public Law 390, 
81st Congress, Ist session, as providing the authority to erect quarters 
and facilities on leased sites. However, the Comptroller General 
questioned that interpretation and subparagraph (g) of section 15 of 
this bill clarifies the situation by extending specifically the authority 
to the Bureau to accomplish this objective. 


Section 2 

This section will correct a minor error in the recently enacted 
amendments to the Bureau of Standards basic statute (Public Law 
940, 84th Cong., 2d sess.). In repealing section 13 of the Bureau’s 
basic statute and reenacting it as section 11, Public Law 940 inad- 
vertently changed the word “herein” to “therein.” This section is 
designed to correct that error. 


Section $3 

This section merely repeals Public Law 618, 81st Congress, 2d 
session (15 U. S. C. 285-286), which this legislation reenacts as sec- 
tions 14 and 15 of the National Bureau of Standards Organic Act. 


PROPOSED RADIO PROPAGATION FIELD SITES 


The National Bureau of Standards submitted the following in sup- 
port of its acquisition of new radio propagation field sites. 

The acquisition of new field sites for radio-propagation research is 
essential now that the Central Radio Propagation Laboratory has 
been established at Boulder, Colo. One of the prime reasons for 
moving the Laboratory from the Washington area was to make 
possible more adequate conditions for conducting field experiments. 
Until the Laboratory was moved, field operations were located 
primarily at a large site in the Washington area (Sterling, Va.). 
Since the move, field operations which needed to be relocated as quickly 
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as possible have been established on leased sites in Colorado and 
Illinois. While some operations will always be continued in the 
Washington area, additional activities should be located closer to the 
headquarters of the Laboratory. 

The radio propagation program involves steady transmissions, 
pulsed transmissions, and precise measurements of reception of radio 
signals. The nature of the research program necessitates that part 
of it be conducted at field.sites meeting certain specialized require- 
ments. Radio research work is always on the fringe of the possible 
and therefore requires careful avoidance of all possible sources of 
extraneous noise. Also, care must be exercised to avoid creating in- 
terference with commercial and military radio communication, These 
field sites must be located where manmade noise and commercial 
transmissions will not disrupt the delicate measurements and where 
experimental transmission will not interfere with established commu- 
nications systems. 

While much of the work can be done at a general experiment sta- 
tion, several smaller sites are also needed to separate pulse transmis- 
sion studies from steady transmission studies and to provide receiving 
stations for transmissions from the other station. 

Distinctly separate sites are required for receiving sites and pulse 
transmission sites. 

Receiving site.—This is a site where experiments concerned with 
the reception of radio signals can be carried out on a continuous basis 
without receiving interference from other experiments. Steady trans- 
missions (not pulsed) will not cause interference to other experiments 
operating at different frequencies. ‘Thus it is feasible to use the re- 
ceiving site for experiments which involve steady transmissions and 
this i is included in our proposed field site plans. 

. Pulse transmitting site. —Pulse transmissions cause marked inter- 
ference to sensitive receivers even at different frequencies for some 
distance from the transmitter. Thus these need to be carried out in a 
distinctly separate location to avoid having to stop all experiments 
of the receiving type during the pulse transmissions. 

7 xamples of the type of projects which will utilize these sites are: 

. Lonospheric forward scatter and meteoric reflections.— Both of these 
la ts, requiring pulse transmissions, represent new methods of radio 
communication of particular importance to reliable communication 
over long distances. These continuing projects call for intensive ex- 
perimentation on the various facets of the phenomena and for con- 
tinued field-strength observations throughout a minimum of 1 solar 
cycle of 11 years in order to determine the solar cycle dependence of 
the phenomena. 

Antenna studies.—Proper antenna design may make considerable 
difference in the effectiveness of radio equipment when used to meas- 
ure various phenomena important for radio propagation and com- 
munication. While some antenna types may be designed by computa- 
tions, many others require experimental adjustments before proper 
operation can be obtained requiring an antenna range facility. Such 
a facility requires a large flat area with no reflecting structures nearby 
which would distort the field of the antenna and invalidate the results, 

3. Ionospheric radio astronomy.—This program calls for increased 
attention to use of emissions from radio stars and also emissions of 
general galactic noise to study the structure and characteristics of the 
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ionosphere. ‘These studies require both large areas for the erection 
of suitable directive antenna systems and for reduction of interference 
from outside sources. 

4. Upper atmosphere physics.—This project includes a study of 
motions of “winds” of the ionosphere and calls for a steady transmis- 
sion and reception on three spaced antennas. 

5. Sferics—An active program is presently underway on recording 
these VLF pulses which originates from lightning strokes. This 
experimentation gives us information about propagation at these 
frequencies. 

Although some experiments present special requirements for sites, a 
large share of the experiments in radio propagation present similar or 
common requirements for a field site. The most important require- 
ments for such field sites are as follows: 

1. Proximity and accessibility of site to main laboratories. 

2. Economical availability of electric power of adequate capacity, 
stability, and continuity. 

3. Distance from overhead powerlines. This requirement in one 
sense conflicts with the preceding. Proximity to overhead lines, par- 
ticularly high tension, introduces noise and, under certain conditions, 
distortion of radiation patterns of antennas 

4. Flatness and levelness of terrain over a large area. This is quite 
important for antenna-measurement work. Reflections from terrain 
irregularities, from obstructions or even transient targets (such as 
vehicles, personnel, or animals) produce standing waves which impair 
the accuracy of the results. A flat site, on which large antenna systems 
can be laid out without encountering obstructions of the horizon in any 
desired direction, is an important and general requirement for most 
radio-propagation measurements, and in particular, radio direction 
ea e xperiments and very high frequency propagation studies. 

The size of the site should be as large as feasible. For nes arly 
all ent ywation work there is a minimum size below which the site is 
unsatisfactory. Such a minimum size depends on the nature of 
adjoining property and the extent to which satisfactory agreements 

can be negotiated with adjacent property owners for protection 

against electrical interference and structures which can give rise to 
interfering wave reflections. If this site satisfying all the requirements 
is larger than the minimum size, the results are in general improved 
and obtained with less investment of time in investigating sources 
of interference and siting effects. 

A large single site satisfying the requirements makes it possible to 
group together a number of mutually noninterfering projects with 
economy in transportation, overhead, and in original improvements 
such as power supply and access roads. 

6. Low prevailing radio-noise intensities. This leads generally to a 
requirement for a somewhat isolated site, remote from industrial or 
commercial areas, heavily trafficked highways, concentration of farm 
electrical auchinery, or other sources radiating electrical interference. 
This requirement is extremely important because most radio-propaga- 
tion experiments involve the need for receiving, measuring, and re- 
cording radio waves, often at very low energy levels relative to ordinary 
ambient interfering radio noise. 
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In aecordance with these criteria, five sites have been tentatively 
selected to meet present needs of the radio program: 
1. Table Mesa, Boulder County, Colo. 
2. Gunbarrel Hill, Boulder County, Colo. 
3. Haswell, Colo. 
4. Erie, Colo. 
5. Havana, Ill. 


AMENDMENTS 


The amendments approved by your committee and the reasons 
therefor are as follows: 

Since the statement of purpose and need for this proposed legislation 
prepared by the Department of Commerce states that in all cases it 
will be necessary for the appropriations act to contain a specific 
provision for purchases under section 13 of this legislation, your 
committee feels that all doubt should be removed by inserting the 
word “specifically” immediately preceding the word “appropriation.” 

The General Accounting Office, in support of this position, recom- 
mended that the word ‘specifically’ should appear immediately 
pececeing the word “appropriation” on line 6, page 1 of the bill. The 

epartment of Commerce had no objection to this amendment. 

Po clarify an obvious typographical error the word ‘‘section’”’ on 
page 1, line 5, is deleted and the word ‘‘sections’’ inserted. 

The General Accounting Office points out that the inclusion of the 
word ‘‘permanent”’ on page 2, line 11, would exclude the construction 
of temporary buildings from the proposed $40,000 limitation contained 
in section 14 of this legislation. If the word ‘‘permanent”’ were to 
remain, as contained in the original bill, this would prohibit use of 
funds for improvements and construction on temporary buildings. 

In view of the fact that it was not the intention to so limit the 
Bureau of Standards, the Department of Commerce indicated that it 
would not object to the deletion of the word “permanent.” Your 
committee finds that no such limitation was intended; therefore de- 
leted the word ‘‘permanent”’ on page 2, line 11. 

In the proposed section 3 of this bill, the title of the act ‘“‘An act 
making funds appropriated to the National Bureau of Standards 
available for certain types of expenditures”’ on page 3, lines 16 to 18, 
appears to be incorrectly set forth since the act approved July 21,° 
1950, is entitled “An act to provide authority for certain functions 
and activities in the Department of Commerce, and for other purposes”’ 
(64 Stat. 370). This was obviously a technical oversight, 

Your committee, therefore, strikes everything following the word 
“entitled” on page 3, lines 16 through 18, and inserts therein “An act 
to provide authority for certain functions and activities in the Depart- 
ment of Commerce, and for other purposes”’ (64 Stat. 370). 


AGENCY COMMENTS 
The comments of the Comptroller General of the United States, 


the Department of Commerce (2), Civil Service Commission, Navy 
Department, and the Department of Justice are set forth below. 
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CoMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, June 18, 1957. 
Hon. Warren G. Maanuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

Dear Mr. CuarrMan: Your letter of May 20, 1957, acknowledged 
May 21, requests a report on, among others, S. 2114. 

The proposed section 13 to be added to the Organic Act of the 
National Bureau of Standards, approved March 3, 1901 (31 Stat. 
1449), as amended, would authorize the Secretary of Commerce to 
acquire land for field sites “to the extent that funds are appropriated 
therefor.” This provision would clearly require that funds would 
have to be appropriated for the purchase of the land, but it is not 
entirely clear that a specific provision would have to be included in 
the appropriation act for such purchase. Since the statement of 
purpose and need for this proposed legislation, prepared by the 
Department of Commerce, states that in all cases it will be necessary 
for the appropriation act to contain a specific provision for such 
purchase, we believe it desirable to insert the word “specifically” 
immediately preceding the word “appropriated” in line 6, page 1 of 
S. 2114, in order to remove any doubt in the matter. 

The proposed section 14 to be added to the Bureau’s organic act 
would be a reenactment of section 2 of the act of July 21, 1950, Public 
Law 618 (64 Stat. 371), with certain changes. The statement of 
purpose and need for this proposed legislation states that the proposed 
language does not change the substance of the present authority 
contained in that section 2. While it may not be intended to change 


the substance of the present authority, the language used, in the 
absence of any legislative history, certainly can be construcd to be 
much broader than the present language. Consideration should be 
given to the following four language changes: 

(1) The language in lines 3-4, page 2, provides ‘‘Within the limit 
of funds which are appropriated for the National Bureau of Standards’”’ 
while the existing law provides “Within the limit of funds which may 


”? 


be appropriated therefor.”” The proposed language could be construed 
to mean that any funds appropriated for the Bureau could be used 
while the existing language provides that only funds appropriated for 
the specific improvements or buildings can be used, that is, funds 
budgeted and appropriated for each improvement or building. We 
prefer the language of the present law which provides a measure of 
congressional control over expenditures for the type of construction 
and improvements encompassed by this section. 

(2) The proposed language authorizes the construction of buildings 
(lines 5-6, p. 2) while the existing law authorizes the construction of 
only minor buildings. The proposed language might be construed 
to eliminate the need for authorizing legislation for the construction of 
any building, thus requiring only specific language in the appropri- 
ation concerned for buildings costing in excess ‘of $40,000. 

(3) The proposed language eliminates the language “‘to house 
special apparatus or materi ial which must be isolated from other 
activities’ contained in the existing law. 

(4) The proviso in the proposed language (lines 10-14, p. 2) pro- 
vides that ‘‘no improvement shall be made nor shall any permanent 
building be constructed under this authority at a cost in excess of 
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$40,000 unless specific provision is made therefor in the appropriation 
concerned”’ while the proviso in the existing law provides that ‘‘no 
improvement shall be made nor shall any building be constructed 
under this authority at a cost in excess of $25,000, unless specific 
provision is made therefor in the appropriation concerned.” We 
have no objection to the increase in the amount of the limitation from 
$25,000 to $40,000. We do want to point out for your consideration, 
however, that the proposed limitation is applicable to improvements 
and the construction of only permanent buildings while the existing 
limitation is applicable to improvements and the construction of any 
building. The inclusion of the word ‘permanent’ in line 11, page 2, 
of S. 2114 would exclude the construction of temporary buildings from 
the proposed $40,000 limitation. If this is not intended, we suggest 
that the word “permanent” be stricken. 

The proposed section 15 to be added to the Organic Act of March 3, 
1901 (31 Stat. 1449), contains some statutory authority in addition to 
the existing authority being reenacted as stated in the statement of 
need and purpose for the legislation. We have no objection to any of 
the provisions in the proposed section 15 if the Bureau can justify the 
need therefor. 

Sincerely yours, 


JOSEPH CAMPBELL, 
Comptroller General of the United States. 


THE SECRETARY OF COMMERCE, 
Washington, D. C., January 10, 1958. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


Dear Mr. CuarrMAN: This letter is in reply to your request for 
the views of this Department with respect to the report of the Comp- 
troller General on S. 2114, a bill to amend the act of March 3, 1901 
(31 Stat. 1449), as amended, to incorporate in the Organic aoe of the 
National Bureau of Standards the authority to acquire land for field 
sites, to undertake construction and improvement of buildings and for 
other activities which is now pending before your committee. 

The Department has previously indicated its belief that legislation 
such as S. 2114 would be most helpful. This letter will therefore be 
confined to the points raised by the Comptroller General. 

The first suggestion made by the Comptroller General is that the 
word “specifically” be inserted before the word “appropriated” in 
line 6, page 1 of the bill. This amendment would be completely 
satisfactory to the Department. 

With respect to the proposed section 14 of the Organic Act of the 
National Bureau of Standards, the Comptroller General has four 
specific comments. The first is that the language in lines 3 and 4, 
page 2 of S. 2114, amounts to a substantive change in the present 
law. In this the Department is unable to concur. The Comptroller 
General states that present law! requires that funds be budgeted 

1 Sec. 2. Within the limits of funds which may be appropriated therefor, the Secretary of Commerce is 
authorized to make improvements to existing buildings, grounds, and other plant facilities, including 
construction of minor buildings and other facilities of the National Bureau of Standards in the District of 
Columbia and in the field to house special apparatus or material which must be isolated from other activi- 
ties: Provided, That no improvement shall be made nor shall any pallens Se constructed under this 


authority at a cost in excess of $25,000, unless specific provision is made therefor in the appropriation 
concerned (act of July 21, 1950, ch. 485, 64 Stat. 370, 371, sec. 2). 
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and appropriated for each improvement and building authorized 
under the act. This interpretation would render completely inopera- 
tive the proviso in the present law which requires specific appropria- 
tion where the improvement or construction will be “at a cost in 
excess Of $25,000.” It therefore appears that the original congres- 
sional intent was that specific budgeting and appropriating w ould be 
required only for buildings costing in excess of $25,000 and that 
lesser projects would not need to be so budgeted and appropriated. 
The present language of S. 2114, therefore, in the Department’s 
opinion, is no more than clarification of original intent and the amend- 
ment proposed by the Comptroller General would be a modification 
of the original intent. 

Secondly, the Comptroller General points out that the proposed 
language would not be limited to construction of “minor” buildings 
as is the present act. The Department believes that this change is 
also primarily clarifying in nature. Although it is true that the 
change authorizes construction of major buildings, presumably any 
building clearly classified as ‘‘major’’ would cost at least $40,000 and 
therefore would, under the proposal, require specific appropriation 
language, thus assuring congressional control of major projects. On 
the other hand, the present “limitation of “minor’ ’ buildings requires 
an administrative determination with respect to each project that 
the construction is minor. Such a determination is not nearly so 
clear cut for a building costing more than $25,000 ($40,000 in the pro- 
posed bill). Yet the original act clearly contemplates that such build- 
ings are authorized since the proviso limitation requires that buildings 
in excess of such amounts receive specific appropriations. The De- 
partment therefore believes that elimination of the word ‘minor’ 
does not deprive Congress of effective control of major projects while 
at the same time this revision would relieve the Department of a 
difficult and unproductive administrative burden. 

The third point is that the limiting language “to house special 
apparatus or material which must be isolated from other activities” 
is removed from the construction authorization. Here again the De- 
partment believes that no substantial change in congr essional control 
is involved. Under the present language there is some indication 
that any building constructed or improved without specific basic au- 
thority must be intended to house special equipment which must be 
isolated from other activities. The Bureau quite often would find it 
more economical and efficient to improve existing buildings or build 
a small structure for certain activities even though separate and iso- 
lated housing is not absolutely necessary. If basic authority must be 
sought for such structures, even though they cost more than $25,000 
($40,000 under the proposal) and specific appropriation would be re- 
quired therefor, practical administrative operation dictates that the 
less efficient and less desirable course be followed. Again it should be 
emphasized that projects costing more than $40,000 would require 
specific appropriations. 

The final objection of the Comptroller General relates to inclusion 
of the word “permanent” in the proviso. The Department would 
interpose no objection to deletion of this word. 

The Department therefore recommends early enactment of S. 2114 
amended by inserting the word “specifically” before the word 
“appropriated ’ in tine 6, page 1 of S. 2114 and by deleting the word 

‘permanent”’ in line 11, page 2 of S. 2114. 
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We have been advised by the Bureau of the Budget that it would 
interpose no objection to the submission of this report to your 
committee. 

Sincerely yours, 
Water WILLIAMS, 
Acting Secretary of Commerce. 





THe Unprer SecRETARY OF COMMERCE, 
Washington, D. C., February 7, 1958. 
Hon. Warren G. Maanuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

Dear Mr. CuHarrMan: In view of imminent action by the Com- 
mittee on Interstate and Foreign Commerce of the Senate on S. 2114, 
a bill to amend the act of March 3, 1901 (31 Stat. 1449), as amended, 
to incorporate in the Organic Act of the National Bureau of Standards 
the authority to acquire land for field sites, to undertake construction 
and improvement of buildings and for other activities, it appears 
appropriate to supplement our letter to you dated January 10, 1958, 
and to advise you of our opinion concerning certain effects of enact- 
ment of the bill on operations thereunder. “Since the Department of 
Commerce will administer the osal, it is suggested that our views 
on these matters may be helpful b oy providing 1 in material before the 
committee—in the legislative history of the bill—statements which 
will clarify effects of the bill and thereby dispel concern shown by the 
General Accounting Office in its comments on the bill as introduced. 

Under present law, specific provision must be made in appropria- 
tion language for construction of any building at a cost in excess of 
$25,000. Because of increases in costs of construction and inclusion 
of certain overhead costs under certain circumstances, the present 
limitation is considered too restrictive. The proposal would require 
separate action by appropriation language, however, when the cost 
of construction of a building for activities performed by the National 
Bureau of Standards would be in excess of $40,000. 

Insofar as the construction of buildings under the cost limit is 
concerned, the language of the proposal is not in any way intended to 
make available for such a purpose funds which are appropriated for 
other uses only. The language does not, therefore, modify existing 
procedure in this regard. 

Present law distinguishes between “minor” and other buildings. 
For the latter, special statutory authority is needed at this time either 
by appropriation language or otherwise. In addition, “minor” build- 
ings costing over $25, ,000 now require spec ‘ial appropriations. The 
distinction between “minor” and “other” is not realistic. Dis- 
tinguishing between these two classes of buildings is an administrative 
decision made without benefit of legislative standards. The proposal 
would classify all construction products by cost of $40,000 and require 
special authority by appropriation language for any construction 
projects in excess of this cost. 

Similarly, while the proposed language of S. 2114 would, as pointed 
out by the General Accounting Office in its comment on the bill, 
eliminate the requirement that buildings constructed under this 
provision of law must have for their purpose ‘to house special ap- 
paratus or material which must be isolated from other activities,” 
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the construction of any building costing in excess of $40,000 would 
require special consideration by the Congress and thus preserve the 
control of the Congress over those expenditures for construction having 
any real fiscal significance. 

In summary, therefore, these provisions of S. 2114 would have 
the effect of removing artificial distinctions between classes of con- 
struction while retaining full congressional control over any con- 
struction project costing in excess of $40,000. 

Sincerely yours, 
Water WILLIAMs. 


DEPARTMENT OF THE Navy, 
OFFICE OF THE SECRETARY, 
Orrice oF LEGISLATIVE LIAISON, 
Washington, D. C., August 2, 1957. 
Hon. Warren G. Macnvson, 
Chairman, Con.mittee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


My Dear Mr. CuatrmMan: Your request for comment on S. 2114, 
a bill to amend the act of March 3, 1901 (31 Stat. 1449), as amended, 
to incorporate in the Organic Act of the National Bureau of Standards 
the authority to acquire land for field sites, to undertake construction 
and improvement of buildings and for other activities, has been 
referred to this Department by the Secretary of Defense for the 
preparation of a report expressing the views of the Department 
of Defense. 

The purpose of this measure is to grant to the Secretary of Commerce 
the authority to acquire lands and to construct buildings as may be 
necessary for the proper performance of the functions of “the National 
Bureau of Standards. 

Since this bill deals with subject matter which does not affect the 
Department of Defense and which is wholly within the cognizance 
of the Secretary of Commerce, the Department of the Navy, on 
behalf of the Department of Defense, makes no comment with respect 
to the bill. 

This report has been coordinated.within the Department of Defense 
in accordance with procedures prescribed by the Secretary of Defense. 

The Department of the Navy has been advised by the Bureau of 
the Budget that there is no objection to the submission of this report 
on S. 2114 to the Congress. 

Sincerely yours, 
E. C. SrepHan, 
Rear Admiral, U. S. Navy, Chief of Legislative Liaison 
(For the Secretary of the Navy). 





DeEPARTMENT OF JUSTICE, 
Washington, D. C., October 11, 1957. 
Hon. WarRREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 
Dear Senator: This is in response to your request for the views of 
the Department of Justice concerning the bill (S. 2114) to amend the 
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act of March 3, 1901 (31 Stat. 1449), as amended, to incorporate in 
the Organic Act of the National Bureau of Standards the authority 
to acquire land for field sites, to undertake construction and improve- 
ment of buildings and for other activities. 

Whether the bill should be enacted involves questions of policy on 
which the Department of Justice prefers to make no recommendation. 
However, as indicated below, there are some amendments of a technical 
nature to which the committee may wish to give consideration. 

A question is raised as to whether the last word in the title of the 
bill should be changed from ‘‘activities” to “‘purposes.”” It would 
appear that the word “section” appearing on line 5, page 1 of the bill 
should be changed to read “sections.” 

The proviso to proposed section 14 is drafted so that the $40,000 
limitation would not appear to be applicable to the construction of a 
temporary building. If it is intended that it should be applicable to 
the construction of both permanent and temporary buildings, then 
the proviso should be appropriately amended. 

In section 3 of the bill the title of the act quoted appears to be 
incorrect since the act approved July 21, 1950 is entitled “An act to 
provide authority for certain functions and activities in the Depart- 
ment of Commerce, and for other purposes.”’ (64 Stat. 370). 

It is noted also that the bill does not contain a separability provision. 

The Bureau of the Budget has advised that there is no objection to 
the submission of this report. 

Sincerely, 
Wi1aM P. Rocers, 
Deputy Attorney General. 





Crvit Service CoMMIssIoNn, 
Washington, D. C., August 6, 1957. 
Hon. Warren G. MAGnuvuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

Dear Senator Maenuson: This is in further reply to your letter 
of May 20, 1957, requesting our comments on S. 2114, a bill to amend 
the act of March 3, 1901 (31 Stat. 1449), as amended, to incorporate 
in the Organic Act of the National Bureau of Standards the authority 
to acquire land for field sites, to undertake construction and improve- 
ment of buildings and for other activities. 

The Commission does not object to S. 2114. 

The Commission is administratively concerned only with those pro- 
visions which have personnel management implications. Our com- 
ments are limited accordingly. 

That part of section 1 of S. 2114 relating to personnel, in general, 
incorporates in section 15 of the Organic Act of the National Bureau 
of Standards the authorities contained in section 1 of Public Law 618, 
8ist Congress (15 U. S. C. 285). Personnel provisions of this bill 
would incorporate in the organic act existing statutory authorities 
for— 

(a) The purchase, repair, and cleaning of uniforms for guards. 

(6) The furnishing of free food and shelter to Government 
employees at Arctic stations. 

(c) The appointment of employees to conduct observations on 
radio-propagation phenomena in the Arctic region without regard 
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to civil-service laws and the compensation of such employees 
without regard to the Classification Act and the overtime, night, 
and holiday pay provisions of the Federal Employees Pay Act. 

Basic compensation of persons hired under this authority could 
not exceed maximum rates specified in annual appropriation acts. 
For such employees in the Arctic, a rate equivalent to the entrance 
rate of GS-12 is the maximum base rate established in the current 
appropriation act (Department of Commerce and Related Agen- 
cies Appropriation Act, 1958). 

S, 2114 would also extend to the Antarctic those authorities now 
tion ae only at Arctic stations. 

It is our understanding that requirements and working conditions 
faced in the Antarctic area are similar to those in the Arctic region. 
The Commission, therefore, does not object to extending to National 
Bureau of Standards operations in the Antarctic the same special 
personnel management provisions now applicable to Arctic operations. 

We have been advised that the Bureau of the Budget does not 
object to the submission of this report. 

By direction of the Commission: 

Sincerely yours, 
Harris Ev.itswortn, Chairman. 


CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as re- 
ported, are shown as follows (new matter is printed in italics, matter 
proposed to be omitted is in brackets, existing law in which no change 
is proposed is shown in roman): 


To AMEND THE Act oF Marcu 3, 1901 (31 Strat. 1449), as AMENDED. 
To INCORPORATE IN THE ORGANIC AcT OF THE NATIONAL BuREBAU 
oF STANDARDS THE AUTHORITY TO USE THE WoRKING CapPITAL 
Funp, AND TO Permit CERTAIN IMPROVEMENTS IN FISCAL 
PRACTICES 

* * * * * x * 
Sec. 11. (a) The Secretary of Commerce is authorized to accept 
and utilize gifts or bequests of real or personal property for the pur- 


pose of aiding and facilitating the work authorized [therein] herein. 
* a * a * * Ba 


Src. 13. To the extent that funds are specifically appropriated there- 
for, the Secretary of Commerce is authorized to acquire land for such 
field sites as are necessary for the proper and efficient conduct of the ac- 
tivities authorized herein. 

Sec. 14. Within the limits of funds which [may be] are appropri- 
ated [therefor,] for the National Bureau of Standards, the Secretary 
of Commerce is authorized to [make] undertake such construction of 
buildings and other facilities and to make such improvements to existing 
buildings, grounds, and other [plant] facilities [, including construc- 
tion of minor buildings and other facilities of the National Bureau of 
Standards in the District of Columbia and in the field to house special 
apparatus or material which must be isolated from other activities: ] 
occupied or used by the National Bureau of Standards as are necessary 
for the proper and efficient conduct-of the activities authorized herein: 


es 
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Provided, That no improvement shall be made nor shall any buildin 
be constructed under this authority at a cost in excess of [$25,000 
$40,000 unless specific provision is made therefor in the appropriation 
concerned. 

Sec. 15. [Funds now or hereafter appropriated to the National 
Bureau of Standards shall be available for the following activities:] 
In the performance of the functions of the National Bureau of Standards 
the Secretary of Commerce is authorized to undertake the following activ- 
ities: (a) The purchase, repair, and cleaning of uniforms for guards; 
(b) the repair and alteration of buildings [,] and other plant facilities; 
(c) the rental of (laboratory and office space in the District of Colum- 
bia and in the field;) field sites and laboratory, office, and warehouse 
space; (d) the purchase of reprints from [trade] technical journals or 
other periodicals (of articles prepared officially by Government em- 
ployees;) and the payment of page charges for the publication of research 
papers and reports in such journals; (e) the furnishing of food and 
shelter without repayment therefor to employees of the Government 
at Arctic (stations; and) and Antarctic stations; (f) (in) for the conduct 
of observations on radio propagation phenomena in the Arctic (region) 
or Antarctic regions, the appointment of employees at base rates estab- 
lished by the Secretary of Commerce which shall not exceed such 
maximum rates as may be specified from time to time in the appro- 
priation concerned, and without regard to the civil service and classi- 
fication laws and (sections 911-913, 921, and 922 of title 5) titles IJ 
and III of the Federal Employees Pay Act of 1945; and (g) the erection 
on leased property of specialized facilities and working and living 
quarters when the Secretary of Commerce determines that this will best 
serve the interests of the Government. 

Notre.—(Secs. 1 and 2 of the act of July 21, 1950 (64 Stat. 370; 
15 U.S. C. 285-286), are repealed. Those sections are reenacted 
with changes as secs. 14 and 15 of the Organic Act of the National 
Bureau of Standards (act of March 3, 1901,:31 Stat. 1449)). 


0 
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AMENDING THE ACT ENTITLED “AN ACT MAKING APPROPRIA- 
TIONS TO PROVIDE FOR THE EXPENSES OF THE GOVERN MENT 
OF THE DISTRICT OF COLUMBIA FOR THE FISCAL YEAR END- 
ING JUNE THIRTIETH, NINETEEN HUNDRED AND ELEVEN, 
AND FOR OTHER PURPOSES,” APPROVED MAY 18, 1910 


Fesruary 20 (legislative day, Fepruary 19), 1958.—Ordered to be printed 


Mr. Bratt, from the Committee on the District of Columbia, 
submitted the following 


REPORT 


[To accompany S. 1041] 


The Committee on the District of Columbia, to whom was referred 
the bill (S. 1041) to amend the act entitled “An Act making appro- 
priations to provide for the expenses of the government of the Dis- 
trict of Columbia for the fiscal year ending June thirtieth, nineteen 
hundred and eleven, and for other purposes,’ approved May 18, 1910, 
after full consideration, report favorably thereon without amendment 
and recommend that the bill do pass. 

The purpose of this bill is to amend the act of May 18, 1910 (an 
act making appropriations to provide for the expenses of the govern- 
ment of the District of Columbia for the fiscal year ending June 30, 
1911) so as to provide that the separate departments of the District 
of Colmbia government may include illustrations (charts, maps, and 
graphs) in their annual reports, if so authorized by the Commissioners. 
Present law (36 Stat. 381; sec. 1-239, District of Columbia Code) 
clearly prohibits this. 

Many of the activities of the District of Columbia are of a kind in 
which both the District and other jurisdictions might benefit from an 
exchange of information. Examples of these activities are those 
administered by the Metropolitan Police Department, the Depart- 
ment of Highways, the Department of Public Welfare, and the De- 
partment of Sanitary Engineering. Since reports of similar activities 
conducted by other municipalities have been found to be of interest 
and benefit to the District departments administering these activities, 
it is probable that a report of the District’s activities would be of 
interest and benefit to other municipalities. Such an exchange of 
information, it is believed, would be of value to everyone concerned. 

20006 
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The modern practice in preparing reports is to use visual aids to 
the maximum extent. Photographs, maps, charts, diagrams, and 
different colors today are used to present data in easily assimilable 
form. Under existing law, however, those departments of the Dis- 
trict government which may have information available of possible, 
benefit to similar departments in other communities are authorized 
to preset such information only in the form of printed text material, 
notwithstanding the modern trend to the greater use of visual aids. 

Accordingly, in order to allow those departments of the District 
to present in an interesting manner information of value to the 
citizens of the District, as well as to other communities, the committee 
feels that the prohibition against illustrations in existing law should 
be changed in such manner as to allow the use of illustrations if such 
use be authorized by the Commissioners. 

Enactment of this legislation would result in a minimal expense to 
the District of Columbia, the amount of which is unascertainable at 
this time. 

The bill was favorably reported by a unanimous vote of the full 
Committee. 

CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law in the bill, as reported, are 
shown as follows (existing law proposed to be omitted is enclosed in 
black brackets, new matter is printed in italics, existing law in which 
no change is proposed is shown in roman): 


(836 STAT. 380) 


* * * * * * * 
CONTINGENT AND MISCELLANEOUS EXPENSES 


For contingent expenses of the government of the District of 
Columbia, namely: For printing, checks, books, law books, books of 
reference and periodicals, stationery; detection of frauds on the 
revenue; repairs of market houses; surveying instruments and 
implements; drawing materials; binding, rebinding, repairing, and 
reservation of records; maintaining and keeping in good order the 
aboratory and apparatus in the office of the inspector of asphalt 
and cement; damages; livery, purchase, and care of horses and 
carriages or buggies not otherwise provided for; horseshoeing; ice, 
repairs to pound and vehicles, use of bicycles by inspectors in the 
engineer department not to exceed eight hundred dollars, and other 
general necessary expenses of District offices, including the sinking- 
fund office, Board of Charities, excise board, personal-tax board, 
harbor master, health department, surveyor’s office, sealer of weights 
and measures’ office, and department of insurance, and purchase of 
new apparatus and laboratory equipment in office of inspector of 
asphalt and cement, thirty-seven thousand dollars; and the com- 
missioners shall so apportion this sum as to prevent a deficiency 
therein: Provided, That horses and vehicles appropriated for in this 
Act shall not be used by the commissioners for any other purpose 
than to visit such points within the District of Columbia as it may 
be necessary to visit in order to enable them to inspect or inform 
themselves concerning any public work or property belonging to 
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the said District or to do any other act necessary to the administra- 
tion of its affairs: [Provided further, That hereafter no illustrations 
shall be used in the annual report of any department of the govern- 
ment of the District of Columbia.] Provided further, That hereafter 
no department, board, office, or agency of the government of the District 
of Columbia shall include any illustration in any annual report prepared 
by it unless such illustration be authorized by regulations approved by 
the Commissioners of the District of Columbia’. 

No part of the money appropriated by this Act, except appropria- 
tions for the militia, shall be used for the purchase, livery, or main- 
tenance of horses, or for the purchase, maintenance, or repair of 
buggies or carriages and harness, except as provided for in the 
appropriation for contingent and miscellaneous expenses or unless 
the appropriation from which the same is proposed to be paid shall 
specifically authorize such purchase, livery, maintenance and repair, 
and except also as hereinafter authorized. 

No part of the money appropriated by this Act shall be used for the 
payment of premiums or other cost of fire insurance. 

For contingent expenses of stables of the engineer department, 
including forage, shoeing, purchase and repair of vehicles, purchase 
and repair of harness, blankets, lap robes, purchase of horses, whips, 
oils, brushes, combs, sponges, chamois skins, buckets, halters, jacks, 
rubber boots and coats, medicines, and other necessary articles and 
expenses, five thousand dollars; and no expenditure on account of the 
engineer department for the items named in this paragraph shall be 
made from any other fund, except as hereinafter authorized. 

For postage for strictly official mail matter, eight thousand dollars. 

For necessary expenses, including services of collectors or bailiffs, 
in the collection of overdue personal taxes by distraint and sale and 
otherwise, and for other necessary items, four thousand dollars. 

For judicial expenses, including procurement of chains of title, the 
printing of briefs in the court of appeals of the District of Columbia, 
witness fees and expert services in District cases before the supreme 
court of said District, five thousand dollars. 

For livery of horse or horse hire for coroner’s office, jurors’ fees, 
witness fees, removal of deceased persons, making autopsies, ice, 
disinfectants, telephone service, and other necessary supplies for the 
morgue, and the necessary expenses of holding inquests, including 
stenographic services in taking testimony, and photographing uniden- 
tified bodies, four thousand dollars. 

For the purchase and maintenance of one motor vehicle for the 
official use only of the engineer commissioner and of the assistants 
to the engineer commissioner in inspection work, two thousand four 
hundred dollars, or so much thereof as may be necessary, to be imme- 
diately available. 

* * * * * * *” 
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2d Session No. 1295 


AMENDING THE ACT ENTITLED “AN ACT TO GRANT ADDITIONAL 
POWERS TO THE COMMISSIONERS OF THE DISTRICT OF COLUM- 
BIA, AND FOR OTHER PURPOSES,” APPROVED DECEMBER 20, 
1944, AS AMENDED 


Fesrvary 20 (legislative day, Fesrvuary 19), 1958.—Ordered to be printed 


Mr. Bratu, from the Committee on the District of Columbia, 
submitted the following 


REPORT 


[To accompany 8. 1706] 


The Committee on the District of Columbia, to whom was referred 
the bill (S. 1706) to amend the act entitled ‘An act to grant additional 
powers to the Commissioners of the District of Columbia, and for 
’’ approved December 20, 1944, as amended, after full 


other purposes, 
consideration, report favorably thereon with an amendment and 
recommend that the bill as amended do pass. 

The amendment is as follows: 

Strike all after the enacting clause and insert in lieu thereof the 
following: 


That the first section of the Act entitled ‘‘An Act to grant additional powers to the 
Commissioners of the District of Columbia, and for other purposes,” approved 
December 20, 1944 (58 Stat. 819), as amended (sec. 1-244, D. C. Code, 1951), is 
amended by adding at the end of such section the following subsections: 

(i) (1) To purchase and sell maps, and regulations and parts of regulations issued 
by any agency of the government of the District of Columbia and amendments 
thereof, including binders therefor (hereinafter referred to as ‘material’), at such 
prices as the Commissioners or their designated agent may from time to time 
determine to be necessary to approximate the cost thereof, including the cost of 
distribution. All receipts from the sale of such material on hand as of the effective 
date of this amendment, shall be deposited into a fund which is hereby established 
to be known as the ‘District of Columbia Publications Fund,’ which fund shall be 
available without fiscal-year limitation for all necessary costs connected with the 
orocurement, publication, and distribution of such material, including postage. 
‘here is hereby authorized to be appropriated from the revenues of the District 
of Columbia $50,000 to provide working capital, which sum shall be deposited 
to the credit of the fund established by this section, and receipts from the sale of 
such material shall likewise be deposited to the credit of such fund: Provided, 
That, as soon as practicable after the close of each fiscal year, after provision has 
been made for payment of all obligations then incurred, the amount in such fund 
in excess of $50,000 shall be deposited to general revenues of the District of 
Columbia. 
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(2) To issue such material without charge, in the discretion of the Com- 
missioners, to officers and employees of the Governments of the United States 
and the District of Columbia; to States, Territories, and possessions of the United 
States, local governmental units, and foreign governments; to institutions of 
research and learning; to applicants for, or holders of, particular licenses issued 
by the District of Columbia; and to any other person when it is determined by 
said Commissioners or their designated agent or agents that it is in the best 
interest of the District of Columbia to furnish such material without charge; and 
to delegate to the heads of departments and agencies of the Government ot the 
District of Columbia the authority likewise to make the distribution authorized 
by this paragraph of such material as may be purchased by the departments and 
agencies. Material to be distributed under the authority of this paragraph shall 
be supplied to the District of Columbia department or agency proposing to make 
such distribution, only upon payment by the department or agency of the cost 
thereof. 

‘“‘(j) To place orders, if they determine it to be in the best interest of the District 
of Columbia, with any Federal department, establishment, bureau, or office for 
materials, supplies, equipment, work, or services of any kind that such Federal 
agency may be in a position to supply or be equipped to render, by contract or 
otherwise, and shall pay promptly by check to such Federal agency, upon its 
written request, either in advance or upon furnishing or performance thereof, all 
or part of the estimated or actual cost thereof as determined by such department, 
establishment, bureau, or office as may be requisitioned; but proper adjustments 
on the basis of the actual costs of the materials, supplies, or equipment furnished 
or work or services performed, paid for in advance, shall be made as may be agreed 
upon by the departments, establishments, bureaus, or offices concerned. Orders 
placed as provided in this subsection shall be considered as obligations upon appro- 
priations in the same manner as orders or contracts placed with private contractors. 

‘““(k) To authorize any department, office, or agency of the District of Columbia 
government, when it is determined to. be in the best interest of the District of 
Columbia so to do, to place orders with any other department, office, or agency of 
the District for materials, supplies, equipment, work, or services of any kind that 
such requisitioned department, office, or agency may be in a position to supply or 
equipped to render. The department, office, or agency placing any such orders 
shall either advance, subject to proper adjustment on the basis of actual cost, or 
reimburse, such department, office, or agency the actual cost of materials, supplies, 
or equipment furnished or work or services performed as determined by such de- 
partment, office, or agency as may be requisitioned. Orders placed as provided 
in this subsection shall be considered as obligations upon appropriations in the 
same manner as orders or contracts placed with private contractors.”’ 

Sec. 2. The Commissioners are authorized to delegate any of the functions to 
be performed by them under the authority of this Act to any officer or employee 
of the District of Columbia. 

Src. 3. The second paragraph under the caption “District of Columbia”’ of 
the Act entitled ‘‘An Act making appropriations to supply urgent deficiencies in 
appropriations for the fiscal year nineteen hundred and ten, and for other pur- 
poses,” approved February 25, 1910 (36 Stat. 202, 208), as amended (title 49, 
sec. 110, D. C. Code, 1951 edition), is hereby repealed. 

The purpose of this bill, as amended by the committee, is to amend 
the act of December 20, 1944 (to grant additional powers to the Com- 
missioners of the District of Columbia), so as to authorize the Com- 
missioners to perform the following functions: 

(1) To purchase, sell, and to give to certain persons, institutions, 
and governmental agencies, both municipal and Federal, at the dis- 
cretion of the Commissioners or their designated agent, copies of 
various municipal regulations, and establish a fund, without fiscal- 
year limitation, from which the cost of procuring, handling, and 
mailing municipal publications will be defrayed and into which the 
receipts from the sale of such publications will be paid. 

(2) To make advance payments to Federal agencies for supplies to 
be furnished or work to be performed in accordance with agreements 
between the Commissioners and such agencies. 

(3) Empower the Commissioners to authorize the several depart- 
ments, establishments, bureaus, and offices of the government of the 
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District of Columbia to place orders with other agencies of the District, 
and to make payment for such orders either in advance or on a reim- 
bursement basis. 

The District of Columbia, as is the case with any large municipal 
government, must, for the benefit of the public, the courts, and the 
officers and employees of the District, make available in printed form 
the regulations which have been adopted by the Commissioners. 
Certain of these regulations, as in the case of the Building Code, the 
Electrical Code, and the police regulations, are in the form of complete 
volumes consisting of a large number of pages, printed at considerable 
expense to the District. Accordingly, when such publications are 
made available to members of the public, a charge is made therefor to 
recover the cost to the District. Moreover, since the amendments of 
these regulations are likewise voluminous, the District makes a charge 
for the service of furnishing such amendments. 

Under existing law, it is necessary that the cost of reproducing each 
particular set of regulations and the amendments thereto be paid out 
of the appropriation of the District department charged with the 
administration of such regulations. The receipts from the sale of 
such regulations, however, | are deposited to the credit of the general 
fund of the District of Columbia, and such receipts do not continue 
available for the reproduction of regulations to replace those which 
are sold. 

In order to provide readily available funds for the reproduction and 
distribution of District publications, this legislation would authorize 
the establishment of a revolving fund not subject to fiscal year 
limitation, with an initial working capital of $50,000, into which 
shall be paid receipts from the sale of all District publications and from 
which the cost of reproducing, procuring, handling, and mailing such 
publications may be defrayed. 

Under existing law, there is no authority for the District to make 
advance payments to the Federal Government for supplies to be 
furnished or work to be performed. Frequently therefore, the 
District is unable to enter into an agreement with the Federal Govern- 
ment for the furnishing of supplies and work, to the District’s disad- 
vantage. This bill would amend present law so as to authorize such 
advance payments to the Federal Government. 

This bill would also authorize the Commissioners to advance funds 
between appropriations of District departments, subject to adjust- 
ment upon a determination of actual cost, as a means of providing 
for the more expeditious handling of transactions between the various 
departments of the District government. 

The Board of Commissioners recommend enactment of this legis- 
lation. 

The enactment of this legislation would not involve any cost to the 
District of Columbia, inasmuch as the bill provides for the creation of 
a revolving fund. 

The bill was favorably reported by a unanimous vote of the full 
committee. 

CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law in the bill, as reported, are 
shown as follows (existing law proposed to be omitted is enclosed in 
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black brackets, new matter is printed in italics, existing law in which 
no change is proposed is shown in roman): 


(58 Stat. 819) 


That the Commissioners of the District of Columbia are authorized 
and empowered within their discretion— 

(a) In accordance with such regulations as they may make, to 
provide for the waiver of payment by any person in the military 
service of the United States of any annual or other periodic fee required 
by law to be paid to the District of Columbia or to any District of 
Columbia board or commission as a condition to retaining or renewing 
any license or permit to engage in any business or calling or to practice 
any profession in the District of Columbia. 

(b) To make, adopt, and enforce regulations requiring persons, 
firms, and corporations, other than utility companies, engaged within 
the District of Columbia in the business of plumbing or gas fitting, 
or of installing, maintaining, or repairing heating, ventilating, air- 
conditioning, or mechanical refrigerating apparatus, equipment, 
appliances, systems, or parts the reof, or of installing, maintaining, or 
repairing apparatus, equipment, fixtures, appliances, or wiring, using 
or conducting electric current, to furnish and keep in force a bond 
running to the District of Columbia with corporate surety authorized 
by the Secretary of the Treasury to do business pursuant to section 3 
of the Act of August 13, 1894 (28 Stat. 279), as amended (U.S. C., 
title 6, sec. 8), and by the Insurance Department of the District of 
Columbia to do business in the District of Columbia in an amount 
not exceeding $5,000, conditioned upon the performance in accordance 
with law and regulations in force in the District of Columbia of all 
such work undertaken by such person, firm, or corporation, and to 
keep the District of Columbia harmless from the consequences of 
any and all acts performed by said person, firm, or corporation in 
connection with such business during the period covered by the said 
bond. 

The surety on any such bond may terminate its liability under such 
bond by giving thirty days’ written notice thereof, served either 
personally or by registered mail, to the principal and to the Com- 
missioners; and upon giving such notice the surety shall be discharged 
from all! liability under such bond for any act or omission of the 
principal occurring after the expiration of thirty days from the date 
of service of such notice. Unless on or before the expiration of such 
period the principal shall duly file a new bond in like amount and 
conditioned as the original in substitution of the bond so terminated, 
the license of the principal to engage in such business shall likewise 
terminate upon the expiration of such period. Upon making any 
payment on account of its bond, the surety shall immediately notify 
the Commissioners. 

In the event the surety becomes insolvent or a bankrupt, or ceases 
to be authorized by the Secretary of the Treasury to do business 
pursuant to section 3 of the Act of August 13, 1894 (28 Stat. 279), as 
amended (U. S. C., title 6, sec. 8), or by the Insurance Department of 
the District of Columbia, to do business in the District of Columbia, 
the principal shall, within ten days after notice thereof, given by the 
Commissioners duly file a new bond in like amount and conditioned 
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as the original and if the principal shall fail to do so the license of such 
principal shall terminate. If a recovery be had on any bond the 
principal shall restore the bond to its original amount. 

Any person aggrieved by the violation of any law or regulation in 
force in the District of Columbia relating to such business shall have, 
in addition to his right of action against said person, firm, or corpora- 
tion, a right to bring suit against the surety on said bond, ‘either alone 

or jointly with the principal thereon, and to recover in an amount 
~ exceeding the penalty of the bond any damages sustained by 
reason of any act, transaction, or conduct of the principal which is in 
violation of law or regulation in force in the District of Columbia 
relating to such business: Proivded, however, That nothing in this 
section shall be construed to impose upon the surety on any such bond 
a greater liability than the total amount thereof or the amount remain- 
ing unextinguished by any prior recovery or recoveries as the case 
may be. 

The Commissioners shall furnish to any one applying therefor a 
certified copy of any such bond filed with them upon payment of a 
fee to be fixed by the Commissioners therefor, and such certified copy 
shall be prima facie evidence in any court that such bond was duly 
executed and delivered by the person, firm, or corporation whose 
name appears therein. 

The Commissioners are further authorized to provide, in accord- 
ance with such regulations as they may prescribe, for the examina- 
tion of the qualifications and fitness of all applicants for licenses to 
engage in any of the businesses herein enumerated by a board, con- 
sisting of not less than two persons who have been actively engaged i in 
the District of Columbia for at least five years next preceding their 
appointment in the business for which license is sought (one of whom 
shall have been an owner or manager and one of whom shall have 
been an employee competent to superintend the performance of work) 
and not less than one official of the District of Columbia, appointed 
by the said Commissioners: Provided, That nothing herein shall re- 
peal existing law relating to the examination and licensing of master 
plumbers and gas fitters. 

(c) To rent any building or land belonging to the District of 
Columbia or under the jurisdiction of the Commissioners, or any 
available space therein, whenever such building or land, or space 
therein, is not then required for the purpose for which it was acquired, 
and to rent any used personal property belonging to the District of 
Columbia which is not then needed for the purpose for which it was 
acquired: Provided, That nothing contained in this paragraph shall 
have the effect of changing in any manner Public Law Numbered 732, 
Seventy-fourth Congress, entitled ““An Act to authorize the operation 
of stands in Federal buildings by blind persons, to enlarge the eco- 
nomic opportunities of the blind, and for other purposes”, approved 
June 20, 1936. 

(d) To grant revocable permits upon such terms, conditions, bonds, 
and rentals as the Commissioners may impose for the construction of 
tunnels, and the laying of conduits and pipes in the alleys, streets, and 
avenues in the District of Columbia under the jurisdiction of the 
Commissioners. 

(e) To suspend, with or without pay, any officer or employee 
appointed by them and, under such rules or regulations as they 
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may prescribe, to delegate this power to any officers or employees 
of the District of Columbia. 

(f) To name highways and to name and change the name of any 
circle, bridge, building, or other public place or property in the 
District of Columbia under the jurisdiction of the Commissioners, 
and after public hearing to change the name of any highway under 
the jurisdiction of said Commissioners. 

(g) To’ fix, assess, and collect fees for copies of orders, regulations, 
permits, certificates, and transcripts of records furnished by the 
District of Columbia, such fees to be paid to the Collector of Taxes 
and deposited in the Treasury of the United States to the credit of 
the District of Columbia. 

(h) Where not otherwise specifically provided, to prescribe a penalty 
upon conviction of a violation of any rule or regulation authorized by 
this Act by a fine of not more than $300 or imprisonment of not more 
ee ninety days. 

) (1) To purchase and sell maps, and regulations and parts of regu- 
iicae issued by any agency of the government of the District of Columbia 
and amendments thereof, including binders therefor (hereinafter referred 
to as “material’’), at such prices as the Commissioners or their designated 
agent may from time to time determine to be necessary to approximate the 
cost thereof, including the cost of distribution. All receipts from the sale 
of such material on hand as of the effective date of this ame ndment, shall 
be deposited into a fund which is hereby established, to be known as the 
“Mistrict of ¢ ‘olumbia Publications Fund,’ which fund shall be available 
without fiscal-year limitation for all necessary costs connected with the 
procure ment, publication, and distribution of such material, including 
postage. There is hereby authorized to be appropriated from the revenues 
of the District of Columbia $50,000 to provide working capital, which 
sum shall be deposited to the credit of the fund established by this section, 
and receipts from the sale of such material shall likewise be deposited to 
the credit of such fund: Provided, That, as soon as practicable afte r the 
close of each fiscal year, after provision has been made for payment of all 
obligations then incurred, the ‘ein in such fund in ercess of $50,000 
shall be deposited to general revenues of the District of Columbia. 

(2) To issue such material without charge, in the discretion of the 
Commisstoner 8, to officers and employee: 8 of of the Gove rnments of the United 


of the United States, local gor asia malts: ie foreign gotertmante: 
to institutions of research and learning; to applicants for, or holders of, 
particular licenses issued by the District of Columbia; and to any other 
person when it is determined by said Commissioners or their designated 
agent or agents that it is in the best interest of the District of Columbia to 
furnish such material without charge; and to delegate to the heads of 
departments and agencies of the Government of the District of Columbia 
the authority likewise to make the distribution authorized by this paragraph 
of such material as may be purchased by the de partments and agencies. 
Material to be distributed under the authority of this paragraph shall be 
supplied to the District of Columbia department or agency proposing to 
make such distribution, only upon payment by the department or agency 
of the cost thereof. 

(j) To place orders, if they determine it to be in the best interest of the 
District of Columbia, with any Federal department, establishment, bu- 
reau, or office for materials, supplies, equipment, work, or services of any 
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kind that such Federal agency may be in a position to supply or be equip- 
ped to render, by contract or otherwise, and shall pay promptly by check 
to such Federal agency, upon its written request, either in advance or upon 
furmshing or performance thereof, all or part of the estimated or actual 
cost thereof as determined by such department, establishment, bureau, or 
office as may be requisitioned; but proper adjustments on the basis of the 
actual costs of the materials, supplies, or equipment furnished or work or 
services performed, paid for in advance, shall be made as may be agreed upon 
by the departments, establishments, bureaus, or offices concerned. Orders 
placed as provided in this subsection shall be considered as obligations 
upon appropriations in the same manner as orders or contracts placed 
with private contractors. 

(k) To authorize any department, office, or agency of the District of 
Columbia government, when it is determined to be in the best interest of 
the District of Columbia so to do, to place orders with any other depart- 
nent, office, or agency of the District for materials, supplies, equipment, 
work, or services of any kind that such requisitioned department, office, 
or agency may be in a position to supply or equipped to render. The 
department, office, or agency placing any such orders shall either advance, 
subject to proper adjustment on the basis of actual cost, or reimburse, 
such department, office, or agency the actual cost of materials, supplies, 
or equipment furnished or work or services performed as determined by 
such department, office, or agency as may be requisitioned. Orders 
placed as provided in this subsection shall be considered as obligations 
upon appropriations in the same manner as orders or contracts placed 
with private contractors. 

(36 Stat. 208) 


DISTRICT OF COLUMBIA 


Contingent and miscellaneous expenses: To reimburse the appro- 
priation for contingent expenses of the government of the District of 
Columbia for the fiscal year nineteen hundred and ten, for cost of 
printing, building regulations of the District of Columbia, seven 
hundred and sixty-eight dollars and nine cents. 

(Hereafter the Commissioners of the District of Columbia are au- 
thorized to issue at not less than cost price and ten per centum thereof 
added, copies of building and other regulations of said District, and 
all moneys received from sale of said regulations shall be paid into the 
Treasury of the United States to the credit of the District of Columbia 
and the United States in equal parts.] 


(36 Stat. 1299) 


MiIscELLANEOUS EXPENSES, SUPREME Court: * * * 

[The Commissioners of the District of Columbia are authorized 
hereafter to issue, in their discretion, without charge, to officers and 
the judiciary of the government of the District of Columbia, and to 
other officers of the Government, and to institutions of learning, and 
to State and city officials, by way of documentary exchange, copies of 
building, police, plumbing, and other municipal regulations made and 
published by them in their official capacity, not exceeding in all one 
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hundred copies, and the remainder of such publications shall only be 
disposed of by sale at not less than the cost price and ten per centum 
thereof; and all moneys received from the sale of said regulations 
shall be paid into the Treasury of the United States to the credit of 
the District of Columbia and the United States in equal parts.] 


O 
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TEMPORARY INCREASE IN PUBLIC DEBT LIMIT 
FEBRUARY 20 (legislative day, Fepruary 19), 1958.—Ordered to be printed 


Mr. Byrp, from the Committee on Finance, submitted the following 


REPORT 


{To accompany H. R. 9955] 


The Committee on Finance, to whom was referred the bill (H. R. 
9955) to provide for a temporary increase in the public debt limit, 
having considered the same, report favorably thereon without amend- 
ment and recommend that the bill do pass. 


GENERAL STATEMENT 


Section 21 of the Second Liberty Bond Act, as amended, provides a 
permanent limit of $275 billion on the amount of the public debt 
securities which may be outstanding at any one time. In the 83d 
Congress (Public Law 686, 83d Cong., 2d sess.) the public debt limit 
was temporarily increased from $275 billion to $281 billion, or by $6 
billion. This temporary increase was extended in the 84th Congress 
(Public Law 124), 84th Cong., 1st sess. until June 30, 1956, and again 
in that Congress (by Public Law 678, 84th Cong., 2d sess.) but this 
time by only $3 billion for the period ending June 30, 1957. After 
June 30, 1957, the public debt limit reverted to the permanent limit 
of $275 billion. 

The Secretary of the Treasury has again requested that the existing 
debt limit be temporarily increased. He has requested that the per- 
manent limit be temporarily increased to $280 billion, or by $5 billion, 
for the period beginning on the date of enactment and ending on 
June 30, 1959. 

Your committee is concerned both about the necessity of increasing 
the debt limit over the present statutory limit of $275 billion and the 
amount of the temporary increase requested by the administration. 
However, in view of the Secretary’s statement (much of which is 
quoted below) concerning the necessity for flexibility in maneging the 
fiseal,affairs of«the Government, end in view of. the unsettled condi- 
tions confronting the United States on both the economic and inter- 
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national fronts, it is deemed necessary to provide the authority re- 
quested by the Secretary and to increase temporarily the maximum 
debt limit by $5 billion for the period beginning on the date of enact- 
ment and ending on June 30, 1959. 

In providing for such increase, your committee places primary 
reliance upon the Secretary’s assurance that those in the administra- 
tion will exert ell of their abilities to achieve the utmost economy in 
governmental operetions and to manage the public debt as best they 
can in the national interest. 

The Secretary of the Treasury made the following statement before 
your committee in support of this increase: 


I want to make clear at the outset that the need for a 
debt limit increase is based on— 

1. The fact that cash balances have been running 
distressingly low * * *. 

2. There is need for more flexibility for more efficient 
and economical management of the debt. 

3. Even with a balanced budget there will still be 
large seasonal fluctuations in receipts which make 
operations under the $275 billion limitation most diffi- 
cult. 

This request, made within the framework of our 1959 
budget estimates for revenue and expenditures, emphasizes 
not only much-needed flexibility as outlined above, but takes 
into account contingencies which might develop in a world 
filled with uncertainties. 


* * ok * * * * 


One of the most serious difficulties encountered by the 
Treasury in operating uvder the present limitation is the 
problem of carrying out our financing in an orderly and 
economical manner. A large portion of our public debt is 
made up of securities with relatively short maturity. 

* * * % + * * 


Some part of this short-term indebtedness is coming due 
each month, so that at all times the Treasury is faced with 
substantial refunding problems. An objective of sound 
fiscal policy is to extend the maturity of new issues whenever 
opportunities are available, so as to avoid concentrating too 
large a portion of the public debt in the area of short maturi- 
ties. 

In recent years, due to market conditions or the restric- 
tions of the debt limit, opportunities to accomplish this 
objective have not been very frequent. We should be able 
to take advantage of opportunities in the period ahead of us. 
Under the present debt limit, we would not be able to take 
full advantage of such opportunities. During the past sev- 
eral months, we have been able to issue only relatively small 
amounts of longer maturities on two occasions. The practice 
of the Government going frequently to the market disturbs 
not only the market for Government securities but also the 





TEMPORARY INCREASE IN PUBLIC DEBT LIMIT 


market for corporate, State, and municipal securities. We 
should be able to conduct our operations on a scale com- 
mensurate with our needs and in accordance with the condi- 
tions which prevail. We should as far as possible leave the 
markets freer to absorb new financing by State and local 
governments and private businesses. 

The circumstances which I have outlined, in our judgment, 
require a prompt temporary increase in the present statutory 
debt limitation. We will still experience in fiscal year 1959 
a continuation of seasonal peaks in the collection of corporate 
income taxes. These collections of corporate taxes are grad- 
ually being leveled off, but there are still large seasonal 
fluctuations. Under these circumstances, it is necessary 
for the Treasury to borrow large sums in the July-December 
period to meet expenditures, and to pay off such borrowings 
in the January-June period, even in years when we have 
balanced budgets. 


BUDGET SURPLUS OR DEFICIT - SEMIANNUAL 
Fiscal Years 1955 -'59 





Jon.- 
June 


Budget Deficit 
y ae ' 
© 1955 73 57 58 59 


It is difficult to make precise month-to-month forecasts 
which reflect all operations of the Government, including 
collection of a great many types of revenues, the rates of 
expenditures under the programs of each agency, the issue 
and retirement of our public debt obligations, and all of the 
multitude of operations reflected in the total inflow and out- 
flow of the Treasury. We have, however, made estimates of 
the public debt and cash balances which are based upon our 
best judgment as of the moment, and I am submitting for 
your information these figures in the attached table 3. 
These figures assume maintaining mid-month and end-of- 





TEMPORARY INCREASE IN PUBLIC DEBT LIMIT 


month cash balances of $3.5 billion and for an allowance of 
$3.0 billion for flexibility in financing and for contingencies. 

We want to reemphasize that we are now at the period of 
the year when the Treasury finds itself in a most difficult 
position and at a time when we are facing major financing 
operations. We respectfully urge, therefore, that the 
Congress give prompt consideration to this matter. 

We at the Treasury assure you that we will exert all our 
abilities to achieve the utmost economy in governmental 
operations and to manage the public debt as best we can in 
the national interest. 


O 
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syd BATES Calendar No. 1318 


85TH CoNGRESS SENATE { ReEporr 
2d Session No. 1299 


AMENDING THE DISTRICT OF COLUMBIA TEACHERS’ 
SALARY ACT OF 1955 


Fesruary 20 (legislative day, Fepruary 19) 1958.—Ordered to be printed 


Mr. Bisnis, from the Committee on the District of Columbia, sub- 
mitted the following 


REPORT 


[To accompany §S. 3057] 


The Committee on the District of Columbia, to whom was referred 
the bill (S. 3057) to amend the District of Columbia Teachers’ Salary 
Act of 1955, after full consideration, report favorably thereon without 
amendment and recommend that the bill do pass. 

The purpose of this bill is to amend the District of Columbia 
Teachers’ Salary Act of 1955, so as to provide an increase in the salary 
of the Superintendent of the District of Columbia schools to $22,000 
perannum. Under existing law if the Superintendent has a bachelor’s 
degree he shall be paid $14,000 per annum; a master’s degree, $16,000 
per annum; and a doctor’s degree, $18,000 per annum. 

The retirement of the present Superintendent of Schools is effective 
February 28, 1958, and the Board of Education is now experiencing 
difficulty in finding a successor to fill the position. The Board has 
fully endorsed this legislation, stating that in its opinion the salary of 
the Superintendent of Schools of the District of Columbia, should be 
commensurate with the salary paid like officials in the larger cities of 
the United States. 

The superintendent of schools in the 18 cities of the United States 
having more than 500,000 population currently (1957) receive the 
following salaries: 
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Superintendent's 


City annual salary 
Se OO! Se ee 5 ae ee 1 $35, 000 
2. Los Angeles, Calif_.__- Peres Be See IE 34, 000 
a. New York. N. Y_... ...  ——— se tess og ee ae eR a 32, 500 
4. Detroit, Mich________-- Po es ae Pat Ta Tig 30, 000 
5. San Francisco, Calif________.- : 27, 500 
6. Cincinnati, Ohio- __- - re 25, 000 
7. Cleveland, Ohio__- : : 25, 000 
8. Minneapolis, Minn_-___- P 24, 500-26, 500 
9. New Orleans, La__- oes - z ey . n . 23, 500 
0. Pittsburgh, Pa......... .. fate ot , 22, 500 
Milwaukee, Wis_- ees 7 26, 22, 000 
Philadelphia, Pa- deo ke's 21, 500 
Baltimore, Md ree lee) Fee 20, 000 


Boston, Mass 
St. Louis, Mo 


ois i aes 20, 000 
ee icp aiaaa ee ’ ‘ 20, 000 


red fh fh fh fl fh fl fl rd 
OnNacwP WN € 


Buffalo, N. Y___- eae _.. 19, 000-21, 000 
Houston, Tex_____- pea tee 22, 500 
Washington, D. C ; 16, 000 
Median (except District of Columbia) Sa ; 23, 500 


1 After 4 years’ service, $42,000. 


This bill was requested by and has the approval of the Board of 
Commissioners of the District of Columbia. It also has the approval 
of the Board of Education, the District of Columbia Education Associ- 
ation, and the District of Columbia Congress of Parents and Teachers. 

The enactment of this legislation would result in an additional cost 
to the District of Columbia of $6,000 per annum. 

The bill was reported favorably by a unanimous vote of the full 
committee. 

CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law in the bill, as reported, are 
shown as follows (existing law proposed to be omitted is enclosed in 
black brackets, new matter is printed in italics, existing law in which 
no change is proposed is shown in roman): 


(69 Stat. 521] 
TITLE I—SALARY SCHEDULES 


SECTION be That the follow ing’ are the salary schedules for teachers, 
schoo] officers, and certain other employees of the Board of Educa- 
tion of the District of Columbia whose positions are included therein: 





Service 
Salary class and position step 1 Service Service | Service | Service | Service | Service 
mini- step 2 step 3 step 4 step 5 step 6 step 7 
Class 1: Superintendent of schools 
Bachelor’s degree. . $14, 000 
Master’s degree 16, 000 
Doctor’s degree 18, 000 
Class 1. Superintendent of schools 29 MW) 
Class 2: Deputy superintendent 11,700 | $12, 00 $12,300 | $12,600 | $12,900 | $13, 200 $13, 500 
Class 3: Assistant superintendent; | 
president, teachers college 10. 100 10, 400 10. 700 11, 000 11, 300 11, 600 11, 900 
Class 4 9, 500 9, 700 9. 900 10, 100 10, 300 10, 500 10, 700 
Class 5 
Group B, m ister’s degree 3, 600 8, 800 9, 000 9, 200 9, 400 9, 600 9, 800 
Group C, master’s degree plus 30 | 
credit hours 8. 800 9. 000 9, 200 9, 400 9, 600 9, 800 10, 000 








DEPOSITED By THE 
UNITED STATES OF AMERICA 


Calendar No. 1319 


85TH CONGRESS SENATE Reporr 
2d Session No. 1300 


BONDS OF UNITED STATES MARSHALS 
FEBRUARY 24, 1958.—Ordered to be printed 


Mr. Eastianp, from the Committee on the Judiciary, submitted the 
following 


REPORT 


[To accompany 8. 1438] 


The Committee on the Judiciary, to which was referred the bill 
(S.1488) to amend section 544 of title 28, United States Code, relat- 
ing to the bonds of United States marshals, having considered the 
same, reports favorably thereon, without amendment, and recommends 
that the bill do pass. 

PURPOSE 


The purpose of the proposed legislation is to amend section 544 of 
title 28 so as to repeal the requirement that the bond of a United States 
marshal be approved by a judge of the district court of the district for 
which the marshal is appointed and filed and recorded in the office of 
the clerk; and, in substitution for the existing requirement that a 
United States marshal give a bond before entering on the duties of his 
office, to require merely that the marshal be bonded; which amend- 
ments are designed to permit the purchase by the Government of a 
single bond to cover all United States marshals. 


STATEMENT 


The proposed legislation has been requested by the Attorney 
General. 

In a letter, printed in full below, in support of the proposed legis- 
lation, the Attorney General writes that it is the view of the Depart- 
ment of Justice that the requirement that marshal’s bonds be approved 
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and filed with the courts is largely based upon reasons which no longer 
exist, and that the provision renders administratively impracticable, 
if not illegal, the inclusion of marshals’ bonds in a group purchase plan, 
for blanket bonds covering positions by groups, which is desirable for 
reasons of economy. 

The committee believes that the proposed legislation is meritorious 
and recommends it favorably. 

Attached and made a part of this report is a letter, dated June 15, 
1956, from the Attorney General. 


OrricE OF THE ATTORNEY GENERAL, 
Washington, D. C., June 15, 1956. 
The Vice Presipent, 
United States Senate, 
Washington, D.C. 

Dear Mr. Vice Preswwent: Enclosed for your consideration and 
appropriate reference is proposed legislation to amend section 544, 
title 28, United States Code, relating to the bonds of United States 
marshals. 

Section 544 of title 28 now requires that before a marshal enters 
on the duties of his office he must post a bond for the faithful per- 
formance of duty by himself and his deputies. The section also re- 
quires that the bond shall be approved by a judge of the district 
court of the district for which the marshall is appointed. 

It is the view of the Department of Justice that the requirement 
that marshals’ bonds be approved by and filed with the courts is 
largely based upon reasons which no longer exist. In our early 
history, the practice of posting personal collateral was quite common 
and it was therefore advisable to have a local official pass on the 
merits of the security afforded. For many years, however, the 
marshals have furnished corporate surety bonds and local approval 
therefore appears to be no longer necessary. 

Furthermore, this provision of law renders administratively im- 
practicable, if not illegal, the inclusion of marshals’ bonds in the more 
economical group purchase plan contemplated by the act of August 9, 
1955 (69 Stat. 618), which became effective on January 1, 1956. That 
act provides for position schedule or blanket bonds covering positions 
by groups, such as 200 certifying officers, 100 disbursing officers, 50 
cashiers, etc., although it does permit purchase of individual surety 
bonds. 

Enactment of the enclosed legislative proposal would make possible 
the purchase of a single bond to cover all United States marshals, 
probably at a substantial saving to the Government which now plays 
the premiums on all of the individual bonds covering these officers. 

The Bureau of the Budget has advised that there is no objection to 
the submission of this recommendation. 

Sincerely, 
Hersert Browne Lt, Jr., 
Attorney General. 





BONDS OF UNITED STATES MARSHALS 
CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule X XIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as re- 
orted, are shown as follows (new matter is shown in italics, existing 
ave in which no change is proposed is shown in roman, matter to be 
stricken is enclosed in brackets) : 


Secrion 544, Trriz 28, Unrrep Srares Cope 


§ 544. Bond. 

(a) [Each] Zvery United States marshal, including any marshal 
appointed to serve during a vacancy, [before entering on the duties 
of his office,] shall [give a bond] de bonded in the sum of $20,000 for 
the faithful performance of duty by himself and his deputies during 
his continuance in office and by his deputies after his death until his 
successor is appointed and qualifies. 

[The bond shall be approved by a judge of the district court of the 
district for which such marshal is appointed, and filed and recorded in 
the office of the clerk.J 

(b) The Attorney General may require the United States marshal 
for the Southern District of New York to [give a bond] be donded in 
a sum not exceeding $75,000, and any other United States marshal to 
[give a bond] be bonded in a sum not exceeding $40,000. 

(c) Any person injured by a breach of a United States marshal’s 
bond may sue thereon, in his own name, to recover his damages. 

Such action shall be commenced within six years after the right 
accrues, but a person under legal disability may sue within three 
years after the removal of his disability. 

After judgment the marshal’s bond shall remain as security until 
the whole penalty has been recovered. 


O 








DEPOSITED BY THE 
WNITED STATES OF AMERICA 


Calendar No. 1337 


85TH CONGRESS SENATE Report 
No. 1316 


2d Session 


CUSTOM EMPLOYEES’ CLAIMS 
FEBRUARY 24, 1958.—Ordered to be printed 


Mr. Lancer, from the Committee on the Judiciary, submitted the 
following 


REPORT 


[To accompany S. 213} 


The Committee on the Judiciary, to which was referred the bill 
(S. 213) to confer jurisdiction upon the United States Court of Claims 
to hear, determine, and render judgment upon claims of customs 
officers and employees to extra compensation for Sunday, holiday, and 
overtime services performed after August 31, 1931, and not heretofore 
paid in accordance with existing law, having considered the same, 
reports favorably thereon, without amendment, and recommends that 
the bill do pass. 

PURPOSE 


The purpose of the proposed legislation is to confer jurisdiction on 
the United States Court of Claims to render judgment upon the claims 
of certain customs officers and employees for extra compensation for 
overtime services performed. The bill waives the bar of the statute 
of limitations and laches as defenses of the Government. 


STATEMENT 


This bill is identical to S. 924 of the 84th Congress, which was re- 
ported favorably without amendment from this committee but was 
never voted upon by the Senate. 

This bill is intended to clear up, finally and equitably, an almost 
ancient controversy respecting the rights of customs employees to 
premium pay earned under the provisions of section 5 of the act of 
February 13, 1911. The National Customs Service Association 
wholeheartedly endorses this bill. 
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The bill itself provides simply that procedural objections to a 
determination of. this controversy in the Court of Claims are waived 
by the United States: It does not attempt to restate, or to interpret, 
or to revise or overrule, any judicial decision. It is not substantive 
legislation in any sense. It simply recognizes the moral obligation 
of the United States to see to it that all customs officers and employees 
are treated equally as respects their rights to premium pay. 

Because the matter is one of equity and fair dealing, it is necessary 
to state a little historical background in order to demonstrate how 
the present inequitable situation arose. 

The customs employees have had a separate statute governing 
their extra compensation since 1911. The act of February 13, 1911, 
as amended and as construed by the courts, is the basis upon which 
the substantive rights of these employees rests—and will continue 
to rest under S. 924. 

For many years the Treasury Department gave to the act of 
February 13, 1911, as amended, particularly in 1920 and 1922, a 
restrictive, and as it later turned out, an improper application. The 
rights of the customs employees were brought formally to the attention 
of the Commissioner of Customs by the customs employees at a 
hearing before him as early as September 15, 1931. Subsequent 
protests were made to the Treasury Department in 1934 and 1935. 
and in 1936 the matter was submitted to both the Attorney General 
and to the Comptroller General. (See 16 Comp. Gen. 243 (1936).) 
No changes in practice having resulted from any of these efforts, finally 
some of the men resorted to a test litigation, and in September 1937 
filed a suit in the Court of Claims. That suit finally resulted in a 
decision by the Supreme Court sustaining the position of the customs 
employees (United States v. Myers (320 U. S. 561)). The Myers 
case, which was decided in February 1944, thus stands at the end of 
over 20 years of improper administrative action and at the end of 
about 13 years of controversy with the Treasury Department on the 
issue. 

Immediately after the decision in the Myers case the Treasury 
Department took the view that the extra compensation provisions, 
which the Supreme Court had ruled were properly payable to customs 
employees at seaports, applied equally to toll bridges and toll tunnels 
at border crossings, but did not extend to customs employees whose 
services were performed at free border crossing facilities such as free 
bridges and highways. On being advised of this, Congress passed 
the act of June 3, 1944, to relieve certain carriers of reimbursement 
liability and to make clear the intended scope of the rights conferred 
on employees by the basic pay provision—that is, that they include 
inspectional service at the so-called free facilities. (See H. Rept 1446 
on S. 1758, 78th Cong., May 16, 1944.) 

Shortly thereafter the Treasury Department publicly announced 
its attitude that all employees. who had earned extra compensation 
but who had not been paid would be treated alike whether or not 
they had filed formal claims. Mr. Herbert Gaston, Assistant Secre- 
tary of the Treasury, wrote to a Member of Congress who had inquired 
on behalf of customs employees as follows on August 2, 1944: 


When all questions of law now pending before the Court of 
Claims have been settled, which will probably occur next 
month or soon thereafter, the Department contemplates 
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assembling data for estimates of the funds necessary to put 
all customs employees having rights or equities corresponding 
to those covered by the judgments of the Court of Claims in 
the Myers and related cases on the same footing, whether or 
not they have filed claims in the court. The assembly of 
this data will present considerable difficulty because. the 
records have been destroyed in many instances. It is im- 
possible at this time to state how long the assembly will 
require or how complete the result will be. Our objective is 
to have the available data compiled in October of this year, 
but the task is an imposing one. 


Mr. Gaston’s assurance was carried forward and on the same day 
as his letter, formal instructions were issued in Bureau Circular Letter 
No. 2439, supplement No. 5, instructing the collection of the data 
necessary to determine the amounts due and owing to customs em- 
ployees both at seaports and at border facilities. The circular letter 
stated that it was issued: 


In order that the Bureau may be prepared to submit esti- 
mates to the Congress for an appropriation to give general 
effect to the decision of the Supreme Court in the Myers 
case. 


Customs employees generally were thereupon requested to and did in 
fact compile data on all amounts earned by them but unpaid in 
accordance with the instructions by the Commissioner of Customs. 

The customs men, of course, approved the Treasury’s position. 
More important, perhaps, at the present time is the fact that they 
fully expected that the Treasury would take just that attitude, and 
they consequently relied upon it. That was not sleeping on their 
rights; that was simply believing, as they had every right to believe, 
that the Treasury itself would be in the forefront of the effort to see 
to it that equality of treatment, and not inequality of treatment, would 
be the rule. The Immigration Service, when the decision in the 
O’Rourke case finally settled in the employees favor the compensa- 
bility of certain overtime known as daytime overtime, did just what 
the customs men expected the Treasury to do—settled administratively 
with all of its employees for 10 years back: 

The Treasury Department, it is true, did cause a bill to be intro- 
duced in the 79th Congress (8S. 2074), which contained one section 
which, it is assumed, the Treasury believed would accomplish ‘the 
purpose which it had stated. Similar bills were introduced in the 
80th Congress (H. R. 3403 and S. 1308). Each of these bills pro- 
vided for the creation of a special committee to determine and admin- 
ister the individual payments, but none of the bills was drafted to 
make it possible for the committee to give effect to all of the extra 
compensation rights which the customs employees had established 
by litigation. For this reason the employees opposed the Treasury 
bills, and themselves secured the introduction of. bills which they be- 
lieved more properly stated the extent of their rights. In the 79th 
Congress these were S. 930 and S. 2363. In the 80th Congress they 
were S. 113 and S. 780 and their companion bills H. R. 1695 and 


H. R. 2356. In the 81st Congress they were H. R. 3714 and H. R. 
7737. 
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All of these bills were subject to the difficulty that they were, in 
a sense substantive legislation which attempted to state or restate 
what the rights of the employees would be. As a result there was, 
perhaps inevitably, controversy. The present bill eliminates that 
difficulty by being simply a procedural bill which leaves to the Court 
of Claims, and if necessary to the Supreme Court, the determination 
of what rights the employees have during the period which is open 
to them by the waiver of the technical defenses such as the statute 
of limitations. 

In the light of this short historical statement, perhaps the equities 
of the bill can be made more explicit. The statute of limitations for 
claims against the United States is 6 years. When the employees 
finally in 1937 were forced to resort to litigation, Mr. Myers and the 
four other plaintiffs who joined in that test case claimed, and ulti- 
mately recovered, overtime compensation back to August 1931, 6 
years prior to the date of the filing of their complaint. Other em- 
ployees naturally awaited the outcome of that decision believing that 
a favorable decision in that case would secure their rights as well as 
the rights of the particular plaintiffs involved. 

It was not until late in 1944 that the customs employees were 
generally convinced that only litigation by each of them would suc- 
cessfully establish the rights that they claimed. In 1944 and the 
years immediately following, a great number of employees conse- 
quently did file suits in the Court of Claims and have duly recovered 
the amounts due them from 1938. Some of them, however, preferred 
to await administrative relief and in consequence have not recovered 
even as far back as 1938. Many also filed claims with the Comp- 
troller General, who operates under a 10 rather than a 6-year statute 
of limitations, but who has not accepted the decisions of the Court 
of Claims in the O’Rourke case. 

S. 924 provides that the waiver of the technical procedural de- 
fenses shall be effective for the period beginning August 31, 1931; 
that is the date from which the original Myers suit plaintiffs were 
allowed to recover. It is also, although fortuitously, the approximate 
date upon which the Treasury Department was formally made aware 
of the employees’ contentions by the hearing before the Commissioner 
of Customs. 

The Senate will recognize that August 31, 1931, is in one sense 
arbitrary in that it fails to recognize the rights of the employees to 
recover for extra compensation which they earned and which they 
were not paid under the statutes which had been in existence for 
almost two decades earlier. On the other hand, the Senate will 
also recognize that under this bill all customs employees will be 
treated alike—those who have litigated and those who reasonably 
relied upon the litigation without themselves becoming plaintiffs; 
unose who filed formal claims or took court action and those who chose 
to rely upon the pronouncements of the Treasury, looking toward 
ultimate administrative relief. 

There need be no fear that it will be burdensome for the Customs 
Bureau to determine the amounts due to individual men. Much of 
that work has already been done by the detailed survey which was 
made under the direction of the Customs Bureau in 1944, following 
the Myers decision in the Supreme Court. Moreover, the burden of 
establishing the time for which the man claims is upon the man 
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himself—if he cannot make the proof requisite to recovery in the 
Court of Claims, he will simply not recover. 

It is pertinent to note that S. 924 is by no means unusual in what it 
seeks to do. Historically such statutes have been enacted by Con- 
gress to honor obligations of the United States to groups or individuals 
who were denied their rights over long periods of time. For example, 
Public Law 440 of the 8ist Congress conferred jurisdiction on the 
Court of Claims back to 1934 to determine the amounts due as over- 
time to employees of the Alaskan Railroad after their rights were 
finally established by the judicial decisions construing their overtime 
pay statutes in Townsley v. United States (323 U.S. 557) and Hearne 
v. United States (107 C. Cls. 335, cert. denied, 331 U. S. 858). 
Literally hundreds of similar instances are to be found in the private 
laws passed by Congress, where rigid application of limitations would 
lead to injustice. Six such private laws were passed in the 2d session 
of the 82d Congress (Private Laws 415, 491, 765, 826, 1009, 1018). 
And this committee is thoroughly familiar with the statutes which 
permit Indian tribes to file suit in the Court of Claims to determine 
literally ancient rights. 

No doubt the Senate will be interested to know the probable amount 
that will be recovered by customs officers and employees if this bill 
becomes law. If it be very small perhaps the Congress should not be 
bothered by being asked to pass legislation. On the other hand, 
perhaps it can be so large that consideration of its own solvency 
might impel the Congress to deny relief even to a meritorious claim. 
The latter situation, or one closely analogous to it, was present when 
Congress eliminated the multi-billion-dollar liabilities created by the 


Supreme Court’s portal-to-portal decision under the Fair Labor 
Standards Act. 

Here, the amount falls in neither the “too small” nor the “too 
large’ category. The survey made by the Customs Bureau in 1944, 
in which the men were asked to list the amounts due them back to 
1931, showed for the 13-year period 1931-44 total claims of about 
$3,750,000. fae in mind that during the early part of that 

o 


period salaries were lower than in the war years, that fewer men were 
then employed, and that many will not sue because of death and the 
like, the probable recovery under this bill would be about $750,000. 
We believe, stated somewhat differently, that suits will be filed by 
about 500 present or past customs men, and that the average amount 
of their claims from the period from August 1931 to the various dates 
back to which they have already recovered will be around $1,500. 

The bill, in section 2, provides that no part of the money in excess 
of 5 percent shall be delivered to any agent or attorney for services 
in connection with a claim, and makes the payment or acceptance of 
an amount in excess thereof a misdemeanor. 

Attached hereto is a letter and memorandum received from the 
Treasury Department under date of July 29, 1953, on S. 509 of the 
83d Congress. 
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Treasury DEPARTMENT, 
Washington, July 29, 1958. 
Hon. Wititiam LANGER, 
Chairman, Committee on the Judiciary, 
Inited States Senate, Washington, D. C. 

My Dear Mr. CuarrMan: The attention of this Department has 
been called to S. 509, a bill to confer jurisdiction upon the United 
States Court of Claims to hear, determine, and render judgment upon 
the claims of customs officers and employees to extra compensation 
for Sunday, holiday, and overtime services performed after August 
31, 1931, and not heretofore paid in accordance with existing law, 
which is pending before your committee. 

The proposed legislation would confer jurisdiction on the Court of 
Claims to determine and render judgments for the full amounts due 
customs officers or employees for all services performed since August 
31, 1931, under the provisions of section 5 of the act of February 13, 
1911,/as amended (19 U. S. C. 261, 267), notwithstanding any prior 
judgments of the Court of Claims or prior settlements by the General 
Accounting Office or any bar of limitations or lapse of time, provided 
that such judgments shall not include services for which extra com- 
pensation has been paid or certified for payment pursuant to any 
judgment of the Court of Claims. 

The Treasury Department is opposed to the enactment of the pro- 
posed legislation. ‘There is attached a memorandum which sets forth 
the Department’s reasons for this position. 

The Department has been advised by the Bureau of the Budget 
that there is no objection to the submission of this report to your 
committee. 

Very truly yours, 
H. CuHapmMan Ross, 
Acting Secretary of the Treasury. 


MEMORANDUM Ke 8. 509 


The general purpose of the proposed legislation would appear to be 
to provide for the adjudication of claims of customs officers and em- 
ployees for extra compensation for overtime, Sunday, or holiday serv- 
ices which was not considered to be payable prior to the decisions of 
the Supreme Court of the United States in the case of United States v. 
Myers (320 U.S. 561) and the United States Court of Claims in the 
case of O'Rourke v. United States (109 Ct. Cls. 33). These claims 
would otherwise be barred by the 6-year statute of limitations on 
suits in the Court of Claims (28 U. S. C., Supp. V, 2501) and the 
10-year period of limitations on claims cognizable by the General 
Accounting Office (31 U.S. C. 257). 

In addition to the large number of suits filed in the Court of Claims 
since September 1937, seeking recovery of extra compensation, similar 
to the Myers and O’Rourke cases, supra, to which the 6-year statute 
of limitations applies, there have been submitted to the General Ac- 
counting Office a great number of similar claims under the 10-year 

eriod of limitations applicable to claims cognizable by that office. 
t is understood that a substantial number of those claims have been 
considered by the General Accounting Office and that many of the 
claims have been allowed, in whole or in part, and the amounts paid. 
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It would appear, from the provisions of S. 509, that the extension 
of the jurisdiction of the Court of Claims to cover claims for a period 
in excess of 20 years in this special class of cases, would at the same 
time authorize the reconsideration and adjudication of claims alread 
considered and decided by the General Accounting Office covering all 
or part of the service involved in the decision of that Office when such 
decision is adverse to the position of the claimants. In many of the 
claims decided by the General Accounting Office, it is believed, the 
issue presented involved services for which payment was not con- 
sidered to be authorized under the decisions in the Myers or O’Rourke 
cases, supra. There is no apparent restriction on reopening these 
decided issues by filing new claims under the provisions of S. 509. 

Furthermore, there are now suits pending in the Court of Claims, 
filed within recent years, by customs employees performing functions 
different from those involved in the Myers and O’Rourke cases, 
supra, as well as suits involving issues not previously decided in those 
cases. It would appear from the provisions of S. 509 that any decision 
favorable to the employees on any new issue, or involving any 
different function, would allow an entirely new series of claims to be 
filed, covering the entire 20-year period without regard to whether the 
issue had ever been raised or considered before the date of enactment 
of the proposed legislation. 

In almost all such cases, 5. 509 would involve laborious reconsidera- 
tion of old records, or recomputations and redeterminations with 
respect to matters on which all records may have been destroyed. It 
does not appear that the time, effort, or expense to the Government in 
connection with such claims would be warranted, 

In view of the above, the Treasury Department is opposed to the 
enactment of the proposed legislation. 


O 
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CERTAIN CASES IN WHICH THE ATTORNEY GENERAL 
HAS SUSPENDED DEPORTATION 


FEBRUARY 24, 1958.—Ordered to be printed 


Mr. Eastianp, from the Committee on the Judiciary, submitted the 
following 


REPORT 


{To accompany 8S. Con. Res. 67] 


The Committee on the Judiciary, to which were referred certain 
cases in which the Attorney General has suspended deportation for 
more than 6 months, having considered the same, reports favorably 
on certain of said cases and recommends that Senate Concurrent 
Resolution 67 with reference to certain of said cases do pass. 


PURPOSE OF THE CONCURRENT RESOLUTION 


The purpose of the concurrent resolution is to record congressional 
approval in accordance with Public Law 863 of the 80th Congress of 
suspension of deportation in certain cases in which the Attorney 
General has suspended deportation for more than 6 months. 


STATEMENT OF FACTS 


Since 1940 and prior to July 1, 1948, the law provided in substance 
that the Attorney General may suspend deportation of certain aliens 
if he finds that such deportation would result in serious economic 
detriment to a citizen of the United States or legally resident alien who 
is the spouse, parent, or minor child of such deportable aliens. Under 
the then existing law such suspension of deportation was subject to 
review by the Congress; but if within a designated period of time the 
Congress did not pass a concurrent resolution stating in substance 
that the Congress does not favor the suspension of deportation, the 
suspension was final, and the status of the alien involved was adjusted 
to that of a permanent resident. 
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CERTAIN CASES OF SUSPENDED DEPORTATION 


Public Law 863 of the 80th Congress (approved July 1, 1948) 
enlarged the classes of deportable aliens who were eligible for suspen- 
sion of deportation by adding to the group of aliens eligible for sus- 
pension (a) certain aliens theretofore ineligible by reason of race, 
and (b) aliens who have resided continuously in the United States 
for 7 years or more and were residing in the United States on the 
effective date of the act. The procedure prescribed by the applicable 
law requires affirmative congressional approval in each case before 
the suspension of deportation becomes final and the status of the alien 
can be adjusted to that of a permanent resident. 

Between February 1 and August 15, 1957, there were referred to the 
Congress a total of 37 cases. Of these cases, 36 have been approved 
and are included in the concurrent resolution, and 1 case is being held 
for further study and investigation. 

In each case which is recommended for approval, a careful check 
has been made to determine whether or not the alien (a) has met the 
requirements of the law, (6) is of good moral character, and (c) is 
possessed of strong equities which would warrant the granting of 
suspension of deportation. 

The committee, after consideration of all the facts in each case re- 
ferred to in the concurrent resolution, finds that the concurrent reso- 
lution should be enacted and it accordingly so recommends its enact- 
ment. 


C 
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ARMED FORCES DAIRY PRODUCTS PROGRAM 


Fespruary 24, 1958.—Ordered to be printed 


Mr. E.Lenper, from the Committee on Agriculture and Forestry, 
submitted the following 


REPORT 


[To accompany §. 3341] 


The Committee on Agriculture and Forestry reported an original 
bill (S. 3341), to extend the Armed Forces dairy products program 
for 3 years, with a recommendation that it do pass. 

This bill would— 

(1) extend the Armed Forces dairy products program for 3 
years until December 31, 1961; and 

(2) extend the benefits of the program to the Coast Guard 
and the Merchant Marine Academy in the manner provided by 
5. 1696, which passed the Senate on August 5, 1957, and is now 
pending in the House of Representatives. 

The authority for the program is contained in section 202 of the 
Agricultural Act of 1949, which requires the Commodity Credit 
Corporation to make dairy products acquired through price-support 
operations available to (1) the Administrator of Veterans’ Affairs 
to supplement the ration in VA hospitals, and (2) the Secretary of 
the Army to supplement the ration of the Army, Navy, and Air 
Force and the ration of Defense Department hospitals. As it would 
be amended by the bill, it would similarly provide for supplementing 
the ration of the Coast Guard and the Merchant Marine Academy. 
Section 202 expires December 31, 1958. The bill would extend it 
to December 31, 1961. 

The Secretary of Agriculture, in testimony before the committee 
on January 17, submitted the following recommendation: 


Also, the consumption of fluid milk by the military per- 
sonnel and veterans’ hospitals patients has been greatly in- 
creased through a special program in which CCC is paying 
about half of the cost of milk purchased by those agencies 
over and above their normal purchases. Last year, CCC 
paid $16,356,000 of such cost. Milk consumption by the 
military personnel expanded substantially. In addition, 
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during calendar 1957, CCC donated 23 million pounds of 
butter and 2 million pounds of cheese to these agencies: for 
use above their normal requirements. 

These programs are carried out under the authority con- 
tained in the 1954 and subsequent amendments to the Agri- 
cultural Act of 1949 for CCC to buy milk and dairy products 
for price support and to donate these products to military 
agencies and veterans’ hospitals for their increased use. 
The authority to donate dairy products is scheduled to ex- 
pire December 31, 1958. The Department of Agriculture 
recommends that the authority be extended for 2 years 
through December 31, 1960. 


The amount of the annual payment to the Administrator of Veter- 
ans’ Affairs and the Secretary of the Army is expected to level off at 
about $25 million. The quantity of dairy products transferred an- 
nually is expected to be about the same as that for the fiscal year ended 
last June. The market value of such quantity would be about $13 
million. 

Attached are a statement describing the program administered 
under the authority to be extended and the reports of the Departments 
of Agriculture and Treasury recommending enactment of S. 1696, the 
provisions of which have been included in the present bill. 


SPECIAL PROGRAMS TO INCREASE CONSUMPTION OF MILK AND 
DAIRY PRODUCTS BY THE MILITARY PERSONNEL AND VET- 
ERAN’S HOSPITAL PATIENTS 


Fluid milk 

The Agricultural Act of 1954 amended section 201 (ec) of 
the Agricultural Act of 1949 to authorize the purchase of 
milk (as well as other dairy products) in order to support 
prices to producers for milk and butterfat and added section 
202 to authorize CCC to donate dairy products to the vet- 
eran’s hospitals and armed services for their increased use. 

In a special program inaugurated under this legislative 
authority CCC has paid part of the cost of additional fluid 
milk purchased and consumed by the military agencies since 
October 1954 and by the Veterans’ Administration since 
March 1955. The part paid by CCC has been $4.10 per 
hundred pounds or about half of the total cost of the in- 
creased milk purchased. This has been the approximate 
cost to CCC of buying and removing from the market an 
equivalent quantity of milk in the form of butter and nonfat 
dry milk. 

During the fiscal year that ended June 30, 1957, CCC paid 
to the armed services and Veterans’ Administration $16.4 
million under this special milk program. As a result of the 
program the military personnel increased their consumption 
of milk by about 400 million pounds, and their total con- 
sumption was more than double the normal rate. 


Other dairy products 
CCC also has made available butter, cheese, and nonfat 
dry milk to the military agencies and Veterans’ Administra- 
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tion for their increased uses since September 1954. During 
the fiscal year ended June 30, 1957, CCC donated to such 
agencies for their increased use 20.7 million pounds of 
butter, 1.7 million pounds of Cheddar cheese, and 72,000 
pounds of nonfat dry milk. 

By increasing the consumption of milk and its products, 
the special milk program and the transfer ‘s of dairy products 
to the armed services and Veterans’ Administration have 
helped to keep down the CCC price-support purchases of 
dairy products and to reduce CCC inventories of those 
products. 


DEPARTMENT OF AGRICULTURE, 
Washington, D. C., July 2, 1957. 
Hon. ALLEN J. ELLENDER, 
Chairman, Committee on Agriculture and Forestry, 
United States Senate. 

Dear Senator ELLENDER: This replies to your request of March 
26 for a report on S. 1696, a bill to amend the Agricultural Act of 1949 
to provide for furnishing the Coast Guard Academy and the United 
States Merchant Marine Ac ademy with surplus dairy products. The 
bill would amend section 202 of the Agricultural Act of 1949, as 
amended, to make cadets and midshipmen at, and other personnel 
assigned to, the Coast Guard Academy and the United States Mer- 
chant Marine Academy eligible to receive dairy products that are 
made available by Commodity Credit Corporation to the Secretary of 
the Army for increased use by the military agencies. 

The Department recommends enactment of the bill. 

The quantities of dairy products acquired by CCC under the dairy 
support program have exceeded the quantities that could be sold by 
CCC in available market outlets. It has been possible to reduce the 
CCC inventory only by donating substantial quantities for increased 
use by military personnel and veterans hospital patients and for domes- 
tic and foreign school lunch and welfare uses. 

By increasing the number of persons eligible to receive and to 
increase their consumption of milk and its products pursuant to 
section 202 of the Agricultural Act of 1949,.as amended, the proposed. 
bill will aid in increasing total consumption and in keeping down 
CCC’s inventory of dairy products acquired under the milk and 
butterfat price support program. 

Your atte ntion is invited to a technical inaccuracy in the bill. The 
“and (3) * * *” phrase should be inserted before the period at the 
end of the first sentence of subsection (b) rather than at the end of 
the subsection. This may be accomplished by inserting in line 7 after 
the word ‘‘end”’ the phrase ‘‘of the first sentence.” 

The Bureau of the Budget advises that there is no objection to the 
submission of this report. 

Sincerely yours, 


True D. Morse. 
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TREASURY DEPARTMENT, 
Washington, D. C., July 2 19 V5? 
Hon. ALLEN J. ELLENDER, 
Chairman, Committee on Agriculture and Forestry, 
United States Senate, Washington, D. C. 

My Dear Mr. Cuarrman: Reference is made to S. 1696, to amend 
the Agricultural Act of 1949 to provide for furnishing the Coast 
Guard Academy and the United States Merchant Marine Academy 
with surplus dairy products, which has been referred to your committee. 

The purpose of the bill is to amend section 202 of the Agricultural 
Act of 1949 (7 U. S. C. 1446a), so as to authorize cadets and mid- 
shipmen at, and other personnel assigned to, the Coast Guard Acad- 
emy and United States Merchant Marine Academy to receive addi- 
tional dairy products as a part of their ration. This program is now 
in effect with respect to military members of the Army, Navy, and 
Air Force, and to hospitals under the Veterans’ Administration. 

The interest of the Treasury Department in the bill is limited to the 
effect of its enactment on the Coast Guard. 

Since all military members of the other Armed Forces are included 
in section 202, it is recommended that the bill be amended so as to 
extend the benefits of the section to all military members of the Coast 
Guard. 

The Treasury Department would have no objection to the enact- 
ment of S. 1696 with the recommended amendment. 

The Department has been advised by the Bureau of the Budget 
that there is no objection to the submission of this report to your 
commiuittee. 

Very truly yours, 
Davip W. KENDALL, 
Acting Secretary of the Treasury. 


CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the ae 
Rules of the Senate, changes in existing law made by the bill, 
reported, are shown as follows (existing law proposed to be faites i is 
enclosed in black brackets, new matter is printed in italic, existing 
law in which no change is proposed is shown in roman): 


AGRICULTURAL AcT OF 1949, AS AMENDED 


Src. 202. As a means of increasing the utilization of dairy products, 
(including for purposes of this section, milk) upon the certification 
by the Administrator of Veterans’ Affairs or by the Secretary of the 
Army, acting for the military departments under the Department of 
Defense’s Single Service Purchase Assignment for Subsistence, or 
their duly authorized representatives that the usual quantities of dairy 
products have been purchased in the normal channels of trade 

(a) The Commodity Credit Corporation until December 31, E1958] 
1961, shall make available to the Administrator of Veterans’ Affairs at 
warehouses where dairy products are stored, such dairy products ac- 
quired under price-support programs as the Administrator certifies 
that he requires in order to provide butter and cheese and other dairy 
products as a part of the ration in hospitals under his jurisdiction. 
The Administrator shall report monthly to the Committees on Agri- 
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culture of the Senate and House of Representatives and the Secretary 
of Agriculture the amount of dairy products used under this subsection. 

(b) The Commodity Credit Corporation until December 31, [1958] 
1961, shall make available to the Secretary of the Army, at warehouses 
where dairy products are stored, such dairy products acquired under 
price-support programs as the Secretary of the Army or his duly 
authorized representative certifies can be utilized in order to provide 
additional butter and cheese and other dairy products as a part of the 
ration (1) of the Army, Navy, [or] Air Force, or Coast Guard, [and 
as a part of the ration] (2) in hospitals under the jurisdiction of the 
Department of Defense, and (3) of cadets and midshipmen at, and 
other personnel assigned to, the United States Merchant Marine Academy. 
The Secretary of the Army shall report every six months to the Com- 
mittees on Agriculture of the Senate and the House of Representatives 
and the Secretary of Agriculture the amount of dairy products used 
under this subsection. 

(c) Dairy products made available under this section shall be made 
available without charge, except that the Secretary of the Army or the 
Administrator of Veterans’ Affairs shall pay the Commodity Credit 
Corporation the costs of packaging incurred in making such products 
so available. 

(d) The obligation of the Commodity Credit Corporation to make 
dairy products available pursuant to the above shall be limited to dairy 
products acquired by the Corporation through price-support opera- 
tions and not disposed of under provisions (1) and (2) of section 416 
of this Act, as amended. 
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SPECIAL SCHOOL MILK PROGRAM EXTENSION 


Fepruary 24, 1958.—Ordered to be printed 


Mr. E.uenper, from the Committee on Agriculture and Forestry, 
submitted the following 


REPORT 


(To accompany 8. 3342] 


The Committee on Agriculture and Forestry reported an original 
bill (S. 3342), to continue the special milk program for children in 
the interest of improved nutrition by fostering the consumption of 
fluid milk in the schools, with a recommendation that it do pass. 

This bill extends the special school milk program for 3 years to 
June 30, 1961. It would make no change in the program. 

The present authority for the special school milk program is con- 
tained in section 201 (c) of the Agricultural Act of 1949 and expires 
June 30, 1958. In order to recognize the primary purpose of the pro- 
gram as improved nutrition for schoolchildren, the bill provides for 
the extension of the program by separate legislation, not amendatory 
of the Agricultural Act of 1949; and specifies that amounts expended 
under either the original or the extended program shall not be con- 
sidered as amounts ‘expended for price support purposes. The Sec- 
retary of Agriculture in recommending extension of the program 
testified on January 17 as follows: 


We are recommending a 2-year extension in the special 
milk program to increase fluid milk consumption by children 
in schools, summer camps, and child-care institutions. 
This will extend the present annual authorization of $75 
million through June 30, 1960. This program is making an 
outstanding contribution to the expansion of markets for 
fluid milk. Equally important, it is providing more children 
with more milk—a very real improvement as far as their 
dietary needs are concerned. 

During 1957, participating children consumed 1.8 billion 
half pints of milk, a 29 percent increase over 1956, and 
expenditures totaled $61 million. An additional 1.8 billion 
half pints of milk were consumed under the national school 
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lunch program. So, as a result of the two programs, children 
consumed 3.6 billion half pints of milk last year. 


It is anticipated that the annual cost of the program will approxi- 
mate the full $75 million authorized by the bill. 

A statement prepared by the Department of Agriculture desc ribing 
the program administered under the authority to be extended is set 
out below. Participating schools receive the amount by which the 
cost of the milk to the children is reduced below the cost of the milk to 
the school (including the handling costs allowed), but not more than 
the maximum amount specified in the statement. 


DEPARTMENT OF AGRICULTURE, AGRICULTURAL MARKETING 
Service, Wasuineton, D. C. 


SPECIAL MILK PROGRAM 


The special milk program was initially authorized under the 
Agricultural Act of 1954 and provided for the use of $50 
million of CCC funds for a milk program in schools for each 
of the fiscal years 1955 and 1956. In April 1956, legislation 
was enacted to extend the program through 1958 and to in- 
crease the authorization to $60 million for 1956 and $75 mil- 
lion for 1957 and 1958. The program was also extended to 
include all nonprofit nursery schools, child-care centers, 
settlement houses, summer camps, and similar nonprofit 
institutions devoted to the care and training of underprivi- 
leged children. Subsequent legislation, in July 1956, re- 
moved the reference to underprivileged children. The 
primary objective of the program is to increase the consump- 
tion of fluid milk by children of school age and, thereby, help 
to reduce the movement of manufactured dairy products into 
CCC inventories. 

Assistance is provided to eligible schools and child-care 
institutions in the form of reimbursement payments, for milk 
consumed by the children. Methods of encouraging increased 
milk consumption are determined by those who know most 
about the opportunities—the local school official, or the 
director of the child-care institution. These local people decide 
when and how the milk is to be offered to children, and—if 
the milk is sold as a separate item—what price is to be 
charged the children. Then, the school or child-care institu- 
tion applies for participation in the program. 

The Department of Agriculture has established the maxi- 
mum amounts that may be paid to any participating school 
or institution. Schools serving type A or B meals under the 
national school lunch program may receive up to 4 cents 
reimbursement for each half pint served in excess of the 
first half pint in a type A or B lunch. All other schools and 
all child-care institutions may receive up to 3 cents reim- 
bursement for each half pint of milk served to children. 

If the school or child-care institution offers milk to children 
as a separately priced item, maximum use of the reimburse- 
ment payments must be made to reduce the price of milk to 
children. Within the maximum rates established by the 
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Department of Agriculture, the amount of reimbursement 
provided will depend upon the cost of milk to the school or 
child-care institution, the proposed selling price to cbildren, 
and the cost of handling milk within the school or institution. 
In general, it is expected that such handling cost will not 
exceed 1 cent per half pint. 

Boarding or institutional schools, summer camps, and 
many child-care institutions usually do not offer milk as a 
separately priced item to children. When such schools and 
institutions apply for participation, they outline the planned 
methods and practices by which they intend to increase milk 
consumption by children. The schools and institutions are 
then reimbursed for the cost of the additional milk served 
to children. 

During the first year of operation a total of approximately 
450 million half pints of milk were consumed by children in 
41,000 schools at a Federal expenditure of $17.1 million. 
The second year of operation there were 62,266 schools par- 
ticipating in which $45.8 million of Federal funds were 
expended reimbursing the consumption of 1.4 billion half 
pints of milk. This past year (fiscal year 1957) children in 
71,239 schools and child-care institutions consumed about 
1.75 billion half pints at a Federal expenditure of $60.5 
million. 

COMPARISON WITH EXISTING LAW 


The bill makes no change in existing law, but provides new authority 


for a program now authorized by existing law. For the purpose of 
comparing the new authority with the existing authority, language 
which is contained in both the existing law and the bill is shown in 
bold face type as follows: 


AGRICULTURAL Act oF 1949 


Sxc. 201 (c) * * * 

For the period beginning September 1, 1954, and ending June 30, 
1955, not to exceed $50,000,000, and for the fiscal year ending Juna 30, 
1956, not to exceed $60,000,000, and for each of the two fiscal years 
in the period beginning July 1, 1956, and ending June 30, 1958, not 
to exceed $75,000,000, of the funds of the Commodity Credit Cor- 
poration shall be used to increase the consumption of fluid milk by 
children in (1) nonprofit schools of high-school grade and under; 
and in (2) nonprofit nursery schools, child-care centers, settlement 
houses, summer camps, and similar nonprofit institutions devoted 
to the care and training of children. 


THE BILL 


That for each of the three fiscal years in the period beginning July 1, 
1958, and ending June 30, 1961, not to exceed $75,000,000 of the 
funds of the Commodity Credit Corporation shall be used to increase 
the consumption of fluid milk by children (1) in nonprofit schools 
of high-school grade and under; and (2) in nonprofit nursery schools, 
child-care centers, settlement houses, summer camps, and similar 
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nonprofit institutions devoted to the care and training of children. 
Amounts expended hereunder and under the authority contained in 
the last sentence of section 201 (c) of the Agricultural Act of 1949, as 
amended, shall not be considered as amounts expended for the purpose 
of carrying out the price-support program. 


O 
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EXTENSION OF ACCELERATED BRUCELLOSIS 
ERADICATION PROGRAM 


Fesprvuary 24, 1958.—Ordered to be printed 


Mr. EL_enpeEr, from the Committee on Agriculture and Forestry, 
submitted the following 


REPORT 


[To accompany S. 3343] 


The Committee on Agriculture and Forestry reported an original 
bill (S. 3343), to extend the accelerated brucellosis control program 
under section 204 (e) of the Agricultural Act of 1954 for 2 additional 
years, with a recommendation that it do pass. 

This bill extends the accelerated brucellosis eradication program for 
2 years until June 30, 1960. This program is provided for by section 
204 (e) of the Agricultural Act of 1954, which authorizes the transfer 
of $20 million of Commodity Credit Corporation funds annually to the 
appropriation available for brucellosis eradication, the purpose being 
to accelerate the program through (1) increasing indemnities (to not to 
exceed $50 per head); (2) increasing the number of indemnities; and 
(3) defraying additional administrative expenses. Section 204 (e) 
expires with the fiscal year ending June 30, 1958. 

The annual fund transfer authorized by the bill is limited to $20 
million. The amount which will actually be transferred may be ex- 
pected to compare with the amounts transferred in prior years as 
shown in the attached statement of the Department. The statement 
and the report of the Department suggest that the funds should be 
provided by the regular budgetary process rather than by the present 
bill. Your committee felt that while the required funds could always 
have been so provided, section 204 (e) in providing for a special, tem- 
porary, accelerated program has put a special emphasis on the pro- 
gram, and has actually resulted in great improvement in the brucellosis 
situation. Your committee feels that this special emphasis and direc- 
tion is required for another 2 years and so recommends enactment. of 


the bill. 


“OCOG 
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DESCRIPTION OF THE ACCELERATED BRUCELLOSIS PROGRAM PREPARED 
By tHE DEPARTMENT OF AGRICULTURE 


BRUCELLOSIS ERADICATION PROGRAM 


Method of financing the accelerated program 

Under section 204 (e) of title II of the Agricultural Act of 
1954, Public Law 690, approved August 28, 1954, provision 
was made for $15 million annually to be transferred from the 
Commodity Credit Corporation for the purpose of accelerat- 
ing the brucellosis eradication program. ‘This section was 
further.amended by Public Law 465, approved April 2, 1956, 
to increase the amount for the fiscal year 1956 to $17 million 
and the amount for each of the fiscal vears 1957 and 1958 
to $20 million. 

The funds for the accelerated program and funds available 
under the appropriation for the regular brucellosis program 
are shown by the following tabulation: 


Appropria- 


Funds ad- tion under 
vanced by |‘‘Salariesand| Total Fed- 
Fiscal year Commodity expenses, eral cost of 
Credit Cor- | Agricultural program 
poration Research 
Service’’ 
1955 $11, 558, 697 $3, 774, 700 $15, 333, 397 
1956 16, 224, 435 3, 961, 165 20), 185, 600 
1957 17, 037, 182 3, 962, 400 20, 999, 582 
1958 (estimate) 17, 400, 000 4, 139, 300 21, 539, 300 
1959 (estimate) 15, 000, 000 15, 000, 000 


The authority for transferring funds from the Commodity 
Credit Corporation for an accelerated program expires June 
30, 1958. <A supple mental appropriation to reimburse Com- 
modity Credit Corporation for the costs of the 1957 acceler- 
ated program is being requested for fiscal year 1958. An 
appropriation to reimburse the Cor poration for the cost of the 
1958 program will be requested in the 1960 budget. 


Program operations 

Considerable progress was made in all fields of operation 
during fiscal years 1955-57. Most of the testing service 
required was provided by practicing veterinarians employed 
on a fee basis. While Federal indemnities were paid in most 
States at a rate not exceeding $25 for grade animals and $50 
for purebred animals, it was held below this level, or elimi- 
nated entirely, in a few States. Although the majority of the 
States also made indemnity payments to owners for reacting 

cattle, there are four States in which neither State nor Federal 
sae ante Te was paid. There was an encouraging decrease in 
the percentage of reactors disclosed in cattle tested and an 
increase in the percentage of reactors slaughtered. 

There has been an encouraging increase in the amount 
of area work leading to certification in the various States. 
Most of the States are doing everything possible to encourage 
owners to participate in area programs so that eradication 
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gains may be held and further expanded. The fact that 
95 percent of the reactors found during the fiscal year 1957 
were reported as slaughtered indicates that owners are 
becoming more convinced that it is not profitable to permit 
brucellosis to remain in their herds. 

Extensive gains were made during fiscal year 1957. 
Additional States inaugurated work on an area cleanup 
basis. The number of counties certified during the year 
exceeded any previous year. The percentage of reactors and 
infected herds disclosed through tests decreased. There 
was a continued increase in the number of herds screened by 
the milk ring method. The brucellosis ring test made it 
unnecessary to blood-test individual cattle in many herds. 

Good progress has been made in brucellosis eradication 
since the beginning of the accelerated program in October 
1954, as shown by the following tabulation: 


| | | 


Modified-certified brucellosis-free status | October 1954 | June 30, 1957 Estimated, 
| June 30, 1958 


States, and Puerto Rico 


} “ 16 
Counties... 341 | 


1, 553 


xn 
Ww 
oan 


The modified-certified brucellosis-free status means that 
the infection has been reduced to not more than 1 percent of 
the cattle in not more than 5 percent of the herds. Although 
this means that the area is comparatively free of the disease 
it is still necessary to continue the work to further eliminate 
infection and eventually to completely eradicate it. 

Area work leading to certification is underway in 34 
States. 

The data listed below show cattle blood-tested, reactors 
found to the blood tests, herds ring-tested, and calves 
vaccinated during fiscal years 1955, 1956, and 1957 respec- 
tively, and estimates for fiscal year 1958: 


| 
Fiscal year | Fiscal year Fiscal year | Fiscal year 
1955 | 1956 | 1957 | 1958 
| (estimated ) 


Cattle blood-tested le 14, 186, 241 16, 754, 195 15, 913, 396 | 15, 900, 000 


Reactors to blood test____._- 365, 247 366, 524 280, 253 | 248, 000 
Herds ring-tested 1, 200, 898 1, 727, 581 | 1, 866, 444 | 1, 900, 000 
Suspicious herds to ring-test ee 278, 847 255, 503 | 212, 580 | 213, 000 
Calves vaccinated | 4, 381, 397 4, 772, 535 5, 501, 445 5, 500, 000 


| 

Efforts are being continued to find a satisfactory screen 
test procedure for the range areas comparable to the ring 
test in dairy areas. The efficiency of testing cull and dry 
cows at slaughtering establishments and markets as a means 
of locating infected herds in range areas is under study. 
Procedures to accurately identify and trace cull and dry 
cows to the herds of origin need to be improved in order for 
screen testing to be useful. It is expeeted that this problem 
will be solved and screen testing will be approved for at least 
limited use. 
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Need for continuation of program 

The job of brucellosis eradication is only partially com- 
pleted and it needs to be finished as rapidly as possible. 

An interstate brucellosis regulation was put into effect on 
January 1, 1957, which provides protection to areas which 
have achieved a certified status by placing certain restric- 
tions on the interstate movement of cattle. To protect the 
gains already made, it is of the utmost importance that this 
regulation be adequately enforced. 

There is also need to find centers of infection remaining 
in certified areas before they have a chance to spread. The 
brucellosis ring test provides a comparatively inexpensive 
method of continuing screening of large dairy areas. 
Proposed programs in 1959 

The proposed appropriation under this item would provide 
a total Federal appropriation of $15 million for the eradica- 
tion of brucellosis. 


Funds provided 
Fiseal year Federal cost ! | by cooperating 
States and 
counties 


1955 $15, 333, 397 $11, 233, 731 
1956 . 20, 185, 690 15, 730, 479 
1957 ‘ 582 15, 841, 562 
1958 (estimated) 21, 538 16, 700, 000 
1959 (estimated) doe 15, 000, 000 16, 700, 000 


! Federal costs include both appropriated funds and funds transferred from the Commodity 


Credit Corporation. 


Plan of work 

Eradication efforts in certified areas will be continued to 
further reduce the incidence of the disease and place those 
areas closer to the final goal of eradication. Work in an addi- 
tional 400 counties leading to early certification will be under- 
taken, and efforts in other counties will be expanded in the 
direction of lowering the incidence of infection in preparation 
for work on an area cleanup basis. 

Emphasis will be placed on the following procedures: 

1. Locating infected herds and cattle through the brucel- 
losis ring test and the blood test. 

2. Removal of reactors. 

3. Calf vaccination to induce resistance in otherwise sus- 
ceptible cattle. 

4. Enforcement of interstate brucellosis regulations to pre- 
vent spread of the disease. 

In the past, use of Commodity Credit Corporation funds 
were for the purpose of accelerating the brucellosis eradication 
program as a temporary measure. The Department has 
other adequate legislative authority to continue this program 
and funds for this work should be provided by the regular 
budgetary process. 
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DEPARTMENTAL VIEW 


DEPARTMENT OF AGRICULTURE, 
Washington, D. C., February 14, 1958. 
Hon. ALLEN J, Ev LENDER, 
Chairman, Committee on Agriculture and Forestry, 
United States Senate. 


Dear SENATOR ELLENDER: This is in reply to your request of Jan- 
uary 28, 1958 for a report on S. 3148, a bill to extend the accelerated 
brucellosis control program under section 204 (e) of the Agricultural 
Act of 1954 for 2 additional years. 

The Department recommends against the enactment of S. 3148. 

The bill would extend the accelerated brucellosis control program 
2 years to June 30, 1960. The additional 2 years would be financed 
through use of Commodity Credit Corporation funds as authorized by 
section 204 (e) of the Agricultural Act of 1954, as amended by Public 
Law 465, 84th Congress, approved April 2, 1956. The purpose of the 
accelerated brucellosis control program is to eliminate both the disease 
and the infected cattle as rapidly as possible. 

We are in full accord with the objectives of S. 3148, but have recom- 
mended against its enactment, since the use of Commodity Credit 
Corporation funds for the purpose of accelerating the brucellosis erad- 
ication program was a temporary measure. The Department has other 
adequate legislative authority to continue a brucellosis eradication 
program, and funds for this work should be provided by the regular 
budgetary process. The 1959 budget estimates propose that the 
accelerated brucellosis program be financed by a direct appropriation 
of $15 million to the Agricultural Research Service. 

The Bureau of the Budget advises that there is no objection to the 
submission of this report. 

Sincerely yours, 
True D. Morse, 
Acting Secretary. 


CHANGES IN Existinc Law 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as 
reported, are shown as follows (existing law proposed to be omitted 
is enclosed in black brackets, new matter is printed in italic, existing 
law in which no change is proposed i is shown in roman): 


Section 204 (£) oF THE AGRICULTURAL AcT oF 1954 Src. 204 * * * 


(e) As a means of stabilizing the dairy industry and further sup- 
pressing and eradicatinz brucellosis in cattle, the Secretary is author- 
ized to transfer not to exceed $17,000,000 for the fiscal year ending 
June 30, 1956, and $20,000,000 for each of the fiscal years 1957 [and 
1958] through 1960, from funds available to the Commodity Credit 
Corporation to the appropriation item ‘‘Plant and Animal Disease and 
Pest Control” in the Department of Agriculture Appropriation Act 
for such fiscal year for the purpose of accelerating the brucellosis 
eradication program, for the purpose of increasing to not to exceed 
$50 per head of cattle the amount of the indemnities paid by the 
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Federal Government for cattle destroyed because of brucellosis in 
connection with cooperative control and eradication programs for 
such disease in cattle entered into by the Secretary under the authority 
of the Act of May 29, 1884, as amended, for the purpose of increasing 
the number of such indemnities, and for the purpose of defraying any 
additional administrative expenses in connection therewith. There 
are hereby authorized to be appropriated such sums as may ‘be ‘neees- 
sary to reimburse the Commodity Credit Corporation for expenditures 
pursuant to this section. 0 
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AN ACT TO ESTABLISH A POSTAL POLICY AND TO 
ADJUST POSTAL RATES 


Frspruary 24, 1958.—Ordered to be printed 


Mr. Mansrixip (for Mr. Jonnston of South Carolina), from the 
Committee on Post Office and Civil Service, submitted the 
following 


REPORT 


[To accompany H. R. 5836] 


The Committee on Post Office and Civil Service, to whom was 
referred the bill (H. R. 5836) to readjust postal rates and to establish 
a congressional policy for the determination of postal rates, and for 
other purposes, having considered the same, report favorably thereon 
with an amendment and recommend that the bill, as amended, do 
pass. 

AMENDMENT 


The committee amendment strikes out all of the bill after the enact- 
ing clause and substitutes therefor a new bill which appears in the 
reported bill in italic type. 

STATEMENT 


Sweeping increases in postal rates have been urged by the present 
Postmaster General, to one extent or another, on many occasions 
since 1953. 

H. R. 5836, as reported, embodies proposals contained in his 
letters to the Speaker of the House of Representatives and the Vice 
President of the United States dated March 7, 1957, with one major 
difference; that being the 5 cents rate on nonlocal first-class mail. 
The recommendation of the Postmaster General last year requested 
a 4-cent rate on first-class mail, however, the Postmaster General 
this year recommended a 5-cent rate on nonlocal first-class mail. 
This 5-cent rate was approved by the Committee on Post Office and 
Civil Service by a vote of 7 to 6, 2 members of the majority party 
joining with 5 members of the minority party in accepting this pro- 
vision. Several other features of the bill, as reported, also were 
accepted by a vote of 7 to 6. 


20006 








2 AN ACT TO ESTABLISH A POSTAL POLICY AND POSTAL RATES 
THe NEED AND JUSTIFICATION FOR A PostraL Rate Pouicy 


Title I of H. R. 5836, as amended, establishes a postal policy for 
the determination of postal rates. Enactment of this policy declara- 
tion will establish for the first time in over 100 years a comprehensive 
set of ground rules to serve as a guide for the Congress in its rate- 
making legislation, and for the Post Office Department in making its 
rate recommendations to the Congress. From the long-term point 
of view, title I is probably the most important part of this bill. 

Throughout the years, the Congress has legislated on rate matters 
to meet specific needs as they arose. However, never before in recent 
history have these separate actions been viewed as a whole and put 
together as a composite guide not only for the present but for many 
years to come. ‘This policy declaration, if enacted by the Congress, 
should vastly simplify the problem of adjusting postal rates in the 
future. 

Piecemeal action on the rate problem in past years had led to mis- 
understanding by the public of the so-called postal deficit. This 
misunderstanding has even been shared to a degree by officials of the 
Post Office Department and by Members of. Congress. The tre- 
mendous increase since World War II in all costs borne by the Post 
Office Department (per piece costs of handling mail have risen 54 per- 
cent since 1946) has magnified this misunderstanding as the ‘deficit’ 
has risen. The Department has been blamed for annual losses which 
were not of its own making. Various actions of Congress have in- 
creased these losses. 

The Post Office Department has for many years employed an ac- 
counting method known as cost ascertainment. This system allocates 
revenues and expenses by classes of mail and does provide useful in- 
formation for the guidance of Post Office Department officials in the 
management of the postal establishment. However, in the recent 
past, postal officials have yielded to the temptation to use cost ascer- 
tainment figures as a justific ation for increases in postal rates. Mail- 
user groups shave been unanimous in complaining against this practice, 
pointing out that straight accounting methods cannot take into con- 
sideration intangible factors which should be considered in making 
decisions on rates. This point has been condeded by postal officials. 
A recent statement by the Post Office Department declared: 


Cost accounting cannot be applied ina vacuum. The main 
test of the validity of cost allocations in any circumstance is 
one of reasonableness and usefulness in relation to the man- 
agement objectives. One method of cost accounting will be 
proper in deciding whether to expand or contract a business, 
whereas another will be proper in fixing selling prices of a 
commodity. Therefore, cost accounting cannot be expected 
to produce answers to fill the void left by failure of the Con- 
gress thus far to express a statement of policy for the Post 
Office. If such a statement of policy is once made, a method 
of cost finding can be adopted to carry out that policy. 


The committee has been struggling to meet this need for a policy 
statement for a number of years, starting in the 83d Congress. Two 
citizen advisory groups have been created and have contributed 
reports which have proved most useful in preparation of this legis- 
lation. In 1953, pursuant to Senate Resolution 49 of the 83d Con- 
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gress, an advisory group to the Committee on Post Office and Civil 
Service of the Senate issued what is commonly known as the Carlson 
report, which attempted to measure those public services which the 
Post Office Department has been rendering either free or at a price 
below the cost of rendering the service. This assessment of measur- 
able public services was estimated at approximately $275 million in 
1952. This figure was reached in a study made by a leading account- 
ing firm. It represented 10 percent of the total cost of postal opera- 
tions at that time. 

While no legislation resulted from the Carlson report, its findings 
did supply the basis for further effort toward a policy declaration 
begun in the 85th Congress by the Citizens’ Advisory Council to the 
Senate Committee on Post Office and Civil Service. Its report was 
issued in February 1957. Its report, entitled ‘“The Post Office As A 
Public Service,’ set the cost of measurable public welfare expenses 
in 1955 at $392 million, or approximately 15 percent of total Post 
Office costs at that time. In addition, the Advisory Council noted 
that there are many additional hidden public welfare costs which 
cannot be precisely measured but which definitely exist. 

Examples of these public welfare costs include free-in-county 
delivery of newspapers, rural free delivery, uneconomic post offices 
which cost far more to operate than they take in, free mail for the 
blind, preferential rates granted to so-called ‘ ‘exempt” or nonprofit 
publications, losses caused by size and weight limitations on parcels, 
losses on such special services as registered mail, money orders, etc., 
and finally losses on many nonpostal services such as issuance of 
documentary stamps, performance of numerous duties for the Civil 
Service Commission, and similar necessary but costly services which 
the Post Office renders but is not repaid to meet the costs. The 
Advisory Council found, for example, that rural free delivery costs 
$190 million a year and that half of this, or $95 million, is a proper 
assessment of the public welfare contribution which should be ¢ harge d 
to rural free delivery. It also found that the loss on “exempt,’’ or 
nonprofit publications in second-class mail, amounted to over $46 
million. The Council recommended that this and other losses of 
similar character be segregated in Post Office Department accounting 
by being set aside as costs which should not be charged to mail users. 

Among the nonmeasurable costs are the following: “Prov iding notary 
public service; collecting customs fees; furnishing flags for funerals of 
veterans; registering 24 million aliens for the Department of Justice 
annually; receiving and transmitting funds for volunteer charities; 
certifying widows and children for pension benefits; and many others. 
All these functions are desirable and necessary and can probably best 
be done through use of the postal establishment. 

The committee held lengthy hearings specifically on the question of 
adopting a policy declaration. After exhaustive study, it was con- 
cluded that 15 percent of total expenditures of the Post Office De- 
partment should be set aside as the total estimated value of these 
public services. This amount should be met from general funds of 
the Treasury. There is ample statistical justification for this figure 
and sound logic indicates that segregating public welfare costs is the 
proper way to meet this problem. 

The Post Office Department has recently made some modifications 
in its cost ascertainment system. This is a step in the right direction, 
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but the committee believes it does not go far enough. These changes 
have been designed to recognize the primacy of ‘first-class mail, ‘by 
assessing a greater share of total cost to this class of mail and discount- 
ing the costs allocated to other classes. This procedural change 
recognizes that first-class mail is the primary service of the Post 
Office Department, and that all other mail gets deferred handling. 
In this connection, President Dwight D. Eisenhower stated in a 
message to the Congress on January 11, 1955: 


The privacy, security, and swift dispatch of letter mail, the 
priority of service at all times, in all places, and the intrinsic 
value of such mail are factors which are pertinent to rate- 
making in addition to the cost factor. 


The committee agrees with this philosophy and has determined that 
first-class mail is the basic service and should make a greater contribu- 
tion to the overhead expense of the Department than the subsidiary 
classes. The committee believes that the subsidiary classes should 
be priced on an incremental or ‘‘out-of-pocket’’ cost basis. (‘‘Out- 
of-pocket”’ costs are those expenses incurred directly in handling a 
certain class of mail, and which would not be incurred if the additional 
service were not rendered.) 

For example, Post Office Department figures indicate that second- 
class mail loses $102 million a year, and not $269 million as shown by 
straight cost ascertainment; and third-class mail loses $109 million 
annually, and not $234 million as indicated by straight cost ascertain- 
ment. The committee believes that these costs need to be reduced 
still further by recognition of other public welfare costs not considered 
in the Post Office Department tabulation. 

Adoption of title I will be a milestone in postal ratemaking. It will 
serve to take the water out of the inflated ‘“‘deficit’’ which will be 
reduced for the first time to a figure that is meaningful. 


Rate INCREASES 


The bill provides for the following general increases in postal rates: 
First-class maul 

1. Nonlocal letter mail from the present rate of 3 cents to 5 cents. 

2. Local letter mail from the present rate of 3 cents to 4 cents. 

3. Drop letters (letters for local delivery at post offices where free 
delivery is not established and when they are not collected or delive red 
by rural or star route carrier) from the present rate of 2 cents to 3 cents. 

4. Post and postal cards (except where the message and aiden are 
in original handwriting) from the present rate of 2 cents to 3 cents. 

5. Domestic airmail letters from the present rate of 6 cents to 8 
cents. 

6. Domestic airmail post and postal cards from the present rate of 
4 cents to 5 cents. 


Second-class mail 
1. Subscription newspapers and periodicals: 


(a2) Nonadvertising portion: 3 annual increases of 10 percent 
of current rates. 

(b) Advertising portion: 3 annual increases of 20 percent of 
current rates. 


AN ACT TO ESTABLISH A POSTAL POLICY AND POSTAL RATES 5 


(c) The minimum copy rate is increased from the present rate 
of one-eighth cent by one-eighth cent annually until it reaches 
one-half cent in 1960. 

2. Transient rate (applicable to publications having second-class 
entry by other than publishers or as sample copies in excess of 10 
percent allowance) from the present rate of 2 cents for the first 2 
ounces and | cent for each additional 2 ounces to 2 cents for the first 2 
ounces and 1 cent for each additional ounce. 

3. Special business publications: increases the present rate of 10 
cents (for those not over 8 ounces) and 11 cents (for those over 8 
ounces) to 12 cents per pound regardless of weight. 

Note.—The existing low preferential rates on newspapers or period- 
icals of regligious, educational, scientific etc., nonprofit organizations, 
and certain religious, educational, and other publications for classroom 
use are continued without material change by providing that such 
organizations be granted a fixed percentage reduction from the new 
rates established by the bill. 

The present free mail privilege for newspapers mailed and printed 
in the county of publication to subscribers residing in that county is 
continued. 

Third-class mail 

1. Single piece rate: Circulars and other printed matter, and mer- 
chandise from 2 cents to 3 cents on the first 2 ounces or less. 

2. Bulk rate: Circulars and other printed matter, and merchandise 
from the present minimum piece rate of 1% cents to 2 cents on July 1, 
1958, and to 2% cents on July 1, 1959, and the pound rate from 14 
cents to 16 cents. 

3. Permits to mail at third-class bulk rates increased from $10 to 
$20 per year. 

Note.—The existing low preferential rates on third-class matter 
mailed by certain religious, educational, scientific, etc., nonprofit 
organizations are continued without material change by providing 
that such organizations be granted a fixed percentage reduction from 
the new rates established by the bill. 


ADDITIONAL REVENUE 
The Post Office Department estimates that the additional revenue 


produced by the bill will amount to $747.2 million annually as shown 
in column 4 of the table under “Costs and Revenues.” 


Costs AND REVENUES 
Following is a table prepared by the Post Office Department show- 


ing estimated revenues and adjusted costs for the several classes and 
categories of mail: 
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VIEWS OF THE CHAIRMAN 


In the opinion of the chairman of the committee, the increases ap- 
proved by the committee are exorbitant and will have a very adverse 
effect on the economy of the Nation. 

The 5-cent rate proposed for nonlocal first-class mail will not pro- 
duce the revenues anticipated because of a decrease in volume of at 
least 10 percent. Furthermore, it will have the effect of imposing a 
double tax on the general public: They not only must pay increased 
postal rates but they will be subjected to increased taxation to meet 
the increased costs of State and local governments resulting from the 
increase in postal rates. State governments will have to seek addi- 
tional revenues because of the more than 60 percent increase in their 
cost of mailings. In New York City alone this will amount to almost 
a million and one-half dollars annually; in the State of Texas about 
$1 million annually and in South Carolina about $325,000 annually. 
The tax return to the Federal Government from many private busi- 
nesses will be drastically reduced because postage cost is a legitimate 
deductible expense item. 

Many small publishers using second-class mail will simply resort 
to other available means of contacting the public. Where no addi- 
tional means can be found, they will have no alternative but to close 
their businesses. Small publishing concerns operate on a small mar- 
gin of profit and the increases proposed in this bill cannot be absorbed. 

In the opinion of the chairman, the committee has voted increases 
in third-class mail that will cause a reduction in mi ail volume of that 
class of mail of at least 40 percent. There are 230,000 third-class 
permit holders in the United States that are responsib le for over $17 
billion of our total gross sales. More than 90 percent of these per- 
mit holders are small-business people who cannot wud to ‘advertise 
their products through the medium ef radio or television or in the 
newspapers. Many thousands will have to close their doors as the 
result of the increases proposed in this bill. 

According to the estimates of the Post Office Department third- 
class mail will show a profit of over $25 million annually, after the 
new rates herein proposed are made effective. 

The chairman of the committee believes strongly that these and 
other factors should be given greater weight in adji isting postal rates. 
If that were done some of the increases provided in the reported bill 
would necessarily be adjusted downward. We cannot afford to 
legislate in haste or from fright. 


EXPLANATION OF THE Bitui By TITLE AND SECTION 
TITLE I—POSTAL POLICY 


This title establishes a policy for the determination of postal rates. 

Section 101. This section provides that the title may be cited « 
the “Postal Policy Act of 1958.”’ 

Section 102. This section sets forth findings of Congress with respect 
to the historical background, development, and expansion of the 
postal service and its contribution to the national economy, and states 
the need for a clear and affirmative declaration of policy with respect 
to the public-service activities of the postal establishment so that their 
identification and exclusion from total costs will result in a practical 
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basis for the creation and maintenance of a sound and equitable 
postal-rate structure such as will insure efficient service and produce 
adequate postal revenues. 

Section 103. This section sets forth the declaration of policy as 
follows: 

(a) A stable basis must be provided for the fixing of postal rates. 

(b) The post office is a public service. 

(c) Consideration should be given. to the— 

1. Preservation of the inherent advantages of the postal 
service in the promotion of social, cultural, intellectual, and 
commercial intercourse among our people. 

2. Development and maintenance of a postal service adapted 
to our present and future needs. 

3. Promotion of an adequate, economical, and efficient postal 
service at reasonable and equitable rates. 

4. The impact of postal rates on users of the mails. 

5. The requirements of the postal establishment as to the 
manner and form of preparation and presentation of mailings 
of the various classes. 

3. The value of mail. 

7. The value of time of delivery of mail. 

8. The quality and character of the service rendered in terms 
of priority, secrecy, security, speed of transmission, use of 
facilities and manpower, and other pertinent factors. 

(1) The collection, transportation, and delivery of first-class mail 
is the primary function of the postal establishment. Costs of handling 
first-class mail shall include the entire amount of expenses allocated 
to it and an additional amount representing a fair value of extra- 
ordinary and preferential services, specially designed facilities, and 
other related factors. The cost of other classes of mail and special 
services (except fourth-class mail) are to be computed on an incre- 
mental or “out of pocket’ cost basis. 

(e) That services, elements of service and facilities provided by the 
postal establishment, including services having public service aspects, 
which in whole or in part, are deemed by the Congress to be public 
services, shall be administered on the following basis: 

(1) The sum of such public service items as determined by 
Congress should be assumed by the Federal Government and paid 
for out of the general fund of the Treasury. ‘These public service 
costs should not constitute direct charges in the form of rates and 
fees upon any user or class of users of the mails generally; and 

(2) That nothing contained in the declaration of policy is to 
be construed as indicating an intention on the part of Congress 
that such public services should be limited or restricted or to 
derogate in any way from the need and desirability thereof in 
the public interest. 

(f) For the purpose of fixing and adjusting the postal rate structure 
rates and fees shall be adjusted from time to time so that the total 
amount of all postal revenues shall be approximately equal to the total 
amount of nonpublic service expenses. 

Section 104. This section identifies the public services of the post 
office and provides that the total loss resulting from the transmission 
of certain described matter in the mails free of postage or at reduced 
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rates of postage as provided by statute shall be covered by appropria- 
tions to the postal revenue from the general fund of the Treasury. 

Subsection (b) authorizes an appropriation to the revenues of the 
Department for each fiscal year of an amount which shall be deemed 
to be attributable to public services equal to 15 percent of the total 
estimated expenditures of the Department for such year. 

Section 105. This section directs the Postmaster General to initiate 
a study and review of the postal-rate structure and of the expenses 
incurred and revenues received in connection with the several classes 
of mail and the various classes of services provided by the postal 
establishment. Based on this study he is to submit to the Congress 
- later than April 15, of each alternate fiscal year beginning with the 

ar ending June 30, 1960, a report of the results of his review. The 
re soit must include information with respect to expenses and revenues 
pertinent to the allocation of expenses and determination and adjust- 
ment of postal rates and fees. It must also include such other infor- 
mation as the Congress may require in order that it might carry out 
the purposes of this title. 


TITLE II POSTAL RATE INCREASES 


This title of the bill provides increases in the rates of postage on 
first-, second-, third-, and fourth-class mail. 

Section 201. This section provides that this title may be cited as 
the “Postal Rate Increase Act, 1958.”’ 

Section 202. This section provides increases as follows in the rates 
of postage for first-class mail. 

Subsection (a) provides a 5-cent per ounce rate for nonlocal delivery 
mail and a 4-cent per ounce rate for local delivery mail. The 5-cent 
rate will become effective July 1, 1958, but on July 1, 1961, it will 
revert to 4 cents. At this latter date the local and nonlocal rate will 
be 4 cents for each ounce. Local delivery mail is defined as— 


mail which originates with in the delivery limits of a post 
office for delivery to an addressee located within delivery 
limits of such office. 


It is provided further that 
in large cities with adjacent areas of dense population, having 
two or more post offices, tle Postmaster General may, in his 
discretion and under such regulations as he may prescribe 


provide by regulation for the delivery of mail mailed at one such office 
and addressed for delivery to another such office under the local 
delivery rate. 

Subsection (b) increases the rates on post cards, each portion of 
double post cards, private mailing cards and the rate on drop letters 
(letters for local delivery at post offices where free delivery by carrier 
is not established and when they are not collected or delivered by rural 
or star route carriers) from 2 to 3 cents. An exception retains the 
2-cent rate for post and postal cards on which the address and message 
are wholly in original handwriting. 

Subsection (c) increases the rate for airmail letters from 6 to 8 cents 
an ounce and the rate on airmail post cards from 4 to 5 cents. 

Section 203. This section provides increases as follows in the rates 
for second-class mail. 
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The second-class pound rates provided in this section apply to that 
portion of publications addressed for delivery outside the county of 
publication. The increase on the nonadvertising portion is in 3 annual 
increments of 10 percent each year, the first of which is effective July 1, 
1958. The increase in the advertising portion amounts to 20 percent 
and it, too, is in 3 annual increments commencing July 1, 1958. 

Subsection (b) provides that the rates for certain nonprofit organiza- 
tions shall be the rate per pound or minimum rate regularly required to 
be paid on publications generally reduced by 50 percent. It further 
provides that the rate on religious, scientific, and classroom publications 
shall be the rate per pound or the minimum rate prescribed for publica- 
tions generally reduced by 35 percent. 

Subsection (¢) increases the minimum rate from one-eighth of 1 cent 
to one-quarter of 1 cent on July 1, 1958, three-eights of 1 cent on July 1, 
1959, and one-half of 1 cent on July 1, 1960. As provided by sub- 
section (b) when the minimum piece rate is applicable to the publica- 
tions of certain nonprofit organizations and certain publications for 
classroom use, it shall be reduced by 50 percent. The present piece 
rate for copies of publications mailed for local delivery at the office of 
second-class entry will, however, remain in effect. 

Subsection (d) changes the transient rate from 2 cents for the first 
2 ounces and 1 cent for each additional 2 ounces to 2 cents for the 
first 2 ounces and 1 cent for each additional ounce. 

Subsections (e) and (f) clarify certain ambiguous provisions in the 
act of March 3, 1879. 

Subsection (g) increases the rate on special business publications 
weighing 8 ounces or less from 10 to 12 cents a pound, and from 11 
to 12 cents a pound on such publications weighing over 8 ounces 

Section 204. This section provides increases as follows in rates for 
third-class mail. 

The piece rate on single third-class mailings is increased from 2 
cents for the first 2 ounces and 1 cent for each additional ounce, to 
3 cents for the first 2 ounces and 1% cents for each additional ounce. 
This provides a uniform piece rate on single mailings for all third- 
class mail. The maximum weight for third-class mail is changed 
from 8 ounces to weights of less than 16 ounces. 

The annual fee for a bulk mailing permit is increased from $10 
to $20. 

The rate on matter mailed in bulk (except books and catalogs) is 
increased from 14 cents to 16 cents per pound. The minimum rate 
per piece for bulk mailings is increased from 1% cents to 2 cents on 
Julv 1, 1958, and to 2% cents on July 1, 1959. 

The rate of postage on third-class mail of religious, educational and 
other nonprofit organizations will be the rates prescribed in this section, 
except that the minimum charge per piece for matter mailed in bulk 
by such organizations will be 50 percent of the minimum charge pro- 
vided in this section. 

Section 205. This section provides increases as follows in rates for 
fourth-class mail. 

The rates on books are increased from 8 cents per pound or fraction 
thereof and 4 cents on each additional pound, to 10 cents for the first 
pound and 5 cents for each additional pound. Also, the category of 
items entitled to the book rate is substantially broadened. 

The present rate of 4 cents for the first pound and 1 cent for each 
additional pound for books sent by nonprofit organizations and public 
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libraries is extended to colleges, universities, and schools. The 
present restriction of these rates to the third zone is eliminated. 

Subsection (c) provides new size and weight limits on fourth-class 
mail. The subsection provides that the limit of size shall be 84 inches 
in length and girth combined and not exceeding 40 pounds. The 
present limitations are 72 inches in length and girth and not exceeding 
40 pounds in the first and second zones or 20 pounds in the third to 
eighth zones. The existing exceptions to these size and weight limits 
are retained. 

Section 206. This section strikes from the law a prohibition which 
forbids publications from including in their subscription notices 
information other than the name, place of publication, and subscription 
price. 

Section 207. This section authorizes and directs the Postmaster 
General to undertake a study of the feasibility and desirability of 
prescribing standard dimensions for envelopes used to transmit 
first- and third-class mail. He is also directed to consider whether 
an additional charge on nonstandard envelopes should be established. 
His report must be made to the Congress before February 1, 1959. 

Section 208. This section provides that the portion of gross receipts, 
determined by the Postmaster General to be attributable to the 
increases in postage rates provided by the bill, will not be counted for 
the purpose of determining the class of office or compensation or 
allowances to postmasters and other employees. The section con- 
tains a savings provision against relegation of a post office to a lower 
receipts category by reason of this section. 

Section 209. This section repeals certain provisions of Public 
Law 68, the Postal Field Service Reclassification Act. The require- 
ment that step promotions in salary levels 10 and above be granted 
only by the Postmaster General on the basis of superior performance 
is repealed. Hereafter, under this section, all step advancements will 
be automatic upon completion of 52 weeks of satisfactory service. 

Section 210. This section provides in effect that the Postmaster 
General need not seek an increase in fourth-class rates until the costs 
of the service exceed the revenues by more than 8 percent. This 
provision does not, however, preclude the Postmaster General from 
seeking revision when the costs exceed the revenues by less than 8 
percent. 

Section 211. This section repeals several provisions of law which 
are obsolete or which are affected by the rate provisions contained in 
this title. It also repeals the act of June 9, 1930, which requires 
certification of the estimated amounts of postage that would have been 
collected on certain free or reduced rate mailings. 

The last sentence of section 4 (a) of the Civil Service Retirement 
Act Amendments of 1956 which prohibits the inclusion of the Post 
Office Department contribution to the retirement fund as costs for 
postal ratemaking purposes is also repealed. 

Section 212. This section provides effective dates for the various 
provisions of title IT. 

TITLE III 


This title establishes in the Treasury a trust fund to be known as 
the postal modernization fund. ‘The Postmaster General will pay 
into this fund out of postal receipts from first-class mail an amount 
equal to $175 million for each of the next 3 fiscal years. 
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Section 303. This section makes the fund available to the Post- 
master General for the purpose of conducting research looking to 
improved equipment and facilities for the performance of the postal 
function. The fund is also available for acquiring and constructing 
buildings and other related property which will more efficiently serve 
the needs of the postal service for improving existing facilities. 

Section 304. ‘his section requires the Secretary of the Treasury 
to report to the Congress not later than the first of January of each 
year beginning 1960 on the financial condition of the fund. It is the 
duty of the Secretary of the Treasury to invest such portion of the 
fund as is not required to meet current withdrawals in interest-bearing 
obligations of the United States or in obligations guaranteed as to 
both principal and interest by the United States. 

Section 305. This section requires the Postmaster General to sub- 
mit to the President each year a detailed report of his activities under 
this title. 

CHANGES IN Existina Law 


Compliance with subsection 4 of rule XXIX of the Standing Rules 
of the Senate has been omitted inasmuch as it is necessary, in the opin- 
ion of the committee, to dispense with the requirements of such 
subsection to expedite the business of the Senate. 


gn 
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Mr. Magnuson, from the Committee on Interstate and Foreign 
Commerce, submitted the following 


REPORT 


{To accompany 8. 2255] 


The Committee on Interstate and Foreign Commerce, to whom was 
referred the bill (S. 2255) to amend section 607 (d) of the Merchant 
Marine Act, 1936, as amended, having considered the same, report 


favorably thereon with an amendment in the nature of a substitute 
and recominend that the bill as amended do pass. 


PURPOSE OF THE BILL 


S. 2255, as introduced, would amend the second paragraph of 
section 607 (d), Merchant Marine Act, 1936, to authorize the Federal 
Maritime Board/Maritime Administration, upon application of the 
contractor, to permit, in its discretion, investment by the operator 
of some or all of the contractor’s capital and special reserve funds in 
approved securities, upon condition that the income from such 
securities be deposited in the capital reserve fund. This would 
eliminate the requirement that the funds be invested in interest-bear- 
ing securities, and would authorize investment in any approved 
securities, including common stocks. 

Justification for the proposed amendment was advanced by repre- 
sentatives of the subsidized lines as follows: 


The purpose of S. 2255 is to modify the restrictions im- 
posed on the investment by subsidized operators of funds 
on deposit in the capital and special reserve accounts, by 
permitting a more realistic investment policy with regard 
to these moneys. 

The Merchant Marine Act of 1936 presently permits in- 
vestment in ‘approved interest-bearing securities approved 
by the Commission, upon condition that the interest on such 
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securities shall be deposited in the capital reserve funds.”’ 
It [the bill] would enable the steamship company to manage 
its reserve funds on a basis which is consistent with good 
financial management and reasonably comparable to the 
investment opportunities available to other business enter- 
prises. To the extent that the present restrictions prevent 
the operators from realizing a satisfactory rate of return on 
reserve-fund investments, they constitute an unintentional 
penalty and an impediment to the vessel-replacement pro- 
gram. An increased return on these funds would partially 
cushion the inflationary effects of rising price levels, par- 
ticularly shipbuilding costs. 

Until recently the Government financed and built most 
merchant ships. Now, however the operators are building 
ships with private funds and must pay the current commercial 
interest rate of about 5 percent when their reserve funds are 
earning much less. To hold the subsidized operators to ~~ 
much lower return now permitted by section 607 (d) at 
time when they must pay a far greater interest rate for 
borrowed funds causes a disparity which amounts to a 
penalty not foreseen nor intended by the Merchant Marine 
Act of 1936 when first adopted. 

These reserve funds are set aside by law to insure ship 
replacement. The earnings of steamship operators have 
been limited by the statute and have not kept pace with 
the present inflationary spiral. By allowing investment in 
non-interest-bearing securities, a more equitable treatment 
of these funds will be achieved. The United States will 
benefit by this change through increased subsidy recapture 
and taxes and in terms of greater ability of operators to 
serve the essential trade routes. 

Under the proposal, the Federal Maritime Board/Maritime 
Administration would continue to supervise the investment 
program since the investments would require prior approval. 
The Federal Maritime Board/Maritime Administration is 
authorized to establish such yepelations as may be necessary 
{o insure a conservative, yet practicable, investment policy 
in the interest of both the Government and the operators. 


While not objecting to the purpose of S. 2255 as introduced, the 
Comptroller General in his report stated, in part: 


The market value, liquidity, and income of proprietary 
securities are much more sensitive to significant fluctuation 
by reason of national and international economic and politi- 
cal conditions, than are interest-bearing securities. Like- 
wise, the field of investment is broader for proprietary 
securities and the risk of speculative investment greater. 
Thus the proposed departure from interest-bearing securities 
presents a number of considerations which must be clearly 
understood and resolved if the primary purposes of the 
capital and special reserve funds previously mentioned are 
to be adeuately safeguarded. 


The committee gave particular consideration to two of the points 
raised by the Comptroller General, as cited below, and felt that in- 
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corporation of these recommendations in the proposed legislation 
would take care of the other questions: 


The selection, management, and timing of purchase and 
sale of proprietary securities requires special knowledge of 
and experience in investments. We do not believe that the 
Maritime Administration is qualified to assume this function, 
or that it would be proper to vest it entirely in the subsidized 
operators. Appointment of an independent, qualified trustee 
would be a satisfactory solution provided that appropriate 
requisites of a trustee were established and the scope of his 
authority, limitations, and responsibilities were specifically 
defined. 

The desirability of establishing limitations on the propor- 
tionate amount of reserve funds which may be invested in 
interest-bearing and non-interesting-bearing securities, should 
be examined. 


The Secretary of Commerce, in his report, went on record as being 
in accord with the objective of the bill. He declared, however, that 
the provisions of the Merchant Marine Act, 1936, which require the 
establishment and maintenance of capital and special reserve funds 
are “‘the very heart of that act’ because they are the provisions which 
assure the replacement of subsidized Joisie at the end of their eco- 
nomic lives, and for this reason urged that legislation such as proposed 
in S. 2255 should be properly limited in order to safeguard the funds. 
To effectuate this the Secretary submitted a proposed substitute text 
and favored enactment of the bill as so amended. 

In view of the committee, the substitute language resolved for all 
practical purposes the questions raised by the Comptroller General 
regarding the bill. ‘The proposed substitute text likewise proved 
acceptable to the shipping interests at whose request S. 2255 was 
introduced originally, whereupon the committee gave its approval, 
and ordered the bill reported with the new draft as an amendment in 
the nature of a substitute. 

in so doing, the committee concurs thoroughly in the view that the 
proposal for control by a trustee of the investment of 50 percent of the 
ope rator’s funds in common stock has obvious merit, both from the 

undpoint of safeguarding the funds so invested, and of assuring 
inieesadd income and appreciation consistent with prudent ‘ean 
procedures. 

Projecting this idea to its reasonable conclusion, the committee 
further is of the opinion, and suggests to the responsible Federal 
authorities, that reliance on the expert knowledge and investment 
experience of the trustee might well be extended to the 50 percent 
of the operator’s capital and special reserve funds which would still 
be limited to investment in interest-bearing securities, 

While existing law does not so require, the term “interest-bearing 
securities’ is frequently considered to mean Government securities. 
In certain isolated instances operators have been permitted to invest 
in other interest-bearing issues but there is an understandable reluc- 
tance on the part of the Maritime Administrator to approve these 
exceptions. The experienced trustee authorized in the bill as reported 
relieves the Maritime Administrator of the immediate responsibility 
of investment decision. It would seem desirable to permit the trustee 
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to supervise the entire fund for investment purposes, including that 
portion remaining for investment in interest-bearing securities. This 
would be in accord with the investment practice of mutual funds, 
college-investment trusts, etc., and would permit the funds to be in- 
vested in a balanced portfolio permitting adequate yields combined 
with growth and stability. In other words—this would accord the 
operator and the Government the full advantage of expert counsel and 
supervision in the management of the funds. 

Under present circumstances there is a wide gap between the yield 
on the moneys deposited in those statutory reserve funds and the 
interest charges on funds borrowed by the operators to implement 
their vessel-replacement programs. The flexible-investment program 
permitted under this bill should narrow this gap and to this extent 
cushion the effects of inflation in this instance and thereby help to 
achieve the objectives of our ship-replacement program. 

The report of the Secretary of Commerce, herewith, presents the 
amendment, and an explanation of its provisions. Other Government 
department and agency reports follow: 


Tue Secretary or CoMMERCE, 
Washington, February 11, 1958. 
Hon. WarrEN O. Maanuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

Dear Mr. Cuartrman: This letter is in reply to your request of 
June 11, 1957, for the views of this Department with respect to 
S. 2255, ‘a bill to amend section 607 (d) of the Merchant Marine Act, 
1936, as amended. 

The second paragraph of section 607 (d) of the Merchant Marine 
Act, 1936, as amended, prov ides that, with the approval of the Secre- 
tary of Commerce, holders of operating-differential subsidy contracts 
under title VI of that act may invest all or part of their capital and 
special reserve funds in interest-bearing securities approved by the 
Secretary of Commerce. The bill would amend this paragraph by 
striking out the words “‘interest-bearing” and thus authorize invest- 
ment of such funds, with the approval of the Secretary of Commerce, 
in any securities approved by the Secretary of Commerce, including 
common stocks. 

The Department is in accord with the objective of this measure 
and favors the enactment thereof, with substitute language as herein- 
after recommended. 

Each holder of an operating-differential subsidy contract under 
title VI of the Merchant Marine Act, 1936, as amended, is required 
by that act to establish and maintain, in depositories approved by the 
Secretary of Commerce, a capital reserve fund and a special reserve 
fund. These funds are under the joint control of the contractor 
and the Secretary of Commerce. Disbursements may be made from 
such funds only for the purposes specified in the statute. The statute 
requires that certain deposits be made in these funds and it authorizes 
certain other deposits, with the approval of the Secretary of Com- 
merce. Under closing agreements entered into between the subsidized 
operators and the Internal Revenue Servic e, such deposits are tax 
deferred until the contractor finally ceases subsidized operations. 
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Section 607 (b) of the Merchant Marine Act, 1936, as amended, 
requires contractors under title VI to deposit in their capital reserve 
funds (1) an amount equal to the annual depreciation charges on the 
subsidized vessels, such charges to be based upon a 20-year life, or 
if the vessel has been reconstructed, upon a life determined jointly 
by the Secretary of Commerce and the Secretary of the Treasury; 
(2) the proceeds of all insurance and indemnities received on account 
of the total loss of a subsidized vessel; (3) the proceeds of sale or other 
disposition of any subsidized vessel; and (4) such additional net 
profits of the subsidized business (over and above a cumulative return 
of 10 percent per annum on the contractor’s capital necessarily 
employed) as the Secretary of Commerce determines is necessary to 
build up a fund for replacement of the contractor’s subsidized ships. 
In addition, the contractor may, with the approval of the Secretary of 
Commerce, voluntarily deposit in the capital reserve fund any or 
all of the earnings otherwise available for distribution to stock- 
holders. 

Disbursements may be made from the capital reserve fund for the 
following purposes only: (1) to pay the principal, when due, on all 
notes secured by mortgages on subsidized vessels; (2) to pay for re- 
placement vessels, or for the reconstruction of vessels, or for additional 
vessels to be employed on essential trade routes, and (3) to pay, with 
the consent of the Secretary of Commerce, any sums owing but not 
yet due on notes secured by mortgages on subsidized vessels. 

Section 607 (c) requires the contractor to deposit in his special 
reserve fund all annual profits in excess of 10 percent of capital neces- 
sarily employed and in excess of the percentage of profits deposited 
in the capital reserve fund. In addition, the contractor may, with 
the approval of the Secretary of Commerce, voluntarily deposit in his 
special reserve fund any or all of the earnings otherwise available for 
distribution to stockholders. 

Disbursements may be made from the special reserve fund for the 
following purposes only: (1) to reimburse the contractor’s general 
funds for operating losses; (2) to pay to the United States recapture 
of operating-differential subsidy as provided in section 606 (5); 
(3) after recapture of operating-differential subsidy and reimbursement 
of operating losses, to pay, if the Secretary of Commerce consents, 
all amounts in the fund, in excess of 5 percent of capital necessarily 
employed, to the contractor for payment of dividends or bonuses; and 
(4) with the approval of the Secretary of Commerce, to transfer funds 
from the special reserve fund to the capital reserve fund. 

The recapture of operating-differential subsidy referred to above is 
the obligation of the operator to pay the United States one-half of 
all profits exceeding an average return for the 10-year recapture period 
of 10 percent per annum on his capital necessarily employed but not 
to exceed the amount of operating-differential subsidy paid to him 
during this period. 

The importance of the special reserve fund in protecting the operat- 
ing-differential subsidy recapture rights of the United States has been 
substantially diminished by the operation of the Kracke formula which 
was contained in all annual appropriation acts for the Department of 
Commerce from 1951 through 1957, and which was made permanent 
legislation in 1957. Under this formula, payments of operating- 
differential subsidy which would place the operator in a recapture 
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position are not made, but such amounts are accrued on the books of 
the Maritime Administration as contingent accounts payable, and at 
the end of the recapture period are offset against the operator’s recap- 
ture obligations. 

The foregoing provisions of the Merchant Marine Act, 1936, which 
require the establishment and maintenance of capital and special 
reserve funds are the very heart of that act, because they are the 
provisions which assure the replacement of subsidized vessels at the 
end of their economic lives. 

The apparent purpose of the bill, S. 2255, is to authorize investment 
of the capital and special reserve funds in common stocks so that 
increases in shipbuilding costs which accompany inflation will be 
paralleled by increases in the value of the funds which would accom- 
pany inflation and the growth of the companies whose stocks are held. 

In some other areas when funds are being held for future use, it is 
usual to invest part of the funds in common stocks. For example, a 
recent study of the investment practices of 42 colleges having aggre- 
gate endowment funds of $2,230,935,078 shows that all of these col- 
leges invest in common stocks, and that the average percentage of 
the endowment funds of these colleges which is invested in common 
stocks is 54.8 percent. Under the law of many States, trust funds 
may be invested, at least in part, in common stocks. 

Legislation to authorize investment of capital reserve funds and 
special reserve funds in common stock should, of course, be properly 
limited in order to safeguard these vital funds. Experience of the 
college endowment funds investment in common stocks indicates that 
a limitation of such investment to 50 percent of funds available for 
investment would provide such a safeguard in spread of the risk be- 
tween interest-bearing and non-interest-bearing investments. Modern 
State statutes prescribe the standard of care to be used for fixing re- 
sponsibility in making such investment of trust fund. By using the 
services of banks and trust companies as trustees, the safeguards 
necessary in the public interest will be maintained and at the same 
time the advantage of the increased return from investment of funds 
desirable to offset the increase in price levels for replacement of ships 
will be secured. 

Attached is a substitute text which would carry out our recom- 
mendations. The substitute text would authorize the Secretary of 
Commerce to permit any subsidized operator to transfer, in trust, 
not exceeding 50 percent of his capital and special reserve funds to 
a trustee which is incorporated as a bank or trust company under the 
laws of the United States or of any State, and which is approved by 
the Secretary of Commerce. The trustee would be authorized to 
invest such funds in such common stocks (1) of corporations organized 
and existing under the laws of the United States or of any State of the 
United States or of the District of Columbia, (2) which are currently 
fully listed and registered upon an exchange registered with the 
Securities and Exchange Commission as a national securities exchange, 
and (3) which would be acquired by prudent men of discretion and 
intelligence in such matters who are seeking reasonable income and 
the preservation of their principal. This standard of care is taken 
from the New York statute authorizing investment of trust funds in 
common stock. 
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The substitute text provides that income from both the capital 
reserve fund trust and the special reserve fund trust shall be deposited 
in the capital reserve fund trust. The reason for this provision is 
that the capital reserve fund can be used only for paying for vessels, 
whereas the special reserve fund may be used for other purposes. 
Captail gains, stock dividends, and rights to purchase stock are 
defined as principal. At the end of each recapture period, however, 
after satisfying the contractor’s recapture obligations, an amount of 
his special reserve fund trust equal to the value of the capital gains 
made (whether realized or not), the stock dividends declared, and 
the rights to purchase stock issued to such fund during the recapture 
period, to the extent the special reserve fund trust contains this 
amount, is required to be transferred, in cash or in stock, to the 
capital reserve fund trust. 

This keeps such gains available to satisfy recapture obligations and, 
when these obligations are satisfied, makes such gains available for 
shipbuilding. Capital gains made through investment in common 
stock will not increase the excess profits of the operator for the purpose 
of computing recapture, since section 606 (5) of the act provides that 
in computing recapture capital gains and losses shall be disregarded. 

With the amendment proposed, the Department recommends 
favorable consideration of the bill. 

The Bureau of the Budget has advised that it would interpose no 
objection to the submission of this letter to your committee. 

Sincerely yours, 
SINCLAIR WEEKs, 
Secretary of Commerce. 


SUBSTITUTE TEXT FOR 8S. 2255 


That section 607 of the Merchant Marine Act, 1936, as amended 
[46 U. S. C. 1177], is amended by inserting at the beginning of the 
first two paragraphs of subsection (d) thereof the designations ‘‘(1)” 
and ‘‘(2)’’, respectively, and by inserting at the end of such subsection 
(d) the following new subdivisions: 

‘““(3) (A) Upon application of the contractor, the Secretary of Com- 
merce, in his discretion, may permit the contractor to transfer not 
exceeding 50 per centum of his capital reserve fund and 50 per centum 
of his special reserve fund to a trustee which is incorporated as a 
bank or trust company under the laws of the United States, or of any 
State, and which is approved by the Secretary of Commerce, in trust 
nevertheless for the benefit of the contractor and of the United States 
as their interests are stated in this section (1) to hold in separate trusts 
the principal of the capital and special reserve funds so transferred, 
one trust for capital reserve fund and one trust for the special 
reserve fund; ) to invest and reinvest the principal of such trusts in 
such common ae ks of corporations organized and existing under the 
laws of the United States or of the District of Columbia or of any 
State of the United States which are currently fully listed and reg- 
istered upon an exchange registered with the Securities and Exchange 
Commission as a national securities exchange, and which would be 
acquired by prudent men of discretion and intelligence in such matters 
who are seeking a reasonable income and the preservation of their 
capital; (3) to accumulate the income from the capital reserve fund 
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trust in such trust, to pay the income from the special reserve fund 
trust into the capital reserve fund trust, and to invest and reinvest 
such income in common stocks in which the trustee is authorized to 
invest principal under this subdivision (3); and (4) to pay to the 
contractor and the Secretary of Commerce, as trustees of the special 
reserve fund and the capital reserve fund, after reasonable notice, 
from the principal and accumulated income of the trusts such amounts, 
in cash, as the contractor and the Secretary of Commerce direct. 

“(B) Consent by the contractor to an investment which is not 
authorized by this subdivision (3) shall not be a defense to the trustee. 
Such common stock trusts shall be revocable by the Secretary of 
Commerce at any time and upon notice of the revocation, the common 
stock trustee shall reduce the principal and accumulated income of 
such trusts to cash and shall pay such cash to the contractor and the 
Secretary of Commerce as trustees of the capital reserve fund and 
special reserve fund. In the administration of such common stock 
trusts, capital gains, stock dividends, and rights to purchase stock 
shall be considered principal; cash dividends, whenever earned, shall 
be considered income. At the end of the contractor’s recapture 
period, however, after satisfaction of the contractor’s recapture 
obligations, an amount of the special reserve fund trust equal to the 
value of the capital gains made (whether realized or not), the stock 
dividends declared, and the rights to purchase stock issued to the 
special reserve fund trust during such recapture period, to the extent 
the special reserve fund trust contains this amount, shall be trans- 
ferred (in cash or in stock) to the capital reserve fund trust. For the 
purpose of determining the 50 per centum of the capital reserve fund 
and the special reserve fund the transfer of which to a common stock 
trust the Secretary of Commerce may approve, the market value of 
each such fund as of the date of such transfer shall be used. The 
common stock trusts authorized by this subdivision (3) shall at all 
times remain a part of the capital reserve fund and the special reserve 
fund. 

“(C) If immediately before a deposit is made in capital or special 
reserve fund, 50 per centum or more of the value of such fund is 
invested in common stock, the Secretary of Commerce is authorized 
to approve, upon application of the contractor, the transfer of not 
exceeding 50 per centum of such deposit to the common stock trustee 
upon the trusts authorized in this subdivision (3). When payments 
are made, or funds are withdrawn, from a capital reserve fund or a 
special reserve fund, as authorized in this section, if 50 per centum or 
more of the value of such capital reserve fund or special reserve fund, 
as of the date of such payment or withdrawal, is invested in common 
stocks, such payment or withdrawal shall be made from the common 
stock trust in the proportion that the value of such common stock 
trust bears to the value of the entire capital reserve fund or special 
reserve fund. If, however, less than 50 per centum of the value of 
such capital or special reserve fund, as of the ds ate of such payment or 
withdrawal, is invested in common stocks, the Secretary of Commerce 
is authorized, upon application by the contractor, to approve the 
allocation of the payment or withdrawal entirely to the portion of 
such capital or special reserve fund not invested in common stocks, or 
to approve the allocation of such payment or withdrawal between the 
common stock trust and the remainder of such capital or special 
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reserve fund in any proportion, so long as the value of the common 
stock trust immediately after such withdrawal does not exceed 50 
per centum of the value of such capital or special reserve fund, and if 
the contractor makes no such application or if the allocation requested 
in such application is not approved by the Secretary of Commerce, 
then such payment of withdrawal shall be allocated in the manner 
above provided for when the value of the common stock trust is 50 
per centum or more of the value of the entire capital reserve fund or 
special reserve fund. 

‘“(D) Trust indentures executed under the authority of this sub- 
division (3) may contain such other terms and conditions not incon- 
sistent with this subdivision (3), as the Secretary of Commerce deter- 
mines are desirable to protect the interests of the United States. The 
authority of the Secretary of Commerce to grant approvals, give 
directions, make determinations, and make regulations under this 
subdivision (3), and to act as trustee of the capital reserve fund and 
special reserve fund under this section may be delegated to the Mari- 
time Administrator.” 





CompTROLLER GENERAL OF THE UNITED STATEs, 
Washington, July 19, 1957. 
Hon. WarREN G. MaaGnuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

Dear Mr. CHarrMan: Your letter of June 11, 1957, acknowledged 
June 13, requested our comments on four bills, including S. 2255, 85th 
Congress, entitled ‘‘A bill to amend section 607 (d) of the Merchant 
Marine Ac t, 1936, as amended.”’ 

The proposed amendment would eliminate the requirement that 
investments of funds on deposit in the capital and special reserve funds 
of subsidized operators must be in interest-bearing securities. The 
effect and purpose of the amendment would be to permit investments 
in proprietary securities such as common or preferred stocks or mutual 
trust funds, thereby allowing greater flexibility in the selection of secu- 
rities for increased income therefrom and preservation of their market 
value against inflation. 

Consideration of this amendment requires reconciliation of the 
basic purposes of the capital and special reserve funds with various 
factors related to proprietary securities. Under section 607 of the 
Merchant Marine Act, 1936, as amended, each subsidized operator is 
required to establish and maintain these funds for the replacement, 
continued maintenance, and successful operation of subsidized vessels 
in essential trade routes. The provisions in the act authorizing the 
investment of temporarily idle funds in securities, in order to earn 
income for the benefit of such funds, was unquestionably intended to 
be done with minimum risk to the capital of the funds and their 
reasonable liquidity at or near their acquisition cost. The stipulation 
that such securities must be interest bearing was recognition of the 
generally more stable characteristics of such securities over non- 
interest-bearing investment. It is not unlikely that the Congress at 
that time was aware of the potential enhancement of income and 
capital value from non-interest-bearing securities, although the eco- 
nomic climate did not have the inflationary element that it has at 
the present time. 
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“The market value, liquidity, and income of proprietary securities 
are much more sensitive to significant fluctuation by reason of national 
and international economic and political conditions, than are interest- 
bearing securities. Likewise, the field of investment is broader for 
proprietary securities and the risk of speculative investment greater. 
Thus the proposed departure from interest-bearing securities presents 
a number of considerations which must be clearly understood and 
resolved if the primary purposes of the capital and special reserve 
funds previously mentioned are to be adequately safeguarded.’’ The 
more important considerations are: 

“The selection, management, and timing of purchase and sale, 
of proprietary securities requires special knowledge of and experience 
in investments. We do not believe that the Maritime Administration 
is qualified to assume this function, or that it would be proper to vest 
it entirely in the subsidized operator. Appointment of an independ- 
ent, qualified trustee would be a satisfactory solution provided that 
appropriat e requisites of a trustee were established and the scope of 
his authority, limitations, and responsibilities were specifically 
defined.”’ 

“Tt would be advisable to fix specific requirements that securities 
must meet to be eligible for investment in order to avoid speculation 
and to assure liquidity for conversion to cash when needed. This 
should also take into account whether non-interest-bearing securities 
of companies in which the subsidized operator has a direct or indirect 
interest, should be eligible.” 

3. “A clear understanding should be reached as to whether losses 
in the disposition of securities should be paid from the reserve funds 
or borne by the operators from their general funds; and if the latter, 
how substantial losses might affect the operators’ ability to fulfill 
their subsidy contract obligations pertaining to such matters as vessel 
replacements, continued operations, and the possible payment of 
ee, 

“The desirability of establishing limitations on the proportionate 
eae of reserve funds which may be invested in interest-bearing 
and non-interest-bearing securities, should be examined.”’ 

The proposed amendment appears to have stemmed from two recom- 
mendations contained in the report of the vessel replacement com- 
mittee of the Committee of American Steamship Lines which was sub- 
mitted on February 14, 1955, to the Chairman, Federal Maritime 
Board and Maritime Administrator, in response to his request for the 
views of the subsidized operators on the vessel-replacement problems 
of the maritime industry. (See p. 20 thereof or p. 372, hearings before 
the Committee on Merchant Marine and Fisheries, House of Repre- 
sentatives, 84th Cong., Ist sess., on H. R. 4118 and H. R. 5959, in 
May 1955, entitled “Vessel Replacement Program.’’) The first 
recommendation was to eliminate the words “interest-bearing,” as 
provided in the proposed bill, and the other recommendation would 
then require: 

“2. Thereafter, in order to compensate in some degree for inflation, 
Maritime should issue regulations which will permit appropriate di- 
versification of reserve fund investments.” 

According to the latest information available from Maritime, the 
reserve funds at February 28, 1957, consisted of: 
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Interest- 
Cash bearing Total 
securities 
CONG! Senet DADE. oo c- ss cnedescidordnsdectedemeddenbnade $6, 386, 834 | $128, 105,924 | $134, 492, 758 
Special reserve fund 3, 804, 170 84, 279, 253 88, 083, 423 
PRUE oon conccnks nin dpadbeustcamstaeetnnietedsania’ 10, 191,004 | 212, 385, 177 222, 576, 181 


We have no objection to the purpose of the proposed amendment. 
However, S. 2255 gives no recognition to the considerations we have 
mentioned herein; furthermore it places the burden and discretion of 
approval of investments entirely in the Administration without any 
legislative guidelines. The need for such guidelines is particularly 
evident from the fact that conflicting views are held by the Admin- 
istration and the operators as to how the objectives will be accom- 
plished and to what extent, if any, rules and regulations should be 
set forth in the law. Accordingly, we believe that the bill in its 
present form is inadequate to safeguard the primary purposes for 
which the capital and special reserve funds were established. 

Separate reports are being furnished on the other three bills en- 
closed with your letter of June 11. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 





TREASURY DEPARTMENT, 
Washington, June 20, 1957. 
Hon. Warren G. Maanuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

My Dear Mr. Cuairman: Reference is made to your request for 
the views of this Department on S. 2255, to amend section 607 (d) 
of the Merchant Marine Act, 1936, as amended. 

The bill would remove the limitation contained in section 607 (d) 
of the Merchant Marine Act, 1936, as amended, that ship operators’ 
capital and special reserve funds may be invested in interest-bearing 
securities, thereby permitting the investment of such funds in common 
stock. 

The proposed legislation would appear to be premised on the 
assumption that a greater return on, and a capital appreciation of, the 
funds would be reali ed based upon the return on and the appreciation 
in the value of common stocks during periods of economic growth, 
and, to that extent, the Government subsidy in the replacement of 
ships would be reduced. While conceivably a successful policy of 
investment over a period of years may produce that result, common 
stock can depreciate, as well as appreciate, in value depending upon 
many factors and economic conditions of the country. There are 
generally more substantial variations, both up and down, in values of 
common stock over a period of time than there are in fixed interest- 
bearing securities. Therefore, the risk of loss that may result from 
the enactment of the proposed legislation should be as carefully con- 
sidered as the possibility of gain, since the burden of such loss would 
fall on the Government. 
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The Department has previously been advised by the Bureau of the 
Budget that there was no objection to the submission of an identical 
report on H. R. 5525, an identical bill. 

Very truly yours, 
W. Ranpo.ipn Buraszss, 
Acting Secretary of the Treasury. 


SECURITIES AND EXCHANGE COMMISSION, 
Washington, D. C., July 8, 1957. 
Re S. 2255, 85th Congress, Ist session, a bill to amend section 607 (d) 
of the Merchant Marine Act, 1936, as amended. 
Hon. WARREN G. MaAGnuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 
Dear Senator Maanuson: This refers to your letter of June 11, 
1957, in which you requested this Commission’s comments on 8, 2255. 
We have examined the bill and it appears to have no effect upon 
matters within this Commission’s jurisdiction. Accordingly, we have 
no comments. 
Sincerely yours, 
ANDREW Downey OrrIcK, 
Acting Chairman. 


DEPARTMENT OF JUSTICE, 
OFFICE OF THE Deputy ATTORNEY GENERAL, 
Washington, D. C., June 18, 1957. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

Dear Mr. MaaGnuson: This is in response to your request for the 
views of the Department of Justice concerning the bill (S. 2255), to 
amend section 607 (d) of the Merchant Marine Act, 1936, as amended. 

The bill has been examined, but since the subject matter thereof is 
not related to any of the activities of the Department of Justice, we 
would prefer not to offer any comment concerning it. 

Sincerely, 
Witiiam P. Rocers, 
Deputy Attorney General. 
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REANING ROOM 


FeBRUARY 26 (legislative day, FEBRUARY 24), 1958.—Ordered to be printed 


ELLENDER, from the Committee on Agriculture and Forestry, 
submitted the following 


REPORT 


(To accompany 8. 3039] 


The Committee on Agriculture and Forestry, to whom was referred 
the bill (S. 3039) amending the Agricultural Trade and Assistance 
Act of 1954, as amended, havi ing considered the same, report thereon 
with a recommendation that it do pass with amendments. 


GENERAL 


This bill, with the committee amendments, would— 

(1) Extend titles I and II of Public Law 480, 83d Congress (the 
Agricultural Trade Development and Assistance Act of 1954), 
for 1 year, until June 30, 1959 (titles I and II deal, respectively, 
with sales of surplus agric sleusal commodities for foreign curren- 
cies and with famine and certain other relief donations of surplus 
agricultural commodities to friendly countries or peoples) ; 

(2) Increase the title I authority by $2 billion (to $6 billion), 
so as to provide not more than an additional half-billion dollars 
for commitment in the remainder of the current fiscal year and 
at least $1.5 billion for commitment in the fiscal year ending 
June 30, 1959; and 

(3) Prohibit discriminatory treatment of extra long staple 
cotton under the act. 


Tue CommitrEr AMENDMENTS 


The committee amendments make the following changes in the bill: 

First, the committee recommends that the additional authorization 
for title I be increased to $2 billion (from $1.5 billion) and that the 
authorization be related to a fiscal year basis by restricting commit- 
ments for the balance of this fiscal year to $500 million. This would 
leave at least $1.5 billion for the fiscal year ending June 30, 1959. 
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The estimated CCC cost, including ocean transportation, of com- 
modities covered by agreements signed in the fiscal year ended June 
30, 1957, was slightly in excess of $1.5 billion. The Department 
testified.on January 17 of this year that they had then committed or 
were about to commit all of the $1 billion additional authorization 
which had been provided on August 13 of the current fiscal year, and 
it might well be that another half-billion dollars could be used during 
this fiscal year if the additional authorization were obtained early 
enough. The committee has no reason to anticipate that the amount 
required for the fiscal year ending June 30, 1959, will be substantially 
less than was required for the fiscal year which ended last June or the 
fiscal year ending next June. In fact the Assistant Secretary of 
Agriculture testified on February 5 as follows: 


The request for a latger authorization this year is caused 
by changing world conditions. The dollar position of several 
countries has worsened and greater demand has resulted from 
poor harvests overseas. Shipments under past programs, 
particularly wheat for India, have been accelerated. In 
addition, we would expect to program part of the new authori- 
zation before June 30 if the extension 1s granted soon enough. 


At the same time the Assistant Secretary testified as to the impor- 
tance of providing adequate authorization as follows: 


In the title I program, orderly programing and shipping is 
extremely important. These are dependent on continuous 
programing without time out between utilization of separate 
authorizations. We have run into periods when title I pro- 
graming has come to a standstill; for example, the develop- 
ment of new agreements virtually ceased in January 1957 
when our authorization was almost exhausted. The avail- 
ability of funds during the following months would have 
avoided a backlog of program requests from interested coun- 
tries. This backlog resulted in the necessity to scale down, 
delay, or exclude country programs, and in erratic shipment 
performance. Shipments were running about 800,000 tons 
a month last spring; these dropped off to less than 400,000 
tons and are now just starting to increase again. It is pos- 
sible that this same condition will exist again unless an 
extension is granted early in this session of Congress. 


In view of this testimony the committee feels that it would be a serious 
mistake to provide less than the $500 million which can be used this 
fiscal year, and at least as much for the fiscal year ending June 30, 
1959, as was used in the year last ended. 

Second, the committee recommends insertion of a new section 3 in 
the bill to prohibit discrimination in the treatment of extra long staple 
cotton under the act. When the act was last extended the statement 
of managers explaining the conference report on the extension bill 
(S. 1314, 85th Cong., H. Rept. No. 683) contained the following state- 
ment which had been agreed upon by the Senate and House conferees: 


EXTENSION OF PUBLIC LAW 480 3 


BASIC OBJECTIVES OF THE ACT 


The conferees take this occasion to specifically reaffirm the 
statements with respect to the basic objectives of Public Law 
480 and the operations thereunder which were contained in 
the committee reports of the two Houses on this legislation. 
Specifically, the conference committee believes that the pro- 
visions of Public Law 480 should be utilized to the fullest to 
develop new and expanded markets abroad for the products 
of American agriculture. In this connection the committee 
of conference expects that extra long staple cotton will be sold 
under the authority of this act, as is upland cotton, to any 
friendly nation without regard to the fact that this com- 
modity may compete with a similar commodity produced 
outside the United States, and that all surplus agricultural 
commodities regardless of the kind will be made available for 
sale under the act without the imposition of conditions which 
would prevent or tend to interfere with their sale. Rather 
than in any way seeking to discourage or impede the sales of 
such surplus commodities, their sales should be emphasized if 
it appears that by such sale under this act a future market 
for dollars, in the regular course of international trade, may 
be established for such commodities. 


The Department of Agriculture was questioned on February 11 
concerning a newsletter statement that— 


Spain didn’t want Sudanese extra long staple cotton even 
if their prices were lower. Spain prefers our extra long 
staple, even at higher prices, but State Department barred 
exports of our extra long staple even though USDA has for 2 
months declared it in surplus—has to, because of the legal 
formula that applies. State Department even asked USDA 
to refrain from exporting long staple cotton because of fear of 
getting in bad with Egyptians and Sudanese. 


The Department advised that the law made it incumbent upon them 
to declare extra long staple cotton in surplus and that this was done. 
Subsequently it was withdrawn on a temporary basis because of an 
extremely sensitive situation in the Middle East. The Department 
advised that it already had adequate authority but that the amend- 
ment would do no great harm and the State Department subsequently 
advised that the situation which had given rise to the problem was 
now clarified and that there would be no objection to the movement 
of extra long staple cotton under the program. 

Third, the committee amendment to the title would simply correct 
the reference to the act being amended. 


HEARINGS 


The committee conducted 2 days of hearings on the bill. No wit- 
nesses appeared in opposition to it and the action of the committee in 
ordering the bill reported was unanimous. 
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NeExED FOR EXTENSION OF THE AcT 


When Public Law 480 was passed, the Commodity Credit Corpora- 
tion’s investment in agricultural commodities was valued at $6 billion. 
This investment continued to rise in the next 2 years and totaled $8.2 
billion on June 30, 1956. As disposal programs, including CCC ex- 
ports for dollars at world prices, began to have full effect, this rise in 
investment was arrested and a downward trend was started. CCC’s 
investment in agricultural commodities on June 30, 1957, was $7.3 
billion. It is estimated by the Department that CCC’s investment in 
commodities as of June 30, 1958, will be reduced to about $6.8 billion. 
These reductions, resulting mainly from disposals of wheat and cotton, 
would have been greater, the Department advises, except for the ex- 
tremely large harvest of feed grains last year. 

It appears likely that United States agricultural production will 
continue at a high level and that CCC will continue to take over pro- 
duction in excess of domestic use and commercial export outlets. 
Dollar exports are expected to decline from the high level reached 
during the year ending June 30, 1957, due, in part, to the worsened 
dollar position of many countries. In presenting the recommenda- 
tions of the Department of Agriculture for extension of the act, the 
Assistant Secretary of Agriculture stated on February 5 that— 


The program has made it possible for us to make construc- 
. tive use of our agricultural surpluses at home and abroad. 

To permit continuation of these activities we are recom- 
mending: That foreign currency sales under title I be 
extended for 1 year through June 30, 1959, that the authori- 
zation be increased by $1.5 billion, and that title II, which 
authorizes the use of food for emergency relief abroad, also 
be extended for 1 year. Balances available from the current 
$800 million authorization for title IJ, however, are sufficient 
to permit continuation of operations for the additional 
period. Title III which provides for donations through 
voluntary relief agencies and for barter transactions does 
not have an expiration date under the act. 

This morning the Department announced the signing of a 
title I agreement with the Republic of Korea. This brings 
the value of agreements to date to more than $3.6 billion at 
CCC cost and more than $2.5 billion at export market value. 
This means that we have less than $400 million at CCC cost 
remaining and programs now being finalized are expected to 
exhaust this balance very soon. We are hopeful, therefore, 
that prompt consideration will be given to an extension. 


The report of the Department of Agriculture recommending 
extension of the act as part of a Farm Food and Fiber Act is attached 
as exhibit A. 

SUMMARY OF OPERATIONS 


Agreements already signed provide for the shipment of 550 million 
bushe ls of wheat, 3 million bales of cotton, 25 million bags of rice, 1.8 
billion pounds of vegetable oils, 133 million bushels of feed grains, 
175 million pounds of tobacco, 150 million pounds of meat, 225 million 
pounds of lard, 162 million pounds of dairy products, 197 million 
pounds of fruit and vegetables, as well as other commodities. 
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In 1955-56, the first full year of operation of title I, foreign currency 
shipments totaled $427 million at export market value, or 12 percent of 
total United States agricultural exports. During 1956-57 title I 
shipments amounted to $900 million, nearly 20 percent of the record- 
breaking $4.7 billion total achieved. 

Agreements signed to date will result in foreign currency payments 
of more than $2.5 million. About 60 percent of the total will be used 
for economic development purposes in importing countries, about 10 
percent will be used to support the defense forces of our allies, and 
the remaining 30 percent is planned for meeting United States expenses 
overseas and expanding certain United States programs. 

Title I originally provided for an authorization of $700 million in 
terms of what it costs the Government to supply commodities under 
the program. The value of these commodities at current world prices, 
of course, is considerably less. This authorization has been raised 
three times and now is $4 billion. Over $3.6 billion of this limit has 
moved or will move under more than 100 agreements signed with 35 
friendly countries. Agreements totaled about $500 million in the 
year ending June 30, 1955, $1 billion in 1955-56, and $1.5 billion 
last year. 

The bulk of the commodities included in these agreements has 
already been exported and the increase in title I shipments from year 
to year has been one of the major factors leading to the rise in our total 
agricultural exports. In 1954-55 our agricultural exports had a 
market value of $3.1 billion. Title I shipments were small that year, 
accounting for 3 percent of the total. In 1955-56 our agricultural 
exports rose to $3.5 billion. ‘Title I accounted for 12 percent of the 
total. In 1956-57, the year ending last June 30, agricultural exports 
rose to an all-time high of $4.7 billion. Title I shipments made up 
almost 20 percent of the total, or about $900 million. 

The value and quantity of commodities which have been programed 
under agreements signed during fiscal year 1958, and cumulative 
totals, are shown later in this report in tables I and II. 


Uses or ForetGn CURRENCIES 


Foreign currencies received in payment for commodities are de- 
posited to the account of the United States overseas and are used for 
purposes authorized in section 104 of Public Law 480 and specified 
in the sales agreement. Several departments and agencies have re- 
sponsibility for administering the expenditure of these currencies. 
For example, the Department of Agriculture is concerned with the 
use of currencies for agricultural market development purposes; the 
International Cooperation Administration for currencies loaned back 
to importing countries for economic development purposes; and the 
Export-Import Bank of Washington for currencies loaned to private 
business firms. 

About $43 million in currencies has been tentatively earmarked for 
agricultural market development under existing agreements. To 
date, more than $9 million of this is being obligated for approved 
projects together with contributions by private trade organizations 
cooperating in these projects of nearly $3 million. Results of these 
promotion efforts are already evident in some instances. Cotton 
promotion projects undertaken in 21 countries have been a factor in 
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the free movement of cotton overseas and should continue to encourage 
exports for some time tocome. The title I poultry sale to the Republic 
of Germany plus a promotion project resulted in dollar purchases by 
that country of more than 4 million pounds of poultry in 1957. Par- 
ticularly good results have been obtained in Japan in maintaining 
United States wheat and tallow exports and increasing the use of 
United States leaf tobacco. Commercial supermarkets have been 
opened up in Italy because of ihe success of a supermarket exhibit 
held during a trade fair there. These new markets are now selling 
many United States grocery items which had not been made available 
in Italy to any great extent. We believe that as more projects are 
undertaken and more products exhibited at trade fairs our export 
markets for many commodities will widen considerably. 

More than half the foreign currencies expected to accrue under exist- 
ing agreements will be loaned back to importing countries for use in 
economic development projects agreed upon with the International 
Cooperation Administration. Considerable emphasis is placed upon 
coordinating plans for the use of these funds with the overall develop- 
ment programs of these countries. In approving loan projects for 
agricultural purposes care is exercised to avoid encouragement of pro- 
duction which would result in reduced outlets for United States agri- 
cultural commodities. 

The extension of Public Law 480 granted in August 1957 provided 
for relending of foreign currencies, largely to United States firms and 
their affiliates, to assist in the development and expansion of private 
business in foreign countries. The equivalent of about $45 million 
will be reserved for these purposes in agreements negotiated this fiscal 
year with France, Greece, Israel, Korea, Mexico, and Pakistan. 
These funds will be available to private business firms through the 
Export-Import Bank of Washington when commodities under these 
agreements are shipped and paid for and proceeds assigned to the 
bank. 

Currencies are also being used for the payment of United States 
expenses abroad; for the procurement of military services and equip- 
ment for military assistance; for educational exchange programs; for 
assistance to American-sponsored schools, libraries, and community 
centers; for the translation, publication, and distribution of books and 
periodicals; and for the purchase of goods for other friendly countries. 
Details on the planned uses of these currencies are shown in table ITI. 


ALLOCATION OF PROGRAM Costs 


This committee’s report on S. 1314 of this Congress (S. Rept. 188) 
contained the following recommendation: 


Unfortunately, most of the publicity which has been 
given to Public Law 480 has emphasized, exclusively, the 
benefits that American agriculture has received from the 
program. The committee considers it highly important 
that this situation be corrected, and that the benefits to 
nonagricultural interests be shown in thei® true light. 
Therefore, the committee recommends that, in the future, 
all accounts and estimates concerning the cost of the pro- 
gram clearly differentiate between that part of the cost 
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attributable to agricultural programs and that part attribut- 
able to nonagricultural programs. They should also show 
that part of the amount attributable to nonagricultural pro- 
grams which is reimbursable from appropriations for other 
agencies and that which is not. The difference between the 
export value and the Corporation’s investment in commodi- 
ties exported under the program should be shown as a 
separate item. 


The committee would like to reiterate that recommendation at this 
time and urge the Bureau of the Budget, the Department of Agricul- 
ture, and other agencies, in their accounts and statements dealing 
with price-support program costs, to make a clear differentiation 
between those costs which may properly be charged to price supports 
and those which may properly be charged to another purpose. Thus, 
in the case of donations under title Il of Public Law 480 for famine 
relief, the market value of the commodities donated, as well as the 
expense involved in makng the donat on, should be charged to 
famine or other relief and should not be described as an expense 
“primarily” for price support. Similarly, cash transfers to the armed 
services or to schools to supplement the diets of the services and of 
school children and the market value of commodities donated for 
domestic relief, food donated to unemployed, service diet supple- 
ments, or other purposes should be cheat shown for what they are. 





sounid peiq ¢ 


480 










































*s}]NJj peuuvo pus ‘pepIp ‘ysely ¢ ‘9000 Aq poouvuy oq 03 U013R4I0dsuBIy UB800 ATWO SepNyoU] 
rs 
. Societe 5 oes ee ce sk ee 
8 09's 1 | 0 @2z €99%'% | 8'99 | 2086 | 688 L°SIt =| FIG 0 "S91 8091 | $ £26 “8961 PUB “ZC6T ‘9C6I 
| | | | CC6T Ive [wosy ‘s}UNUIIRITV [[e *[BI0,1, 
oO atnantet i Pe seca as = | a aaewree Ide oe ; ! rs ---)08 s ‘n08 
id r O10 € 8 S60 Z | 6 22% [ ae) | 6 GlZ | €°%& ZOU 9 “90% 9 OST | » 96 | 6 892 L961 Pus 'OC6T 
es | | | | | | | ‘eogt svoA Rosy ‘s}JusUIVeIZB [BIO], 
FA 66” “bh I “64 | ¥ 268 L's | 9°9OI 08 8 “th bbl t 9 6S1 SS6I *¢ 
= } | | | ‘Qoq-2e6r ‘Tt Apne ‘syueul0esZe [840.1 
~ pi OE enti Pome iE A 
e 0°86 132 | 8 66 I 8°18 BIAB[sosN X 
S 0'8 0 1 08e = ~~“ wopsnTy peu 
b 29 | 8% 0 IZ | 2% 0's | ¥°ST Ao¥IN.L, 
7, ¢ 82 12% | 6 | 8'IF | OT 1 ¢¢ | SIL 0's "ured 
a 899 | ire iz BY. | cot 1 9% puev[od 
% 1°66 61 g |" 2% | > bI | 9°9€ UB STAB 
DN 9°99 | 9'T 19 | 99% ===" QOFKO TAL 
Zi EBL 9°6 t ° : I 1 '¥ pons 
by LG Ze a | Os |} tZ | 9 OI a 80 | 6 r - [evs] 
be Lz 1’ L nt 90 | PIL : ~~" "909016) 
4 9% 10 o% . GZ ome i , a ---9ouBlg 
| | *S}UOUIEAIZE QOKT IBOA 7B 
oe . tT ae eS eee ae ee eS! le SP US eee oe 
uoT}ey10dsuBI}} | | 
uBa00 }WoTyeyodsues) ; uoTIe. | | sT}o | anoy 
Suypnpuy | uBed0 -10dsuviq) oenfeA | YIO | pus sjonpoid o00e8qo,,, | 03}00 O01 surei3 pus Arqunog 
809 900 | Sulpn I UBIO | XIV | |} seq Aspe] peog yoy A 
poywUy sy jonpea yoysw jy] 
| | | | 


[se[jop UOT] 


$7010) 9a17D)NUNI 


Cc pun ‘gg6r ‘¢ “qaq ybnosy) ‘296, ‘1 Ane poubis spuawoasbn OgyY mv 22719Nq ‘J 2174 4apun swpsbosd fo uowprsodwos fijppommog—y] aIaV J, 





EXTENSION OF PUBLIC LAW 480 






































ue aa 7 o**"---"°" coecnee ees ee ee ea ees “T83O,.L 
ee ee eae ae | el eerpentthcne<acaatsemhanca 
es eee er ee ee ee ee ee eeu 
a anlar Iie rc nee arent iene 19490g 
Mie. 6 Se ote eee fe ine ee woeeeeees= ~~ @s00qD 
ee ar ey ne oe wee nar ee See Sea eT ~" yur Arp yeyuON 
| at Pot arent eter te“ serene ere yur ejou. peri 
a, eer o 922s Pn ete te ania: ATUL peywsOaVa 
 seuad 2SMOT[OJ SB ST A10Z948I STU} JO UMOPYBII OL, ¢ 
s pupenoy, 
“qn pouuvo pus ‘ysey ‘pericy » ee ee SD ee ee oe ee eee BF I conceal 
‘sound poliq + GE Serre err ete eredanecsssores cena Stepssce Reet es suyels pseg 
BER MES. SPA reseneaiieoon page poe senn=dnasensnadsn shoe Bpoweactonkh~ panes 1899.1, ee erases apnoea eon ees ee. “a eee 
ee Pe ee ee ee ate ae : SS a. ae 
een a eee) SS ee oe ~-""@SB018 10/PUB MOTI], ee oe eee eee een en aerirer* oo : ; ~-""="$980 
Deere ere re eee ee [TO uveqAOs 10/pue psesu0}}00 Sn eee eke abs ore sendin ghrenench- at ““-"" "00 
spunod TSMOT[[OJ SB ST A1OZ9}VO ST} JO UMOPYVIIG OU], ¢ syayeng {SMOT[O} SB ST A1OZ0}BO STY} JO UMOPYVII OL], 1 
puvenoy [ puvenoyL 
— at Sh ee eee =——s —- 7 ee ron gihnapeaianililin 
6 296 ‘OST | 928 ‘96T | 000 ‘E 220 ‘9% Z| O1Z ‘ZOT | FP ‘LI | 97867 | Loe ‘ez 296 Zet | go 6Ne [~~~ ~~7-""gG6T pure ‘L6T “9S6T 
| | ‘ecgl sivoA [eosy ‘syUSuIO0ISe [Bj0.L 
cain lpn octet . is =a tw Se | co ae | 
6 296 ‘OST | 296 ‘EZ | 000 ‘g 400 T92‘I} 696 ‘26 | 09s ‘oot | z'90L% | see ‘ez 97 ‘OL =| 89% ‘eee ae “L961 
| pues ‘OCHI “SSH SIBVOA [BOSE ‘syUNTIIDOISB [830] 
— tat Ween F ites OF ar 890 ‘SSh | Itz ‘49 49S ‘SI ¥ 9lZ Zsl Z 11z ‘9¢ sorte | “S961 
| | “¢ “Qeq-2961 ‘, Aing ‘syuUsUI0eI13B [B40], 
eee ene ae 2 ne Soot eee ae ae : --| 1°96 Jrea-nno-e=] guy tge | ---- ; Crasqeown X 
ee a en 2 ee ee a oe oe c : " rena a wopsuly pewuy 
ae ee eee ne eae #29 ‘ShI | 2966 : = e+ : oe ites. ro" Ao¥iN. IF, 
in...C ee oe or =e aegis oe ee GZS ‘6SZ i) £€8 ‘8 69 | 286 ‘€ uredg 
Salieharesieee eon Tec ne il belek ie EE Do tli bp ees i 6 901 09s ‘I 66Z ‘FT| puvlod 
eo Se oe Ot a. ke ee ek “| 100 Z 866 ‘E zs Z ae) . UBISTHV 
ee en ee ee ae 2” 2 oe oe oe . | : | : 10¢ ‘0z eros ~-""--OOTXO IAT 
caer Se es wee ae ae ot : ' ' ov ‘ot «| eee TO ~--Ba10 4 
ea oe Pa ee 288 + . . se a | ee £86 “CF T&z 0's 7 ORF ‘2 | oFe ‘C ~-""“T9BIS] 
are enn aw ate Sen ang eee WOE "F , | 292 ‘6 | 862 ‘9 900014) 
Tmimnt tama atelh aibedlieerattines th aaiteadiiveaaiect ania? all: tut: Se ily fear : 00S ‘F - tee 4 | a --""90uBl a7 
"¥m2 000'T | °92:000°T | “91.000'T | “#m2 000°T | “Q1:000°T | “92 :000°T | “42 000°T | “G1 G00I | 82109 000'F "7m 000'T | “RQ 000'T | °"4 000'T ‘SJUIUIIIIFE SOGT IIA [BIST 
spees $91q84 
einysed yee «|| -0Z0A pus suveq Anmog e810 |igsjonpoid) ooovqo,, 003309 OT , SUJBIZ | NOY pur | A1yun09 
pus Avy | syinig | ojqrpe Aiq puv sjeq | Ameq peg qVoll MA 
! 





















































pun ‘9c6I ‘9 ‘qaq ybnosys ‘2o6T ‘T ijn poubis syuawaasbn Ogy movyT 219Nq ‘I 27)1} 4apun sarp~powmwos fo sarztzunnb 


$7090} 9a17D)NWNI 


anuiroiddy 


—TI @1av I, 


480 


OF PUBLIC LAW 


=NSION 


EXTE 


i) 
= 


‘palmbel oq [4 sisodep vedni Ou YoIGM JO} JUOUIGeIZe ULTpUT 94} UT [B}JUdIepTP 
8900 IOJ POIWUITJSe UOT|[TUI 9g 9 Aq J IGRI UT [VIZ WTO 


SAVY SUOTIVIOT[S WOM UOTSTASl OF YOOfGNS St UOTINGIIYSTP STqL, 
-U] 9JB PIINQ]IS|p IS}A.19440 JOU Ss 








OUBICE 





(1) pus ‘(y) ‘(q) “(8 


SIOJJIP VN[VA JOYIVU [BIO,L, + 
pe va{duloo Useq 

*(J) “DeSqns JopUuN pepnyo 

‘soasqns Japun aaoge 





sty} Ul |} 
‘(y) ‘GU 


8 BY 


(q) *{ 








3008 JapunN pesn oq ABU spesdo.id Aé 


ePNpUT OSTR e18 (p) FOT “90S JepuN sosn a[qissod ‘seouRjsuy oUTOS 
) FOI 





I ‘() pur 


19.LIMd [BIO] JO JuNOUIB pogweds 


1AOid s}UouIveIse AUBUI ‘spuTy JO asn oy} Ul AITIGIXsy epTAoid 0} Jepilo Uy] 


yn 


ul UMOYS SJUNOTLY 








Y} J0j JUOTTOAISE OY) UT VUNO 





® peyweds 8 oyeoTpul U 
*SoTIJUNOD PE IOJ qugureimooid atqrssod Joy JUNOUTV | ypedsuy ¢ 
VIPBUl Used GAT 





njoo sty} 





SUOTIBIOT[V 








































































POF PUT O1V I[QUI[BAB MOU WOTJVULIOJU] JS9q OY} WO PISVd SOJVUITISe ‘o1OJa19Y J "£1 put yd [enjoe usyM JUEUTYSN[pe 07 JOo[qns IB e[qey STU} UT UMOYS S}UNOULY 
¢*sl | £°€ & 8 0 6FE ¢ “9s9 Ltt c*I9 6 ZF ¢ “062 0% & Et € lee Ss 861 pus 
| ‘QCHT ‘SSB IBOA | 
| “S]UVTIIGISB [[B 
I ‘Or 1% | 6°6I £°OL1 TI 9 ¢*I9 L Gb G PRE 0% 6 FE 8 680 TZ + L861 pue 
| “9S6I * | IwaA [BO 
} “SU ‘S}MOUIVIIZB [VJO,L 
o'r 12° L ¢ OF I Or I Ol 6'1 0001 [B109 JO JUeIIAd SE Sas /) 
tt O'T i$’ | 2°82! 6 ‘PSI Ltt 0 OF £'8 GLb S}UITIIGIBB [BIO] 
ae | BIAB[SOSN A 
- ° “ | eeséeep . e's mopsury peyuy 
0% | 1 LS O'L AO¥IN. | 
° Rte | T'1e 0"! “~uyeds 
- > coleestesre deve ewer se 2) "-puvjod 
$° O'T | bOI 0'¢ l “UBSHIC 
6° ZT IZ GZ OofX9 PW 
7 — | | 0% 0'Tt vol0OM 
i : | O12 Z'8 [owls] 
oO'T ' } | 60 6% 90001) 
, . OT | 9°0 20 ¢°0 oouel yf 
s]UsTII00 ROGT IBOA [LOST A 
| | | 
| ((a) POL uol7ey0d 
((D | ((q) ((3) POI e (GQ) ((@) | *9es) queuI z ((p) ((q) suBi} ue 
POL '908) ((D POI FOI 008) | *Oas) SJUeTI POL O08) POT 908) -dopaasp fOT *99S) ) POT) POI “908) (( POT BA 
uo} won pe 098) UOTIBI | eAUBIDXe -UJ9A038 fsuoTyeaI] astidtejue dTUIOUO0DN seliqguno0o ‘ juoUl [@lio}BUul des) Quer }04 18) {agunoe,) 
pus uo}} -y7aqnd pus uoTyBoNpe | USd}o10J “GO $a}B1sg ayeaAlid pus epi 1aq}O 10j -aino01d 98118 JO -dojaseap poweiz0id 
~BUuLIOjUuy jUO}IST UBL Lf [euol | 0} suBO’y pewuy jo 0} SuUBO'T $([BJe7ve ITI, NU Spoos Jo AIVUTIA esBlpind jOHIB IW FUNOUIB 


pun ‘cel ‘¢ ‘qayq ybn 


| -BULIOJUT 


}UsUIAB 


014) ‘4G61 ‘TI fijng paubr 


10} SPUBID 





1 870907 aarnynwno 
s spuamaaiby QOgy mv'T 91qQNq ‘J 2772} 4apun 


osByoin | 


B[LOp UOT A] 


[BIOL 





yuaLind ubrasof fo sasn pauudjq 


TIT @14dv i 





EXTENSION OF PUBLIC LAW 480 ll 


Exuisir A 


DEPARTMENT OF AGRICULTURE, 
OFFICE OF THE SECRETARY, 
Washington, February 17, 1958. 
Hon. ALLEN J. ELLENDER, 
Chairman, Committee on Agriculture and Forestry, 
United States Senate. 


Dear Senator EvLeNpDER: This is in response to your request of 
January 17, 1958, for a report on S. 3039 which proposed to amend the 
Agricultural Trade Development and Assistance Act of 1954, as 
amended. 

This bill would increase the maximum amount to be appropriated 
to reimburse the Commodity Credit Corporation for commodities 
disposed of and costs incurred under title I of the act, from $4 billion 
to $5.5 billion. The bill would also extend the terminal date, through 
which title I and title II transactions can be undertaken, from June 30, 
1958, to June 30, 1959. 

We favor extension of this act as part of the Farm Food and Fiber 
Act (S. 3049). This temporary disposal program needs to be part of 
a farm program that will effectively bring the supply of farm products 
into better balance with market demand. 

However, this program must not be allowed to become a device to 
postpone needed price support and production adjustments. In some 
instances the movement of basic commodities under Public Law 480 
results, under the current escalator provisions of legislation, in higher 
price supports than would otherwise prevail. For example, on Feb- 
ruary 7 we announced the price support for cotton at 81 percent of 
parity. There is no question that this price support is substantially 
higher than it would have been in the absence of the exports under 
Public Law 480. This comes at a time when the cotton industry is 
having difficulties competitively with synthetics and foreign mills. 
Thus the effect of moving surpluses under Public Law 480 is resulting 
in incentives to build another surplus. It is not desirable to keep 
farmers continually under the shadow of price-depressing surpluses. 

This program is desirable within our overall policy Seaimanartas of 
expanding markets. However, maintaining a range of support prices 
which is too narrow to permit the commercial growth of markets 
needed to absorb our production prevents the needed expansion. 
Therefore, we favor the extension of the Agricultural Trade Develop- 
ment and Assistance Act with the additional $1.5 billion authorization 
as part of S. 3049. 

The Bureau of the Budget advises that there is no objection to the 
submission of this report. 

Sincerely yours, 
E. T. Benson, Secretary. 


CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as 
reported, are shown as follows (existing law proposed to be omitted 
is enclosed in black brackets, new matter is printed in italic, existing 
law in which no change is proposed is shown in roman): 
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AGRICULTURAL TRADE DEVELOPMENT AND ASSISTANCE AcT oF 1954 
TITLE I—SALES FOR FOREIGN CURRENCY 
* * * * * * 
Sec. 103. 
* * * * * + “ 

(b) Transactions shall not be carried out under this title which 
will call for appropriations to reimburse the Commodity Credit Cor- 
poration, pursuant to subsection (a) of this section, in amounts in 
excess of [$4,000,000,000] $6,000,000,000. This limitation shall not 
be apportioned by year or by country, but shall be considered as an 
objective as well as a limitation, to be reached as rapidly as possible 
so long as the purposes of this Act can be achieved within the safe- 
guards established. 

+ * * * * * * 


Sec. 109. No transactions shall be undertaken under authority of 
this title after June 30, [1958] 1959, except as required pursuant to 
agreements theretofore entered into pursuant to this title. 


TITLE II—FAMINE RELIEF AND OTHER ASSISTANCE 


Src. 204. No programs of assistance shall be undertaken under the 
authority of this title after June 30, [1958] 1959. 


O 








Calendar No. 1349 


85TH CONGRESS SENATE REPORT 
2d Session No. 1324 


REMAINS OF THE UNKNOWN AMERICAN OF WORLD 
WAR II AND THE KOREAN CONFLICT TO LIE IN STATE 
IN THE CAPITOL ROTUNDA 


FEBRUARY 26 (legislative day, Fepruary 24), 1958.—Ordered to be printed 


Henninos, from the Committee on Rules and Administration, 
submitted the following 


REPORT 


[To accompany H. Con. Res. 242] 


The Committee on Rules and Administration, to whom was referred 
House Concurrent Resolution 242, having considered the same, report 
favorably thereon without amendment and recommend that the 
concurrent resolution do pass. 

Approval of the concurrent resolution would permit the use of the 
rotunda of the United States Capitol for the remains of the unknown 
American of the Second World War and of the unknown American of 
the Korean conflict to lie in state for approximately 2 days prior to 
their removal on next Memorial Day to Arlington National Cemetery. 
This mark of homage and respect follows the tradition established in 
the case of the unknown American of World War I. 

A letter to Senator Thomas C. Hennings, Jr., chairman of the 
Committee on Rules and Administration, from the Honorable Wilber 
M. Brucker, Secretary of the Army, describing the purposes of the 
resolution in more detail, is as follows: 


DEPARTMENT OF THE ARMY, 
Washington, D. C., February 24, 1958. 
Hon. THomas C, HENNINGs, Jr., 
Chairman, Committee on Rules and Administration, 
United States Senate. 

Dear Mr. CHarrMan: Reference is made to your request to the 
Secretary of Defense for the views of the Department of Defense with 
respect to House Concurrent Resolution 242, 85th Congress. The 
Secretary of Defense has delegated to the Department of the Army 
the responsibility for expressing the views of the Department of 
Defense thereon. 
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2 UNKNOWN AMERICAN OF WORLD WAR II AND KOREAN CONFLICT 


The purpose of the resolution is to permit the use of the rotunda of 
the United States Capitol from May 28 through May 30, 1958, both 
dates inclusive, for the remains of the unknown American of the 
Second World War and the unknown American of the Korean conflict 
to lie in state, and for appropriate proceedings and ceremonies in con- 
nection therewith. 

The Department of the Army, on behalf of the Department of De- 
fense, strongly favors adoption of the above-mentioned resolution. 

When the unknown of World War I was returned to the United 
States in November 1921, his body lay in state in the rotunda of the 
Capitol, thus establishing a tradition. The plans for handling the 
interments of the unknowns of the Second World War and the Korean 
conflict provide that the unknowns will lie in state in the rotunda of 
the Capitol from the morning of May 28, 1958, until the afternoon of 
May 30, 1958. They will lie on biers, one of which was used whea 
distinguished decedents were brought to the Capitol. The other 
will be a duplicate of this bier. Gold Star families, representatives 
of veteran and patriotic organizations, public officials, and the general 
public will be afforded an opportunity to pay their respects during this 
period. The use of the rotunda of the Capitol is particularly desirable 
because it is large enough to accommodate the many people who are 
expected to pay “their respects to the unknowns, it is centrally located 
and accessible, and the use of such distinguished surroundings is 
consonant with the special distinctions that surround the return and 
interment of the unknowns. On the afternoon of Memorial Day, the 
unknowns will be removed from the Capitol and a funeral cortege 
will accompany the unknowns to Arlington National Cemetery. 


The adoption of this legislation will cause no increase in the budge t- 
ary requirements of the Department of Defense. 
The Bureau of the Budget advises that there is no objection to 
the submission of this report. 
Sincerely yours, 


Wiser M. Brucker, 
Secretary of the Army. 
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Calendar No. 1344 


85TH CoNGRESS SENATE REpPortT 
2d Session No. 1325 





IMPROVEMENT OF SENATE PARTICIPATION IN INTER- 
PARLIAMENTARY ORGANIZATIONS AND RECEPTIONS 
OF VISITING FOREIGN DIGNITARIES 


Fesruary 26 (legislative day, Fesruary 24), 1958.—Ordered to be printed 


Mr. Hennine@s, from the Committee on Rules and Administration, 
submitted the following 


REPORT 


[To accompany 8. Res. 259] 


The Committee on Rules and Administration to whom was re- 
ferred the resolution (S. Res. 259) providing assistance to Members 
of the Senate in the discharge of their responsibilities in connection 
with the visiting of foreign dignitaries, and for other purposes, having 
considered same, report favorably thereon with amendments and 
recommend that the resolution, as amended, be agreed to by the 
Senate. 

The first amendment added to the resolution by the Committee on 
Rules and Administration would eliminate reference to a statute which 
is not pertinent to the subject matter of the resolution. The other 
committee amendment is merely in clarification. 

The purposes of the resolution are set forth in Senate Report No. 
1287, 85th Congress, 2d session and also in a letter addressed to the 
chairman of the Committee on Rules and Administration, Senator 
Thomas C, Hennings, Jr., from the chairman of the Committee on 
Foreign Relations, Senator Theodore Francis Green, which letter reads 
as follows: 


ComMMITTEE ON Forer1GN RELATIONS, 
February 13, 1958. 
Hon. THomas C. HENNINGs, JR., 
Chairman, Committee on Rules and Administration, 
United States Senate, Washington, D. C. 

Dear Mr. Cuarrman: There has been referred to the Committee 
on Rules and Administration a resolution, Senate Resolution 259, pro- 
viding assistance to Members of the Senate in the discharge of their 
responsibilities in connection with visiting foreign dignitaries, and for 
other purposes. 
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I hope this resolution will be favorably received and reported by the 
Committee on Rules. You will note the resolution, if adopted, will 
give the Committee on Foreign Relations authority to employ one 
additional professional staff member. This staff member is to be 
concerned primarily with Senate participation in interparliamentary 
organizations and with the reception at the Senate of visiting officials 
legislative representatives from foreign governments. The resolution 
authorizes the expenditure of not to exceed $5,000 from the contingent 
fund of the Senate to meet expenses authorized by the resolution. 

Many Members of the Senate, not only those on the Committee 
on Foreign Relations, have participated in gatherings with representa- 
tives of other parliamentary bodies. These meetings, as you know by 
your own attendance, have served to promote democratic thought 
around the world, and bring into closer bond those leaders who are the 
defenders of the democratic process and free government 

As the report on this resolution points out, 153 important foreign 
governmental officials visited in the United States in 1957. There is 
no central facility for the reception and introduction in the Senate 
of these visiting dignitaries and there is no authority for reimburse- 
ment of the minor expenses which members may incurr in connection 
with these visits. 

I can assure you that I shall, as the resolution provides, keep 
close watch on the use and commitment of such funds as may be 
authorized. No sum will be expended save in strict accordance with 
law and the regulations of the Senate appertaming to its contingent 
fund. Inasmuch as it is not possible accurately to estimate the sum 
Members may need to meet the expenses of this activity during the 
forthcoming year, it is not possible to submit a budget. 

I am sure you will welcome this effort to bring about a better 
interchange among members of parliaments and to improve the 
reception of foreign governmental dignitaries by the Senate. These 
purposes, I realize, have been high among your interests in the past. 

Sincerely yours, 
THEODORE FRANCIS GREEN, Chairman. 


8. 





Calendar No. 1345 


85TH CONGRESS SENATE REPortT 
2d Session No. 1326 


PROVIDING FOR THE REPEAL OF CERTAIN OUTSTAND- 
ING AUTHORIZATIONS TO MAKE EXPENDITURES FROM 
THE CONTINGENT FUND OF THE SENATE 


FEesruary 26 (legislative day, Fepruary 24), 1958.—Ordered to be printed 


Mr. Henninos, from the Committee on Rules and Administration, 
submitted the following 


REPORT , 


[To accompany S. Res. 269] 


The Committee on Rules and Administration having had under 
consideration an original resolution (S. Res. 269) to repeal certain 
authorizations to make expenditures from the contingent fund of the 
Senate, report favorably thereon and recommend that it be agreed to 
by the Senate. 

The purpose of this resolution is to rescind the authorizations to 
expend the residuary amounts unexpended under the authorizing reso- 
lutions listed in its text. Those resolutions were agreed to by the 
Senate several years ago, prior to the current rule fixing January 31, 
next, as the cutoff date for expenditures authorized from the contin- 
gent fund of the Senate. The resolutions which this resolution would 
repeal did not contain time limitations so that the amounts authorized 
to be expended thereunder were made available for obligation until 
expended. There has been little or no activity on these authorizations 
in recent years and their current status is as follows: 
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REPEAL OF CERTAIN OUTSTANDING AUTHORIZATIONS 


Open authorizations—Exzpenses of inquiries and investigations and miscellaneous 


items 


Function | Authority 


| S. Res. 129, June 26, 1947_- 
8. Res. 300, June 20, 1950 _- 
8S. Res. 234, May 20, 1954_. 
Ss 


Committee on Appropriations _- 

Committee on Finance---_-_--_-| 

Committee on Rules and Ad- 
ministration (P. and E.). 

Committee on Rules and Ad- 
ministration. 


. Res. 250, Apr. 13, 

and various 

resolutions. 
S. Res. 59, Jan. 29, 1947 


1950, 
amending 


Joint Committee on Atomic 
Energy. 
Secretary of the Senate 


Total authorizations involved__.___..__- 


8. Res. 116, May 15, 1941___- 


Amount 
authorized 


Unexpended 
balance 


$50, 000. 00 
25, 000. 00 
50, 000. 00 | 


$24, 151. 49 | 
25, 000. 00 | 
3, 219. 92 


372, 500. 00 | 


222. 38 


1 9, 585. 59 | 1, 760. 50 


1, 500. 00 482. 50 











on ee aes _ 


1 By transfer from Special Committee on Atomic Energy. 


Last 
payment 


Dec. 21, 1949 
None. 
Feb. 26, 1957 


Dec. 8, 1954 


Mar. 16, 1956 
Apr. 22, 1942 


Approval of this resolution will close out the above open authoriza- 


tions. 
offices concerned. 


There is no objection to this action by the committees or 
In the interest of orderly business practice and 


consonant with the current rule, the resolution merits Senate approval. 


O 
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Calendar No. 1351 


85TH CoNGRESS SENATE 
2d Session 


REPo 
No. 1327 


PROVIDING PENALTIES FOR INTERFERENCE WITH 
UTILITY LINES, PANAMA CANAL ZONE 


Frepruary 27, 1958.—Ordered to be printed 


Mr. Busu, from the Committee on Armed Services, submitted the 
following 


REPORT 


[To accompany H. R. 3604] 


The Committee on Armed Services, to whom was referred the bill 
H. R. 3604, to amend section 831 of title 5 of the Canal Zone Code 
to make it a felony to injure or destroy works, property, or material 
of communication, power, lighting, control, or signal lines, stations, 
or systems, and for other purposes, report favorably thereon without 
amendment and recommend that the bill do pass. 


PURPOSE OF THE BILL 


The objective of this bill is to extend and broaden the existing law 
against willful or malicious interference with public utility installations 
in the Panama Canal Zone. This result would be accomplished by 
amending the Canal Zone Code to make it a felony to injure or destroy 
works, property, or material of communication, power, lighting, control, 
or signal lines, stations and systems, 


EXPLANATION 


The United States Criminal Code makes it a felony to willfully or 
maliciously injure or interfere with any communications line operated 
by the United States. This provision is geographically applicable to 
the Canal Zone but there is doubt whether it applies to offenses in- 
volving communications owned and operated by the Panama Canal - 
Company in view of that Company’s separate corporate lega) status 
and the policy of the courts to construe criminal statutes strictly. 
The first objective of the bill, then, is to protect the public utility in- 
stallations of the Panama Canal Company. 

Moreover, the United States Code provision that is limited to 
offenses involving communications facilities in not broad enough to 
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2 INTERFERENCE WITH UTILITY LINES IN CANAL ZONE 


afford all of the coverage desirable for the Canal Zone. . Equally im- 
portant are the protection and safeguarding of power, lighting, con- 
trol, and signal lines, stations and systems. “A second objective of the 
bill is to extend to installations of these types the penal law now appli- 
cable only to willful or malicious interference with communications 
facilities. 

Offenses of the type to which this bill is directed must now be prose- 
cuted as misdemeanors under Canal Zone Code sections relating to 
petit larceny or malicious injury to property, telegraph, or telephone 
lines. The maximum punishment for these misdemeanors is 30 days 
imprisonment or a $100 fine or both. Although grand larceny may 
result in imprisonment for up to 10 years, this offense involves theft of 
property having a value of $50 or more. Thefts not inv olving this 
amount nevertheless may resuJt in serious damage to or interference 
with Government facilities. 

The extension and broadening of the existing law against willful 
or malicious interference with public utility installations in the Canal 
Zone would also be applicable to offenses’ involving privately owned 
and operated facilities of the types dealt with in the bill. These 
private facilities are limited in number and kind but the committee 
was informed that they are vital to the governmental agencies per- 
forming essential functions in the Canal Zone and for that reason the 
statute would apply equally to offenses involving such private facilities. 


COST DATA 


The Governor of the Canal Zone estimates that enactment of this 
bill would result in savings to agencies in the Canal Zone by reducing 
losses from damaged or stolen communication and power line equip- 
ment. 

DEPARTMENTAL RECOMMENDATIONS 


Printed below and hereby made a part of this report are letters 
dated January 10, 1957, from the Governor of the Canal Zone request- 
ing enactment of this measure, and a letter dated April 25, 1957, from 
the Deputy Attoney General indicating that the Department of 
Justice does not object to the enactment of this legislation. These 
letters also indicate that the Bureau of the Budget has no objection 
to the proposal. 

CanaL ZONE GOVERNMENT, 
OFFICE OF THE GOVERNOR, 
Balboa Heights, C. Z., Janwary 10, 1957. 
The Honorable Sam Raysurn, 
Speaker of the House of Representatives. 

Dear Mr. Speaker: Forwarded herewith is a draft of bill that 
would amend section 831 of title 5 of the Canal Zone Code to make it a 
felony to willfully or maliciously injure or destroy any works, property, 
or material of any communication, power, lighting, control, or signal 
line, station, or system in the Canal Zone. The bill would also make 
it a felony to willfully or maliciously interfere in any way with the 
working or use of any such line, station or system or to willfully or 
maliciously obstruct, hinder, or delay the transmission of any com- 
munication or signal, or the transmission or distribution of power 
or lighting by means of any such line, station, or system. 
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The draft bill is patterned upon section 1362 of title 18 of the 
United States Code, which provides as follows: 

“Src. 1362. Communication lines, stations or systems. 

“‘Whoever willfully or maliciously injures or destroys any of the 
works, property, or material of any radio, telegraph, telephone, or 
cable, line, station, or system, or other means of communication, 
operated or controlled by the United States, whether constructed or 
in process of construction, or willfully or maliciously interferes in any 
way with the working or use of any such line, or system, or willfully 
or maliciously obstructs, hinders, or delays the transmission of any 
communication over any such line, or system, shall be fined not more 
than $1,000 or imprisoned not more than three years, or both.” 

Although said section 1362 was expressly made geographically 
applicable to the Canal Zone by an amendment (act August 5, 1953, 
67 Stat. 366), to section 14 of title 18 of the United States Code, its 
provisions are not considered applicable to offenses involving com- 
munication systems owned and operated by the Panama Canal 
Company in view of the separate legal status of such company as a 
corporate agency and instrumentality of the United States and 
because of the policy of the courts to construe criminal statutes strictly. 
The Assistant Attorney General in charge of the Criminal Division 
of the Department of Justice has advised the United States district 
attorney for the Canal Zone of his concurrence in such view. The 
nonapplicability of such statute to offenses involving communication 
lines, stations, or systems owned and operated by the Panama Canal 
Company represents a serious deficiency in view of the fact that the 
major communication system in the Canal Zone, i. e., the telephone 
system, is operated and controlled by the Company. 

Apart from such nonapplicability of section 1362 of title 18 of the 
United States Code to offenses involving communications lines, 
stations, or systems of the Panama Canal Company, it is considered 
that the scope of said section, being limited to offenses involving 
communication facilities, is not sufficiently broad to afford all of the 
coverage that is necessary or desirable for the Canal Zone, which, as 
you know, is in effect a Government reservation dedicated to the 
operation, maintenance, sanitation, and protection of the Panama 
Canal. 

Thus, the protection and safeguarding of power, lighting, control, 
and signal lines, stations, or systems—virtually all of which are 
operated in the Canal Zone by agencies of the Government, and 
which of course play indispensable functions in the operation, main- 
tenance, and protection of the canal—is considered just as vital as 
is the protection and safeguarding of communication facilities. 

In view of these particular needs of the Canal Zone, stemming 
from the nature and purposes of the governmental operations con- 
ducted therein, the desired legislation has been prepared in the form 
of an amendment to an appropriate provision of the Canal Zone Code 
rather than as an amendment to section 1362 of title 18 of the United 
States Code, in which section a broadening amendment for a particular 
geographic area would seem inappropriate. 

Except to the extent that said section 1362 applies, as discussed 
above, statutory provisions designed to protect Government operated 
or controlled communication, power, lighting, or signal lines, stations, 
or systems in the Canal Zone are inadequate, in the view of this office. 
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Thus, offenses of the type under discussion must frequently be prose- 
cuted as misdemeanors under pertinent provisions of the Canal Zone 
Code relating to malicious injury to property (title 5, sec. 801), 
malicious injury to telegraph or telephone lines, etc. (title 5, sec. 831), 
or petit larceny (title 5, sec. 774). The maximum punishment for 
such misdemeanors is 30 days’ imprisonment or a fine of $100, or both. 
While grand larceny (title 5, sec. 773) may result in imprisonment up 
to 10 years, the offense requires a theft of property of a value of $50 
or more and is thus often not chargeable, the experience being that 
thefts frequently do not involve property of the prescribed value, 
notwithstanding the fact they may result in very serious damage to 
or interference with Government facilities. 

Section 831 of title 5 of the Canal Zone Code, which the proposed 
legislation would amend so as to afford the more comprehensive 
coverage considered necessary for the Canal Zone, at present reads as 
follows: 

“831. Injuring telegraph or telephone lines or apparatus.—Every 

erson who maliciously takes down, removes, injures or obstructs any 
as of telegraph or telephone, or any part the reof, or appurtenances or 
apparatus connected therewith, or severs any wires thereof, is guilty 
of a misdemeanor.” 

This present language provides neither the scope of coverage desired 
nor a penalty sufficiently severe to act as a deterrent. Because of 
depressed economic conditions in the Republic of Panama, the temp- 
tation of petit larceny of items such as copper line or cable is greater 
than usual, and such thefts may result in serious interruption of 
service and substantial expense. Under the proposed legislation 
offenses would be felonies, which are punishable, under section 25 of 
title 5 of the Canal Zone Code, by imprisonment in the penitentiary 
for not more than 5 years, or by a fine of not more than $5,000 or by 
both. 

The proposed legislation would also be applicable to offenses involv- 
ing privately owned and operated facilities of the types involved. 
These are very limited both in number and kind, but, to the extent 
that they do exist, they are vital to the governmental agencies per- 
forming essential functions in the Canal Zone, and, for that reason, it 
is submitted that the statute should apply equally to offenses involving 
such private facilities. 

It is estimated that the enactment of this legislation would result in 
a reasonable amount of dollar savings to the canal agencies in the 
Canal Zone by reducing the losses from damaged or stolen communica- 
tion and powerline equipment in the Canal Zone. The greatest benefit, 
however, would result from the reduction or elimination of indirect 
costs resulting from interruptions or shutdowns and subsequent repairs 
occasioned by the damage to or theft of such equipment. 

The Department of Justice considered subject draft bill and has 
advised that it has no objection to the submission of the proposed 
legislation for ponaveaonal consideration. 

The Bureau of the Budget has advised that it has no objection to 
the presentation of this proposal to the Congress. 

Very truly yours, 
W. E. Porter, 
Governor of the Canal Zone, 
President, Panama Canal Company. 
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DEPARTMENT OF JUSTICE, 
OFFICE OF THE Deputy ATTORNEY GENERAL, 
Washington, D. C., April 26, 1967. 
Hon. Herpert C. Bonner, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives, Washington, D. C. 

Dear Mr. CuarrMan: This is in response to your request for the 
views of the Department of Justice concerning the bill CH. R. 3604) 
to amend section 831 of title 5 of the Canal Zone Code to make it a 
felony to injure or destroy works, property, or material of com- 
munication, power, lighting, control, or signal lines, stations, or sys- 
tems, and for other purposes. 

Section 831 of title 5, Canal Zone Code, makes it a misdemeanor 
maliciously to damage or interfere with telegraph or telephone lines. 
The section is not broad enough in its scope to afford protection to 
power, lighting, and other essential facilities. Neither does the 
penalty to which violators are subject appear adequate to serve as an 
effective deterrent to violation. Section 1362 of title 18, which like- 
wise protects communications systems, makes it a felony to violate 
its provisions. However, it too fails to protect other than communica- 
tions facilities. Also, there is some question as to whether such sec- 
tion would be applicable to protect the property of the Panama Canal 
Company as distinguished from that of the Canal Zone Government. 
This is of considerable importance, since the major communication 
system in the Canal Zone—the telephone system—is operated and 
controlled by the Panama Canal Company. 

This proposed amendment to section 831 of title 5 of the Canal Zone 
Code is modeled after section 1362 of title 18, United States Code, but 
is of a broader scope as indicated in the title of the bill, and therefore 
potentially more effective. 

Accordingly, the Department of Justice would have no objection to 
the enactment of this legislation. 

The Bureau of the Budget has advised that there is no objection to 
the submission of this report. 

Sincerely, 
Wiiiam P. Rogers, 
Deputy Attorney General. 


CHANGES IN EXISTING LAW 


In compliance with subsection 4 of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill are shown 
as follows: Existing law proposed to be omitted is enclosed in black 
brackets, new matter is printed in italics. 


THE CRIMINAL CopDE 


[831. Injuring telegraph or telephone lines or apparatus.—Every 
erson who maliciously takes down, removes, injures or obstructs any 
fas of telegraph or telephone, or any part thereof, or appurtenances 
or apparatus connected therewith, or severs any wires thereof, is guilty 
of a misdemeanor. ] 
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§831. Communications, power, lighting, control, or signal lines, stations, 
or systems 

Whoever (a) willfully or maliciously injures or destroys any of the 
works, property, or material of any radio, telegraph, telephone, cable, or 
television line, station, or system, or other means of communication, or of 
any power or lighting line, station, or system, or other means of power or 
lighting transmission or distribution, or of any control or signal line, 
station, or system, whether any such line, station, or system be constructed 
or in process of construction, or (b), willfully or maliciously interferes in 
any way with the working or use of any such line, station, or system, or 
(c), willfully or maliciously obstructs, hinders, or delays the transmission 
of any communication or signal, or the transmission or distribution of 
power or lighting by means of any such line, station, or system, is guilty 


of a felony. 
O 
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UNITED STATES oF AMERICA 


Calendar No. 1352 


85TH CONGRESS SENATE ReEporr 
2d Session No. 1328 


RELATING TO CANAL ZONE MONEY ORDERS WHICH 
REMAIN UNPAID 


Fresruary 27, 1958.—Ordered to be printed 


Mr. Busu, from the Committee on Armed Services, submitted the 
following 


REPORT 
[To accompany H. R, 6710} 


The Committee on Armed Services, to whom was referred the bill 
(H. R. 6710) relating to Canal Zone money orders which remain un- 
paid, having considered the same, report favorably thereon without 
amendment and recommend that the bill do pass. 


PURPOSE 


This bill proposes to enact a statute of limitations on the payment 
of money orders issued by the Canal Zone postal service. Under this 
limitation period, no money order issued by the Canal Zone postal 
service would be paid after 20 years from the last day of the month of 
original issue. 

EXPLANATION 


This bill would conform the law relating to unpaid Canal Zone 
money orders to that governing United States post-office money orders. 
Payment of unpaid money orders issued by the United States Post 
Office is barred after 20 years from the date of issue. This provision, 
which is contained in the act of June 8, 1955, is not applicable to the 
Canal Zone post office since this office is an adjunct of the Canal Zone 
Government instead of the United States Post Office. The Canal 
Zone post office has approximately $29,000 outstanding in money 
orders that are more than 20 years old. Experience has shown that 
there is little likelihood of these orders being presented for payment. 
Enactment of this bill would result in the dual benefits to the Govern- 
ment of transferring the approximately $29,000 now outstanding to 
the Treasury and of eliminating the necessity for the maintenance of 
records relating to the outdated money orders. 
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The proposed language establishing the period of limitations is 
saheenmainile the same as that applicable to money orders issued by 
the United States post office. There is one variation from the act of 
June 8, 1955, which applies to money orders issued by the United 
States Post Office Department. That act gives the Post Master 
Genera! discretion as to the amounts and times of transfer of funds 
derived from money orders barred under the 20-year limitation period. 
Since the postal service of the Canal Zone has no authority to use 
funds derived from its operations and must cover all of its revenues 
into the Treasury as miscellaneous receipts, this bill would result in 
an immediate transfer to the United States Treasury of approximately 
$29,000 upon its effective date. 


COST DATA 


Enactment of this measure would result in Treasury receipts of 
about $29,000. It also would eliminate the necessity for the mainte- 
nance of records on outdated money orders and this could result in a 
small savings. 

DEPARTMENT RECOMMENDATIONS 


Printed below and hereby made a part of this report are letters 
from the Governor of the Canal Zone Government dated March 20, 
1957, and the General Counsel of the Post Office Department dated 
June 6, 1957, indicating that the Canal Zone Government requests 
enactment of the proposal and that the Post Office Department and 
the Bureau of the Budget have no objection to it. 


CanaL ZonE GOVERNMENT, 
OFFICE OF THE GOVERNOR, 
Balboa Heights, C. Z., March 20, 1957. 
Hon. Sam Rayburn, 
Speaker of the House, 
House of Representatives, Washington 25, D. C. 


Dear Mr. Speaker: There is forwarded herewith a draft of bill 
that would amend chapter 14 of title 2 of the Canal Zone Code— 
Postal Service, as amended by section 2 of the act of June 13, 1940 
(54 Stat. 389), by adding a new section, numbered 282, to provide for 
the transfer to Canal Zone postal revenues the amounts of money 
orders, issued by the Canal Zone postal service under the authority 
of section 271, title 2 of the Canal Zone Code, remaining unpaid after 
20 years from the date of issue. There is presently no time limit on 
the payment of such obligations. 

The proposed amendment would impose the same limitation period 
on Canal Zone postal service money orders that is presently applicable 
to money orders issued by the United States Post Office Department 
under section 2 of the act of June 8, 1955 (69 Stat. 87 (39 U.S. Code, 
sec. 728a)) which provides as follows: 

“§$ 728a. Payment; unpaid orders after lapse of twenty years. No 
money order heretofore or hereafter issued shall be paid after twenty 
years from the last day of the month of original issue. Claims for 
unpaid money orders shall be forever barred unless received by the 





CANAL ZONE MONEY ORDERS WHICH REMAIN UNPAID 3 


Post Office Department within such twenty-year period. Any 
excess of funds accrued because of money orders remaining unpaid 
may be transferred to postal revenues at such times and in such 
amounts as the Postmaster General shall determine. The records 
of the Post Office Department shall serve as the basis for adjudicating 
claims for payment of money orders.” 

The draft bill is identical in substance to the foregoing act except 
for the provision with respect to the disposition of funds derived from 
money orders that would be barred under the proposed 20-year 
limitation period. Whereas under the act of June 18, 1955, the 
Postmaster General is vested with discretion with respect to the 
amounts and times of transfer of such funds to United States postal 
revenues, the corresponding provision of the draft bill would require 
that all funds in the Canal Zone postal service representing. the 
amounts of outlawed money orders “shall be treated as revenues of 
the Canal Zone postal service.” This variation from the provisions 
of title 39 United States Code, section 728a is called for by the fact 
that, in contrast with the United States Post Office Department (see 
39 U.S. C., sec. 794a) the postal service of the Canal Zone possesses 
no general authority to utilize funds derived from its operations and, 
instead, as provided in the Civil Functions Appropriation Act, 1954 
(67 Stat. 200) it is required to cover all of its revenues into the Treasury 
as miscellaneous receipts. 

Enactment of the proposed bill would accomplish a reduction in 
the operating costs of the Canal Zone postal service to the extent of 
eliminating the necessity for the maintenance of records relating to 
outdated money orders, claims with respect to which are extremely 
infrequent, and, in addition, would result in a transfer to the Treasury 
as miscellaneous receipts of the sum of approximately $29,000 repre- 
senting the aggregate, as of June 30, 1956, of uncashed money orders 
issued more than 20 years ago. Adoption of the proposed limitation 
period would not only conform the rule for the Canal Zone postal 
service with that of the United States Post Office Department but 
also would be in harmony with the general policy of the Congress to 
impose statutory cutoff dates on obligations of or claims against the 
United States Government. (See S. Rept. No. 385, 84th Cong., 
2d sess., on the act of June 8, 1955, supra (H. R. 4817), 1955 U.S. 
Code Cong. and Adm. News, pp. 1988-1989.) 

As was provided in title 39, United States Code, section 728a, the 
proposed bill would become effective 6 months after the date of its 
enactment. 

The Bureau of the Budget has advised that it has no objection to 
the presentation of this proposal to the Congress. 

Sincerely yours, 
W. E. Porter, Governor. 
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Post Orrice DePpARTMENT 
BuREAU OF THE GENERAL COUNSEL, 
Washington 25, D. C., June 6, 19657. 
Hon. Hersert C. Bonner, 
Chairman, Committee on Merchant Marine and Fisheries, 
House of Representatives. 

Dear Mr. CHAIRMAN: Reference is made to your request for the 
views and recommendations of the Post Office Department on H. R. 
6710, a bill relating to Canal Zone money orders which remain unpaid. 

The purpose of the measure is to enact a statute of limitations on 
the payment of money orders issued by the Canal Zone postal service. 
The suggested provisions are the same as those of section 2 of the act 
of June 8, 1955 (39 U.S. C. 728a), relative to the payment of domestic 
money orders. 

The Department has no objection to the enactment of H. R. 6710. 

The Bureau of the Budget has advised that there would be no 
objection to the submission of this report to the committee, 

Sincerely yours, 
Ase McGrecor Gorr, 
General Counsel. 


O 
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RELATING TO GRADUATE STUDY BY PERSONNEL OF 
THE NATIONAL ADVISORY COMMITTEE FOR AERO- 
NAUTICS 


FEBRUARY 27, 1958.—Ordered to be printed 


Mr. Case of South Dakota, from the Committee on Armed Services, 
submitted the following 


REPORT 


[To accompany H. R. 6744) 


The Committee on Armed Services, to whom was referred the bill 
(H. R. 6744) to amend Public Law 472, 81st Congress, as amended, 
relative to the attendance of professional personnel of the National 
Advisory Committee for Aeronautics in graduate schools, having 
considered the same, report favorably thereon without amendment 
and recommend that the bill do pass. 


PURPOSE OF THE BILL 


This bill proposes to increase a limitation on the amount that the 
National Advisory Committee for Aeronautics may spend im contin- 
uing the salaries of its professional employees while they attend 
graduate schools in order to increase the value of their services to’ the 
Government. This limitation is now $100,000 per year and the bill 
proposes to change the dollar limitation to 2 percent of the total 
annual salaries of the NACA professional personnel. 


EXPLANATION OF THE BILL 

Legislative history 

Public Law 472 of the S8ist Congress authorized the National 
Advisory Committee for Aeronautics to grant to any professional 
employee who had served with the NACA for not less than 1 year a 
leave of absence for the purpose of graduate study or research in 
accredited institutions. These leaves were authorized only for such 
graduate research or study as would contribute materially to the more 
effective functioning of the NACA. Leave for research or study may 
not exceed a total of 1 year and the employee must pay his own tuition 
and other academic expenses. Employees receiving such leave must 
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sign an agreement to return to the NACA for at least 6 months if the 
leave is for less than 12 weeks, and to return for at least 1 year if the 
leave period is for more than 12 weeks. Employees who do not fulfill 
these commitments for continued Government employment are re- 
quired to make reimbursement for the amount of leave granted. 

The original act imposed a limitation of $50,000 on the sums that 
could be expended in any fiscal year for continuing the payment of 
salaries to employees on leave. Public Law 352 of the 83d Congress 
increased this limitation to $100,000. 


Experience under existing law 

During the past 8 years the NACA has granted leave for university 
graduate study and research in science-and engineering to more than 
600 different professional employees. Most of the grants of leave 
were for cumulative periods of a few weeks each, a few were for 
longer periods, and in half of the cases the employees supplemented 
their official leave with leave without pay for 50 percent of the period 
involved. Eighty percent of the persons under the program now are 
granted graduate leave of a few hours a day to take specialized 
graduate study at universities near NACA laboratories. This practice 
has made it possible to increase the number of trained employees 
with a minimum of interruption to research work. 

The NACA officials have found the program to be of notable value 
in advancing the agency’s research work and in developing additional 
knowledge and skill for its scientists. The graduate study leave 
program also has been helpful in attracting talented young science 
and engineering graduates to employment with the NACA. 


BRIEF DESCRIPTION OF NACA FUNCTIONS 


Quoted below for information is an excerpt from the 42d annual 
report of the NACA: 


During the 41 years since the Congress founded it as an 
independent Federal agency, the National Advisory Com- 
mittee for Aeronautics has sought to assess the current stage 
of development of aircraft, both civil and military, to 
anticipate the research needs of aeronautics, to build the 

‘ scientific staff and unique research facilities required for 
these research needs; and to acquire the needed new knowl- 
edge as rapidly as the national interest requires. 

By discharging its primary responsibility—scientific lab- 
oratory research in aeronautics—the NACA serves the 
needs of all departments of the Government. The President 
appoints the 17 unpaid members of the Committee, who 
report directly to him. They establish policy and plan the 
research to be carried out by the 7,900 scientists, engineers, 
and other persons who make up the staff of the agency. 

The NACA research programs have both the all-inclusive 
long-range objective of acquiring new scientific knowledge 
essential to assure United States leadership in aeronautics 
and the immediate goal of solving, as quickly as possible, the 
most pressing problems. In this way they effectively sup- 
port the Nation’s current aircraft and missile construction 
program. 
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COST DATA 


The committee was advised that approval of this measure will not 
result in a request for increased appropriations for the National Ad- 
visory Committee for Aeronautics. The total of the NACA profes- 
sional staff salaries is $20 million per year. Two percent of this figure, 
or $400,000 per year under current levels of employment, would be the 
maximum that could be expended for the purpose of this bill. The 
program does not involve any appropriations because the NACA does 
not employ other persons to replace employees on graduate study leave 
but does without the services of the regular employees while they are 
attending school. 


DEPARTMENTAL RECOMMENDATION 


Printed below and hereby made a part of this report is a letter from 
the Executive Secretary of the National Advisory Committee for 
Aeronautics, dated April 3, 1957, requesting enactment of this measure, 


NaTIONAL ADVISORY COMMITTEE FOR AERONAUTICS, 
Washington, D. C., April 3, 1957. 
Hon. Sam RaysBurn, 
Speaker of the House of Representatives, 
House of Representatives, Washington, D. C. 

Sir: The National Advisory Committee for Aeronautics respectfully 
submits for your consideration a draft of proposed bill to amend 
Public Law 472, 81st Congress, as amended, entitled “‘An act to pro- 
mote the national defense and to contribute to more effective aero- 
nautical research by authorizing professional personnel of the Na- 
tional Advisory Committee for Aeronautics to attend accredited 
graduate schools for research and study.” 

NACA has had 7 years of experience operating under Public Law 
472 since its approval on April 11, 1950. Under the present limitation 
of $100,000, we have been able to grant leave for university graduate 
study and research in science and engineering to approximately 500 
professional employees. Most of these grants were for periods of a 
few weeks each, some were for longer periods. We have found this 
specialized graduate study to be of notable value in advancing our 
research work and in economically developing further the knowledges 
and skills of our scientists. 

Increases in salary levels, however, have caused curtailment to this 
program, under the present $100,000 limitation, at a time when such 
study needs are growing. 

On the basis of our experience, we find that it will promote the 
public interest to raise the limitation to 2 percent of the total salaries 
paid to NACA professional employees during the fiscal year. 

This proposed legislation will not require any increase in NACA 
appropriations. 

The NACA has been authorized by the Bureau of the Budget to 
submit this proposed legislation to the Congress. 

It is respectfully requested that it be introduced in the 85th 
Congress, 

Sincerely yours, 
J. F. Victory, Executive Secretary. 
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CHANGES IN EXISTING 


PERSONNEL OF AERONAUTICS 


LAW 


In compliance with subsection 4 of rule X XTX of the Standing Rules 
of the Senate, there is herewith printed in parallel columns the text of 
provisions of existing laws which would be repealed or amended by 
the various provisions of the bill. 


Existine Law 
Public Law 472, 81st Congress 


That the National Advisory Com- 
mittee for Aeronautics (hereinafter 
referred to as the NACA) is au- 
thorized to grant to any profes- 
sional employee of demonstrated 
ability, who has served not less 
than one year in the NACA, a 
leave or leaves of absence from 
his regularly designated duties for 
the purpose of allowing such em- 
ployee to carry on graduate study 
or research in institutions of 
learning accredited as such by the 
laws of any State. 

Sec. 2. Leaves of absence may 
be granted under authority of this 
Act only for such graduate re- 
search or study as will contribute 
materially to the more effective 
functioning of the NACA. 

Sec. 3. Leave or leaves of ab- 
sence which may be granted to 
any employee under authority of 
this Act shall not exceed a total 
of one year. 

Sec. 4. Tuition and other inci- 
dental academic expenses shall be 
borne by the employee. 

Sec. 5. Any leave of absence 
granted under the provisions of 
this Act shall be without loss of 
salary or compensation to the 
employee and shall not be de- 
ducted from any leave of absence 
with pay authorized by any other 
law. Any such employee shall 
make a definite statement, in 
writing, that he will return to and, 
unless involuntarily separated, will 
remain in the service of the NACA 
for a period of six months if the 
period for which he is granted such 
leave of absence does not exceed 


Tue Bru 


That section 6 of Public Law 472, 
Eighty-first Congress, as amended 
by Public Law 352, Eighty-third 
Congress, is amended to read 
“The total of the sums expended 
each year pursuant to this Act 
shall not exceed two percent of 
the total salaries paid to NACA 
professional employees during the 
fiscal year.”’ 
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Existinc Law 


twelve weeks, or for a period of 
one’year if the period of leave 
exceeds twelve weeks. Any em- 
ployee who does not fulfill any 
such commitment shall be required 
to reimburse the Government for 
the amount of leave granted under 
this Act. 

Sec. 6. The total of the sums 
expended pursuant to this Act, 
including all sums expended for 
the payment of salaries or com- 
pensation to employees 01 leave, 
shall not exceed $50,000 in any 
fiscal year. 

Approved April 11, 1950. 


Public Law 352, 83d Congress 


That section 6 of Public Law 472, 
Eighty-first Congress, is amended 
to read ‘The total of the sums 
expended pursuant to this Act, 
including all sums expended for 
the payment of salaries or com- 
pensation to employees on leave, 
shall not exceed $100,000 in any 
fiscal year.”’. 


Approved May 6, 1954. 
O 
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2d Session No. 1330 


AUTHORIZING TRAILER ALLOWANCES TO DEPENDENTS 
IN THE CASE OF THE DEATH OF A MEMBER OF THE 
ARMED SERVICES 


FEeBRvUARY 27, 1958.—Ordered to be printed 


Mrs. Suir of Maine, from the Committee on Armed Services, 
submitted the following 


REPORT 


[To accompany H. R. 7912] 


The Committee on Armed Services, to whom was referred the bill 
(H. R. 7912) to authorize, in case of the death of a member of the 
uniformed services, certain transportation expenses for his depend- 
ents, having considered the same, report favorably thereon without 
amendment and recommend that the bill do pass. 


PURPOSE 


This bill proposes to authorize the payment to dependents of mem- 
bers of the uniformed services who die on active duty of an allowance 
for moving a trailer in lieu of transportation of baggage and household 
goods. 

EXPLANATION 


The Career Incentive Act of 1955 authorized the payment of a 
trailer allowance to members of the uniformed services who move a 
trailer within the continental United States for use as a residence. 
This allowance, which may not exceed 20 cents per mile, is payable 
only to members who would otherwise be entitled to transportation 
of baggage and household effects and it is paid in lieu of such trans- 
portation at the election of the member. 

Although transportation of dependents’ baggage and household 
effects is authorized after the death of a member of the uniformed 
services, the statute authorizing payment of a trailer allowance is so- 
drawn that the Comptroller General has ruled that the trailer allow- 
ance is not authorized as an alternate payment after the death of a 
member of the uniformed services. This condition results in an in- 
equity for survivors of members of the uniformed services who: have 
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no household other than a trailer. The practical effect is to deny 
any transportation benefits to these dependents for the purpose of 
relocating their household. Since surivors of members of the uni- 
formed services who die on active duty may be entitled to transporta- 
tion for themselves, their baggage, and their household effects, it is 
consistent with the intent of the statute authorizing payment of a 
trailer allowance to have this right of payment survive the member. 


CcOsT 


The current average payment for movement of a trailer on per- 
manent change of station is approximately $167. The average cost 
of transporting household goods upon separation from service is 
approximately $222 for officers and $147 for enlisted men. Although 
the trailer allowance would be paid in lieu of the transportation of 
household goods, this bill may result in slightly increased costs since 
dependents of deceased members who reside in trailers now receive 
little if any transportation entitlements for movement of household 
effects.. The Department of Defense estimates that the cost will not 
exceed $10,000 per year and that this amount can be absorbed within 
existing appropriations. 


DEPARTMENTAL RECOMMENDATIONS 


Printed below and hereby made a part of this report is a letter from 
the Secretary of the Air Force dated May 29, 1957, requesting enact- 
ment of this measure and indicating that the Bureau of the Budget 
has no objection to it. 


DEPARTMENT OF THE Arr Force, 
OFrFicre OF THE SECRETARY, 
Washington, May 29, 1957. 
Hon. Sam Raysurn, 
Speaker of the House of Representatives. 

Dear Mr. Speaker: There is enclosed herewith a draft of legisla- 
tion to authorize, in case of the death of a member of the uniformed 
services, certain transportation expenses for his dependents, 

This proposal is a part of the Department of Defense legislative 
program for 1957, and the Bureau of the Budget has advised that it 
has no objection to the presentation of this proposal for the consider- 
ation of the Congress. The Department of the Air Force has been 
designated as the representative of the Department of Defense for 
this legislation. It is recommended that this proposal be enacted by 
the Congress. 

PURPOSE OF THE LEGISLATION 


The purpose of the proposed legislation is to authorize, under regu- 
lations prescribed by the Secretary of the service concerned, the pay- 
ment of a trailer allowance, in lieu of transportation of baggage and 
household goods, for dependents of members who die on active duty. 

The Career Incentive Act of 1955 (69 Stat. 18) authorized the pay- 
ment of a trailer allowance for members of the uniformed services 
who move a trailer within the continental United States for use as a 
residence. This allowance is payable only to members who would 
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otherwise be entitled to transportation of baggage and household 
effects, and is paid in lieu of such transportation, at the election of the 
member. The Comptroller General ruled (B—126607, April 25, 1956) 
that the trailer allowance is not authorized as an alternative payment 
after the death of a member of the uniformed services, even though 
transportation of dependents, baggage, and household effects is so 
authorized. This ruling has resulted in inequitable treatment for 
survivors of members:whose trailers constitute their entire household. 


COST AND BUDGET DATA 


Enactment of this proposal is not expected to cause an increase in 
annual budgetary requirements of the Department of Defense inas- 
much as the trailer allowance is authorized in lieu of transportation 
of baggage and household goods, the cost of which are already included 
in the budget. In any event, estimates of all services indicate that the 
total Department of Defense cost without offset would not exceed 
$10,000 per annum. It is anticipated that any increased cost will be 
shootbed. from existing appropriations. 

Sincerely yours, 
James H. Doveatas. 


CHANGES IN EXISTING LAW 


In compliance with subsection 4 of rule XXIX of the Standing 
Rules of the Senate, there is herewith printed in parallel columns the 
text or provisions of existing law which would be repealed or amended 
by the various provisions of the bill. 


EXISTING LAW THE BILL 


The tenth sentence of the last That the tenth sentence of the 
proviso of section 303 (c) of the last proviso of section 303 (c) of 
Career Compensation Act of the Career Compensation Act, as 
1949, as amended (37 U.S. C. amended (37 U.S. C. 253 (c)), is 
253 (c)) further amended— 

(1) by inserting immedi- 
In lieu of transportation of ately after the words “who 
baggage and household effects, transports” the words “, or in 

a member of a uniformed service the case of his death his de- 

who transports a house trailer pendents who transport,’’; 

or mobile dwelling within the and 

continental United States for use (2) by inserting immedi- 

as a residence and who would ately after the words “which- 

otherwise be entitled to trans- ever he” the words “‘or they”’. 
ortation of baggage and house- 

hold effects, under this section, 


shall under regulations prescribed 
by the Secretary concerned be en- 
titled to a reasonable allowance, 
not to exceed 20 cents per mile, 
or to the dislocation allowance 
authorized in this section, which- 


ever he shall elect. 


O 
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85TH CoNGRESS SENATE REPORT 
2d Session No. 1331 


| CEREMONIES AT PLACEMENT OF STATUTE OF MARIA 
SANFORD 


FrRRUARY 28, 1958.—Ordered to be printed 


Mr. Hennineas, from the Committee on Rules and Administration, 
submitted the following 


REPORT 


(To accompany 8. Con, Res. 65] 


The Committee on Rules and acai to whom was referred 
the concurrent resolution (S. Con. Res. 65) relative to placing tempo- 


rarily in the rotunda of the Capitol a statue of Maria Sanford and to 
holding ceremonies on such occasion, having considered same, report 
favorably thereon without amendment and recommend that the 
concurrent resolution do pass. 

This concurrent resolution is a companion of and complementary to 
the concurrent resolution (S. Con. Res. 64) which provides for the 
acceptance by the Congress of the U nited States of a statue of Maria 
Sanford as the second of Minnesota’s contributions to the National 
Statuary Hall collection. 

The position for the statute, arré angements for installation, and 
other related matters have been cleared and completed by the Maria 
L. Sanford Committee of the Minnesota Statehood Centennial Com- 
mission working with the Architect of the Capitol. November 12 
of this year has been set as the date for unveiling and dedicating the 
statute in the Capitol rotunda. Dr. J. L. Morrill, president of the 
University of Minnesota, has been scheduled as the one to present 
the dedicatory address. 


The following biographical sketch appears in Who was 
Who in America (1897-1942): Sanford, Maria L., educator; 
born Old Saybrook, Conn., December 19, 1836; daughter 
Henry and Mi ary (Clark) Sanford: eraduate, State Normal 
School, New Britain, Conn., 1855. Began teaching, 1852; 
professor, history, Swarthmore College, Pa., 1871-80; pro- 
fessor rhetoric and elocution, Univesity of Minnesota, 1880- 
January 1909 (retired). Lecturer upon literature and his- 
tory of art. Home: Minneapolis, Minn. Died April 21, 
1920. 
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85TH CONGRESS SENATE REpPortT 
2d Session No. 1332 


STATUE OF MARIA SANFORD 


FiprRuARY 28, 1958.—Ordered to be printed 


te ne tr 


Mr. HrENNINGs, from the Committee on Rules and Administration, 
submitted the following 


REPORT 


[To accompany S. Con. Res. 64] 


The Committee on Rules and Administration, to whom was referred 
the concurrent resolution (S. Con. Res. 64) relative to accepting the 
statue of Maria Sanford, presented by the State of Minnesota, to 
be placed in Statuary Hall, having considered same, report favorably 
thereon with an amendment and recommend that the concurrent 
resolution be agreed to. 

This concurrent resolution will place in the Capitol the statue of 
Maria Sanford, a leading educator in the history of Minnesota, as 
the gift of that State to the Congress of the United States. The 
statue will be the second Pere, by the State of Minnesota under 
the act of July 2, 1864 (sec. 1814 of the Revised Statutes), which allows 
each State to furnish statues of two deceased distinguished citizens 
for inclusion in the National Statuary Hall collection. Under the 
authority of House Concurrent Resolution No. 47, passed on February 
24, 1933, it was decided that of the 2 statues allocated to each State, 
1 would be pls aced in Statuary Hall itself and the other located else- 
where in the Capitol. Since the statue of Henry Mower Rice (1817- 
94), one of the first Senators from the State of Minnesota, already 
occupies an honored position in Statuary Hall itself, the committee 
added a perfecting amendment to modify the literal text of the 


concurrent resolution. 

Maria L.. Sanford was one of the moving spirits in the early years 
of the University of Minnesota and, as a leading educator of untiring 
devotion to duty, was one of the best loved women in Minnesota 
history. She was born and educated in the State of Connecticut in 
1836 and received her formal training in education in her native 
State. She came to Minneapolis, Minn., in 1880 and was a professor 
of rhetoric and elocution at the University of Minnesota until 1909. 
The first president of the University, Dr. William Folwell, brought 
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Maria Sanford to his institution as one of a nucleus of the university’s 
first faculty of professions] teachers. 

In many ways, the most remarkable of this group was Maria L. 
Sanford who had been a professional teacher for 24 years when she 
reached Minnesota at the age of 43. To instruct students in the 
principles of the good life at the same time that she taught them in the 
principles of sound rhetoric and elocution, Maria L. Sanford rose 
early and labored long through more than 80 years. 

In his book, The University of Minnesota, 1851-1951, James 
Gray writes of Professor Sanford as ‘fa woman of striking classic 
handsomeness”’ who grew “more impressive with every vear that she 
lived.”’ President Folwell spoke of her as ‘“‘Minnesota’s apostle of 
culture and patriotism’ while generations of students reverently 
referred to her as “the best loved woman in Minnesota.”’ 

Because of her altruistic interests, Maria L. Sanford suffered 
financial tribulations in the later years of her tenure at the Univer- 
sity of Minnesota. Her New England friends entrusted her with 
their savings, and she invested them in real estate. She became 
enmeshed in a real-estate boom, and when the bubble burst, she was 
left disastrously in debt. In spite of advice that she file bankruptey, 
Professor Sanford worked diligently and lived austerely through the 
rest of her life to pay off her unfortunate losses. After having passed 
80 vears of age, she had the satisfaction of knowing that all her friends 
had been repaid. 

Professor Sanford was a very popular public speaker in the area 
serviced by the University of Minnesota. Schools have been named 
in her honor throughout the State and the University has honored 
her memory by naming one of its resident dormitories, Sanford Hall. 

This proposal to complete Minnesota’s representation in Statuary 
Hall with the donation of a statute of such a well-loved humanitarian 
originated with action by the State legislature in 1943 resolving that 
a statue of Maria L. Sanford be placed by the State of Minnesota in 
Statuary Hall. The 1957 State legislature directed the Minnesota 
Statehood Centennial Commission to complete this project and 
appropriate the necessary funds. 
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85TH CoNGRESS f SENATE ; REPortT 
2d Session No. 1338 


CIVIL PENALTIES FOR VIOLATION OF SECURITY 
REGULATIONS UNDER TITLE XII OF THE CIVIL 
AERONAUTICS ACT OF 1938 


Marcu 3, 1958.—Ordered to be printed 


Mr. Monronzy, from the Committee on Interstate and Foreign 
Commerce, submitted the following 


REPORT 


[To accompany S. 1380] 


The Committee on Interstate and Foreign Commerce, to whom 
was referred the bill (S. 1380), to authorize the imposition of civil 
penalties for violation of the security provisions of the Civil Aero- 
nautics Act of 1938, and for other purposes, having considered the 
same, report favorably thereon without amendment and recommend 
that the bill do pass. 

I. INTRODUCTION 


The bill was introduced by the chairman of this committee, Senator 
Warren G. Magnuson, at the request of the Secretary of Commerce 
on February 26, 1957. The letter from the Acting Secretary of Com- 
merce, transmitting the proposed legislation and recommending its 
enactment is printed below under the heading of ‘‘ Agency Comments.” 


II. PURPOSE OF THE BILL 


The bill amends section 901 (a) of the Civil Aeronautics Act of 1938, 
as amended, so as to include within its provisions violations, for which 
a civil penalty may be imposed, of any rule, regulation or order issued 
under title XII of the act. A civil penalty is limited to a fine, not to 
exceed $1,000 for each violation. Such a sanction is not now availa- 
ble for nonaggravated offenses against such rules promulgated by the 
Secretary of Commerce under title XII of the act. This bill brings 
such rules, regulations or orders within the coverage of the civil 
penalties provision of the act and provides further that any such 
penalty may be compromised by the Secretary of Commerce. 
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III. NECESSITY FOR LEGISLATION 


In 1950, after the outbreak of hostilities in Korea, the Civil Aero- 
nautics Act was amended by adding title XII which authorizes the 
Secretary of Commerce, upon direction of the President, to prohibit 
or restrict the flight of aircraft over certain areas for national security 
purposes. On December 21, 1950, the President, by Executive Order 
10197, directed the Secretary of Commerce to exercise such authority. 
Thereafter, a control program was put into effect by the Secretary, 
However, the civil penalty provision of the act was not amended, at 
that time, to cover rules and regulations issued by the Secretary under 
the authority conferred upon him by the provisions of title XIT. At 
the present time, therefore, a violation of security regulations issued 
by the Secretary under such authority may be punished only by (1) 
suspension or revocation of the certificate of the offending pilot or 
carrier, or (2) by criminal proceedings in the case of willful flagrant 
violations. In most cases, neither of these sanctions is appropriate 
for the reason that the typical case involves a nonwillful, technical 
violation. The result of a suspension proceeding or a criminal prose- 
cution is too drastic for the usual offense. 

The normal sanction utilized for minor violations of rules, regula- 
tions or orders issued under other titles of the act, including safety 
provisions, is the civil penalty in the nature of a fine which cannot 
exceed $1,000 for each violation. In the interest of justice, therefore, 
it is necessary to amend section 901 (a) of the act to permit such a 
sanction to be applied to the title XII violations. 


IV. PROCEDURAL SAFEGUARDS 


Your committee was desirous to definitely determine the right of 
any person charged with a violation of a rule, regulation, or order 
promulgated under title XII, to the right of trail by jury and the 
right of appeal in the event of a proceeding instituted against him 
under section 901 (a) of the act. A review of the matter indicates 
that all penalties under section 901 (a) of the act are imposed by the 
district courts of the United States in proceedings instituted by the 
United States attorney at the request of the Secretary of Commerce 
in accordance with title 28, United States Code, section 2461. Such 
proceedings are civil in character and are governed by the Federal 
Rules of Civil Procedure. The right of appeal, in the event of an 
adverse decision, is assured to the charged violator under the usual 
rules applicable to all civil cases in our Federal judicial system. The 
Secretary, however, has the right to compromise the case, prior to 
the actual filing of the court proceeding, upon such terms and in 
such amount as he may deem appropriate. In the event a charged 
violator does not wish to compromise the matter with the Secretary, 
he has the right to a trial by jury in a Federal court and the burden 
is on the Government to establish its case by a proponderance of the 
evidence. It will be seen, therefore, that procedural safeguards are 
available to assure the alleged violator of his day in court in the event 
of a disagreement as to the validity of an allegation of an offense. 
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V. AGENCY COMMENTS 


The following comments were received by your committee from the 
Department of Justice, Post Office Department, and the General 
Accounting Office. In addition, the letter of the Acting Secretary of 
Commerce dated February 18, 1957, transmitting the proposed legis- 
lation, is also included. 

Tue SECRETARY OF COMMERCE 
Washington, February 18, 1957. 
Hon. Ricuarp M. Nixon, 
President of the Senate, 
United States Senate, Washington, D. C. 


Dear Mr. Presipent: It is requested that the enclosed draft of a 
bill be introduced in the Senate at your convenience. The purpose of 
the proposal is: ‘‘to authorize the imposition of civil penalties for viola- 
tion of the security provisions of the Civil Aeronautics Act of 1938, 
and for other purposes.” 

Following the outbreak of hostilities in Korea, legislation was 
enacted authorizing the Secretary of Commerce, upon the direction of 
the President, to exercise control of the flight of aircarft over certain 
areas for national security purposes (64 Stat. 825; title XII, Civil 
Aeronautics Act of 1938, as amended; 49 U. S. C. 701-705). There- 
after, an Executive order was issued by the President (Ex. Order No. 
10197, Dee. 21, 1950), directing the Secretary to put the program 
into effect. At present the only sanctions which may be applied for 
violations of the security regulations which have been issued by the 
Secretary under that authority are either (1) suspension or revocation 
of the pilot’s certificate in cases where the pilot is personally chargeable 
with the violation or against the air carrier’s operating certificate 
where the air carrier is chargeable with the violation, or (2) in the case 
of willful offenses, criminal penalties. In most cases, neither of these 
sanctions is appropriate. 

To a pilot holding an airline transport pilot or commercial rating, 
suspension or revocation means loss of earnings and, to the air trans- 
port industries, loss of essential man-hours of skilled services. Sus- 
pension of the operating certificate of an air carrier means loss of 
essential transportation service to the Nation. These results are 
both inappropriate to the times and too severe for the usual offense. 

Criminal penalties are even more drastic, and thus even less appro- 
priate in most of the cases presented. In any event, criminal intent 
is usually lacking in these cases, which generally involve some unau- 
thorized entry into an air defense identification zone through over- 
sight or neglect. 

The civil penalty, which is the normal sanction applied for minor 
violations of other safety provisions of the Civil Aeronautics Act of 
1938, would provide a moderate and expeditious remedy more appro- 
priate to these technical violations. An amendment to the law is 
necessary to authorize the imposition of that sanction in such cases. 
The attached bill would provide that authority; it would amend 
section 901 (a) of the act so as to include within those infractions 
for which a civil penalty may be imposed any violation of a “rule, 
regulation, or order issued under title XII” of the act. 
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The Bureau of the Budget has advised that it has no objection to 
the transmission of this letter and proposed legislation to the Congress. 
Sincerely yours, 


Water WILLIAMS, 
Acting Secretary of Commerce. 


Post Orrice DEPARTMENT, 
BUREAU OF THE GENERAL COUNSEL, 
Washington, D. C., May 6, 1957. 
Hon. Warren G. MaGnuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 


Dear Mr. Cuarrman: Reference is made to your request for a 
report on S. 1380, a bill to authorize the imposition of civil penalties 
for violation of the security provisions of the Civil Aeronautics Act 
of 1938, and for other purposes. 

This bill would amend section 901 (a) of the civil Aeronautics Act, 
as amended. However, no change would be made in the authority 
conferred by this section upon the Postmaster General. 

In view of the foregoing, this Department has no recommendation 
to make with respect to the enactment of this legislation. 

The Bureau of the Budget has advised that there would be no 
objection to the submission of this report to the Committee. 

Sincerely yours, 
Ase McGrecor Gorr, 
General Counsel. 


Marcu 27, 1957. 
Hon. Warren G. Macnuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

Dear Senator: This is in response to your request for the views of 
the Department of Justice concerning the bill (S. 1380) to authorize 
the imposition of civil penalties for violation of the security provisions 
of the Civil Aeronautics Act of 1938, and for other purposes. 

The bill would broaden the coverage of the civil penalties under 
section 901 (a) of the Civil Aeronautics Act of 1938, as amended 
(49 U.S. C. 621), so as to include therein violations of a ‘rule, regu- 
lation, or order issued under title XII” of the act. Title XII authorizes 
the Secretary of Commerce, upon direction of the President, to exercise 
control of the flight of aircraft over certain areas for national security 


purposes (64 Stat. 825; 49 U. S. C. 701-705). At present violations «# 


may be punished by ‘the imposition of criminal penalties or the 
suspension or revocation of operating authority or pilot? s certific ates. 
If the violation is nonwillful only suspension or revocation is available 
as a remedy. 

Whether the bill should be enacted involves a question of policy 
concerning which this Department prefers to make no recommenda- 
tion. 

The Bureau of the Budget has advised that there is no objection to 
the submission of this report. 

Sincerely, 
Wituiam P. Rogers, 
Deputy Attorney General. 
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CoMPTROLLER GENERAL OF THE UNITED SrarTEs, 
Washington, April 3, 1957. 
Hon. Warren G. Maganuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

Dear Mr. CuHatrMan: Further reference is made to your letter 
dated February 27, 1957, acknowledged March 1, enclosing a copy of 
S. 1380, 85th Congress, 1st session, entitled ‘‘A bill to authorize the 
imposition of civil penalties for violation of the security provisions of 
the Civil Aeronautics Act of 1938, and for other purposes,” and re- 
questing any comments we may care to offer on this proposed measure. 

S. 1380 would amend section 901 (a) of the Civil Aeronautics Act 
to authorize the imposition of civil penalties prescribed therein against 
any person who violates any rule, regulation, or order issued under 
title XII of the act. 

We have no special information concerning the state of compliance 
with the security rules and regulations issued under title XII, or the 
extent of the need for an additional remedy in the form of civil penal- 
ties for violations of such rules and, accordingly, we make no recom- 
mendation with respect to the merits of the bill’ However, we note 
that such penalties are already provided under section 901 (a) for vio- 
lation of the registration as safety provisions of titles V, VI, and 
VII of the act and it seems reasonable that this enforcement tool 
should also be made available for violations of the rules, regulations, 
and orders issued under title XII. 

Sincerely yours, 
JosEPH CAMPBELL, 
Comptroller General of the United States. 


VI. CHANGES IN EXISTING LAW 


In compliance with subsection 4 of the rule X XTX of the Standing 
Rules of the Senate, changes in existing law made by the bill are 
shown as follows (existing law proposed to be omitted is enclosed in 
-black brackets; new matter is printed in italic; existing law in which 
no change is proposed is shown in roman): 


Section 901 (A) oF THE Crvit Anronautics Act oF 1938, as AMENDED 
(52 Stat., 1015; 49 U. S. C. 621) 


Src. 901. (a) Any person who violates (1) any provision of titles V, 
VI, and VII [fof this Act] or any rule, regulation, or order issued under 
title XII of this Act, or any provision of subsection (a) (1) of section 
11 of the Air Commerce Act of 1926, as amended, or (2) any rule or 
regulation issued by the Postmaster General under this Act, shall be 
subject to a civil penalty of not to exceed $1,000 for each such viola- 
tion. Any such penalty may be compromised by the [Authority] 
Secretary of Commerce, the Civil Aeronautics Board or the Postmaster 
General, as the case may be. The amount of such penalty, when 
finally determined, or the amount agreed upon in compromise, may 
be deducted from any sums owing by the United States to the person 
charged. 

O 
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85TH CoNnGREss SENATE { Report 
9d Session No. 13390 


REDUCED RATES FOR RETIRED AIR CARRIER 
EMPLOYEES 


Marcu 8, 1958.—Ordered to be printed 


Mr. Monroney, from the Committee on Interstate and Foreign 
Commerce, submitted the following 


REPORT 


[To accompany 8. 2919] 


The Committee on Interstate and Foreign Commerce, to whom 
was referred the bill (S. 2919) to amend the Civil Aeronautics Act of 
1938 in order to authorize free or reduced rate transportation for 
retired employees of air carriers, having considered the same, report 
favorably thereon without amendment and recommend that the bill 


do pass. 
I. PURPOSE OF THE BILL 


S. 2919 supplies statutory authority for the granting of free and re- 
duced rate passes by air carriers to their retired directors, officers, and 
employees, and members of their immediate families. 

In past years, many carriers have regularly made it a custom to 
grant pass privileges to their retired personnel, on a space-available 
basis, under the provisions of section 403 (b) of the Civil Aeronautics 
Act. As presently written this section allows carriers to give free and 
reduced rate transportation to their “directors, officers, and employees 
and their immediate families.” However, on October 18, 1957, the 
Civil Aeronautics Board issued ag ruling that section 403 (b) could not 
properly be construed to cover retired employees, as well as certain 
other classes of persons theretofore enjoying similar pass privileges, 
and requested the carriers to amend their regulations accordingly. 

Your committee agrees with the view expressed by the Board that 
special legislation is required to permit the granting of pass privileges 
to retired employees and their families. Because this practice has been 
traditional in the industry and, as pointed out by the Board, has be- 
come imbedded in the carriers’ labor-relations structures, your com- 
mittee believes it should be given statutory sanction. 

It should be particularly noted that this measure would in no way 
require carriers to extend pass privileges to the persons covered, but 
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merely allows them to do so, as.space is available or on whatever other 
basis they wish. 
il. AGENCY COMMENTS 


The Civil Aeronautics Board has advised your committee that it has 
no objection to the enactment of S. 2919. As pointed out in their 
letter of February 17, 1958, the Board also suggests that Congress 
ere consideration to other categories of personnel whose pass privi- 
eges may not now be covered under the law. This communication 


was not received, however, until after the bill had been ordered 
favorably reported by your committee. 

Neither the Department of Justice nor the General Accounting 
Office expressed any comment 6n the stibstance of the bill. 


Crvm Axrronavtics Boarp, 
Washington 25, February 17, 1958. 


Hon. Warren G. Maanuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

Dear Senator Maenuvson: This is in further reply to your letter 
of January 10, 1958, acknowledged January 13, 1958, requesting the 
Board’s comments on S. 2919,'a bill to amend the Civil Aeronautics 
Act of 1938 in order to authorize free or reduced rate transportation 
for retired employees of air carriers. 

Section 403 (b) of the Civil Aeronautics Act authorizes the airlines, 
under such terms and, conditions as the Board may prescribe,.to 
grant free or reduced rate transportation to directors, officers, em- 
ployees, and their immediate families. The Board has construed this 
provision as. not including retired directors, officers, and employees. 

S. 2919 would amend section 403 (b) to specifically provide that 
“directors, officers, and employees” should include “retired directors, 
officers, and employees.” 

The Board wishes to call to the attention of the committee that it 
has suspended in part the effectiveness of its letter of October 18; 1957, 
which was sent to various air carriers, a copy of which is enclosed. 
Specifically, the Board has suspended until September 1, 1958, the 
effectiveness of that portion of the letter dealing with the granting of 
free or reduced rate transportation to members of immediate families 
of employees, retired employees, including pensioned employees, 
members of the immediate family of a person injured or killed in an 
accident, and widows and minor children of deceased employees. 
Subsequent to the issuance of the letter of October 18, 1957, it appeared 
that the Board’s ruling would disrupt longstanding practices in the 
industry, many of which have become embedded in the industry-labor 
relations structure. The Board therefore felt that the effectiveness of 
its letter of October 18, 1957, should be suspended until September 1, 
1958, to give Congress an opportunity to consider the problems which 
have been raised, not only with regard to retired employees, but also 
the other categories mentioned above. 

Under the circumstances, the Board would have no objection to 
the enactment of S. 2919. 

The Bureau of the Budget has advised that there is no objection to 
the’submission of this report. 

Sincerely yours, 
—_—. ———,, Chairman. 
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CompTROLLER GENERAL OF THE Unitep Sratss, 
Washington, January 16, 1958. 
Hon. Warren G. Maenovson, 1 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 


Dear Mr. CuarrMan: Further reference is made to your letter of 
January 10, 1958, acknowledged on January 13, requesting the com- 
ments of the General Accounting Office concerning S. 2919, 85th 
Congress, 2d session, entitled ‘“‘A bill to amend the Civil Aeronautics 
Act of 1938 in order to authorize free or reduced rate transportation 
for retired employees of air carriers.” 

We have no special information or knowledge as to the need for or 
desirability of the proposed legislation and, therefore, we make no 
recommendation with respect to its enactment. ~ 

Sincerely yours, 


JosEPH CAMPBELL, 
Comptreller General of the United States. 


JANUARY 15, 1958. 
Hon. WarrEN G. MaGnuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

Drar Senator Maenuson: This is in response to your request 
for the views of the Department of Justice concerning the bill (S. 
2919) to amend the Civil Aeronautics Act of 1938 in order to authorize 
free or reduced rate transportation for retired employees of air 
carriers. 

The bill has been examined, but since the subject matter thereof 
is not related to any of the activities of the Department of Justice, 
we would prefer not to offer any comment concerning it. 

Sincerely yours, 
LAWRENCE E. Watsu, 
Deputy Attorney General. 


III. CHANGES IN EXISTING LAW 


In compliance with subsection 4 of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill are 
shown as follows (existing law in which no change is proposed is 
shown in roman; new matter is printed in italic): 


SuBpseEcTion (B) or Section 403 or THE Crvit AbrRonavutics AcT oF 
1938 


(52 Stat. 992; 49 U.S. C. 483 (B)) 


(b) No air carrier or foreign air carrier shall charge or demand or 
collect or receive a greater or less or different compensation for air 
transportation, or for any service in connection therewith, than the 
rates, fares, and charges specified in its currently effective tariffs; and 
no air carrier or foreign air carrier shalJ, in any manner or by any 
device, directly or indirectly, or through any agent or broker, or other- 
wise, refund or remit any portion of the rates, fares, or charges so 
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specified, or extend to any person any privileges or facilities, with 
respect to matters required by the Board to be specified in such 
tariffs, except those specified therein. Nothing in this Act shall 
prohibit such air carriers or foreign air carriers, under such terms and 
conditions as the Board may prescribe, from issuing or interchanging 
tickets or passes for free or reduced-rate transportation to their 
directors, officers, and employees (including retired directors, officers, 
and employees) and their immediate families; witnesses and attorneys 
attending any legal investigation in which any such air carrier is 
interested; persons injured in aircraft accidents and physicians and 
nurses attending such persons; ministers of religion on a space-avail- 
able basis; and any person or property with the object of providing 
relief in cases of general epidemic, pestilence, or other calamitous 
visitation; and, in the case of overseas or foreign air transportation, 
to such other persons and under such other circumstances as the Board 
may by regulations prescribe. 


0 
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85TH CONGRESS SENATE REPoRT 
2d Session No. 1340 


AMENDMENT OF CIVIL AERONAUTICS ACT RELATING 
TO CIVIL PENALTIES IN CERTAIN ADDITIONAL 
CASES 


Marcu 3, 1958.—Ordered to be printed 


Mr. Mownroney, from the Committee on Interstate and Foreign 
Commerce, submitted the following 


REPORT 
[To accompany 8. 1749] 


The Committee on Interstate and Foreign Commerce, to whom was 
referred the bill (S. 1749), to amend section 610 (a) of the Civil Aero- 
nautics Act of 1938, as amended, to provide for the imposition of civil 
penalties in certain additional cases, and for other purposes, having 
considered the same, report favorably thereon with an amendment and 
recommend that the bill as amended do pass. 


I, INTRODUCTION 


This bill was introduced by the chairman of your committee, Sena- 
tor Warren G. Magnuson on March 28, 1957, at the request of the 
Secretary of Commerce. The letter of Secretary Sinclair Weeks 
transmitting the proposed legislation is printed below under the 
heading of agency comments. 


II. COMMITTEE AMENDMENT 


On page 2, line 3, strike out the words, “‘this title.’’ and insert in 
lieu thereof the words ‘‘this title;’”’. This is a technical amendment 
required to correct an error in punctuation. 


III. PURPOSE OF THE BILL 


Title VI of the Civil Aeronautics Act of 1938 provides for a com- 
prehensive safety program, including the issuance of safety regula- 
tions. Part of that title, section 610 (a) of the act, which the bill 
amends, sets forth certain. specific conduct declared to be unlawful. 
The civil penalty provisions of the act (sec. 901, 49 U.S. C. 621) are 
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. ; - relics 
directly tied to section 610 of the act since it provides for the usé of» 
such a sanction in the case of any violation of the provisions of title 
VI, among other titles. Thus, no civil penalty can be imposed for 
infractions of safety regulations unless there is a violation of a pro- 
vision of title VI. 

This bill enlarges the scope of section 610 (a) to include any viola- 
tion of safety requirements by ground personnel, such as mechanics, 
whose activities, although certified, do not directly involve the opera- 
tion of an aircraft. It also includes certain employers of such per- 
sonnel, as for example, manufacturers holding production certificates 
and air agencies. The result of these added prohibitions is to permit 
the use of civil penalties, as an enforcement tool, in certain additional 
cases which cannot now be reached under the limitation of section 901 
of the act. This is of particular importance since suspension and 
revocation proceedings is the only enforcement remedy which can 
otherwise be used and the result of such a proceeding is ordinarily 
too severe for the usual offense. 

This bill, therefore, will permit the Secretary of Commerce to 
invoke civil penalties as an appropriate sanction for nonaggravated 
violations of safety regulations which heretofore has been denied 
him. Moreover, such a sanction may be applied to an employer as 
well as to an employee. 

A full detailed explanation of the need for the bill is contained in 
the letter of Sinclair Weeks, Secretary of Commerce, dated March 
22, 1957, printed below. 


IV. RIGHT TO TRIAL BY JURY AND RIGHT OF APPEAL 


As in the case of S. 1380, your committee wished to be definitely 
assured that a charged violator under this additional legislation 
would have procedural and substantive safeguards against arbitrary 
administrative action. The committee is advised that in all cases 
where violations of section 610 (a), which this bill amends, are dis- 
posed of on the basis of the invocation of civil penalties, under section 
901 (a) of the act, the alleged violator has the right to a trial by jury in 
a Federal court and an appeal from an adverse decision in accordance 
with the Rules of Civil Procedures. The civil penalties, under section 
901 of the act (not to exceed $1,000 for each violation) are imposed only 
by a Federal court in civil proceedings instituted by the United States 
Attorney, pursuant to title 28, section 2461, United States Code, at 
the request of the Secretary. The Secretary, however, has the author- 
ity to compromise the case on such terms and in such amount as he 
deems appropriate to the interests of justice prior to the institution 
of the suit. If the person from whom the penalty is demanded does 
not wish to compromise with the Secretary, the matter must be 
adjudicated in a Federal court by civil suit in which trial by jury may 
be demanded and in which the Government has the burden of establish- 
ing the charge by a preponderance of the evidence. 

An explanation of the compromise procedure utilized by the Secre- 
tary was submitted to the committee by representatives of the Civil 
Aeronautics Administration and is printed in appendix A. 
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V. SECTION-BY-SECTION ANALYSIS 


Section 1 of the bill adds new language to subsection (2) of section 
610 (a) of the act, embracing service as an airman in connection with 
any “aircraft engine, propeller, or appliance used or intended for use’’ 
in air commerce. Such language is directed to a number of ground 
operations of a repair or service character which now fall outside the 
coverage of the civil penalty section of the act, namely, section 901, 
although they are included in the certification and regulatory author- 
ity of title VI. 

Section 2 of the bill adds a new subsection (7) to section 610 (a) of 
the act to include ‘within its prohibition any person holding an air 
agency or production certificate.’ It thereby includes a new category 
of employers of ground personnel within its provisions. 


VI. AGENCY COMMENTS 


Comments received by our committee from interested agencies of 
the Government are set forth in full below. Included also, is the 
letter of the Secretary of Commerce under date of March 22, 1957, 
requesting introduction of the bill and favorable action thereon. The 
Department of Justice has advised by telephone that— 


Whether the bill should be enacted involves a question of 
policy concerning which this Department prefers to make no 
recommendation. 


AMENDMENT OF Crvin Agronautics Act, RELATING TO CrvIL 
PENALTIES IN CeRTAIN ADDITIONAL CASES 


THE SECRETARY OF COMMERCE, 
Washington, March 22, 1957. 
Hon. Ricuarp M. Nrxon, 
President of the Senate, 
United States Senate, Washington, D. C. 

Dear Mr. Presipent: It is requested that the enclosed draft of 
a bill be introduced in the Senate at your convenience. The purpose 
of the proposal is ‘‘to amend section 610 (a) of the Civil Aeronautics 
Act of 1938, as amended, to provide for the imposition of civil penalties 
in certain additional cases, and for other purposes.” 

A comprehensive Federal aviation safety program is provided in 
title VI of the Civil Aeronautics Act of 1938, involving the issuance 
of safety regulations by the Civil Aeronautics Board and the issuance 
of certificates of competency by the Secretary of Commerce. The 
program encompasses not only those matters directly involved in the 
actual operation of aircraft, but certain related ground activities as 
well. Thus, mechanics, repairmen, aircraft dispatchers, air traffic 
control tower operators, and parachute riggers, and, to some extent, 
aviation manufacturers, repair stations, aviation schools, and other 
air agencies, are federally regulated and certificated under authority 
derived from title VI of the act. 

Because of certain language in title VI and the language of the 
penalty provisions in title IX of the act, many of these ground activi- 
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ties present special enforcement problems for the Secretary of 
Commerce. 

Section 901 (a) provides “any person who violates any provision 
of * * * title(s) VI * * * of this act * * * shall be subject to a 
civil penalty of not to exceed $1,000 for each such violation. Any 
such penalty may be compromised * * *” by the Secretary of Com- 
merce. Consequently, no civil penalty can be imposed unless there 
is a violation of a provision of title VI. The prohibitions of title VI, 
imsofar as relevant to this discussion, are contained in section 610 (a) 
of the Civil Aeronautics Act. ‘That section provides: 

“(a) It shall be unlawful— 

‘“(1) For any person to operate in air commerce any civil aircraft 
for which there is not currently in effect an airworthiness certificate, 
or in violation of the terms of any such certificates; 

‘‘(2) For any person to serve in any capacity as an airman in con- 
nection with any civil aircraft used in air commerce without an air- 
man certificate authorizing him to serve in such capacity, or in 
violation of the terms of any such certificate; 

“(3) For any person to employ for service in connection with any 
civil aireraft used in air commerce an airman who does not have an 
airman certificate authorizing him to serve in the capacity for which 
he is employed; 

‘“‘(4) For any person to operate as an air carrier without an air 
carrier operating certificate, or in violation of the terms of any such 
certificate ; 

(5) For any person to operate aircraft in air commerce in violation 
of any other rule, regulation, or certificate of the authority under this 
title; and 

“(6) For any person to operate a seaplane or other aircraft of United 
States registry upon the high seas in contravention of the regulations 
proclaimed by the President pursuant to section 1 of the act entitled 
‘An act to authorize the President to proclaim reg al ations for prevent- 
ing collisions at sea.’ ’ 

These prohibitions do not extend to all the matters which the Civil 
Aeronautics Board is authorized to regulate, nor to all the matters 
which are included within the certification authority of the Secretary 
of Commerce. There is no mention in this section of production 
certificates; the general prohibition against violation of regulations in 
subsection (a) (5) extends only to persons who operate aircraft in air 
commerce, and not to persons who service aircraft and aircraft equip- 
ment and who train aviation personnel on the ground. 

Thus, although the Secretary may issue production certificates 
authorizing aircraft and aircraft cor nponent manufacturers to dupli- 

cate articles for which a type certificate has been issued, there is no 
Aieothibibes in title VI that requires adherence to the terms of these 
certificates. Similarly, there are no prohibitions against violation of 
many of the Civil Aeronautics Board’s regulations governing me- 
chanics and repair stations (except those employed by air common 
carriers, sec. 605), parachute riggers, and ground aviation schools, 
and other air agencies. 

In any case arising under title VI in which a civil penalty cannot be 
imposed, the only enforcement remedy which the Secretary of 
Commerce can pursue is a suspension or revocation proceeding 
before the Civil Aeronautics Board against the certificate held by 
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the offender. Section 609 of the Civil Aeronautics Act authorizes 
suspension of a certificate “if the interest of the public so requires,” 
or revocation for any reason which would justify refusal to issue it 
in the first instance. No technical violation of the act need be 
shown in these proceedings. It has been found, however, that 
suspension and revocation are inappropriate remedies in many cases 
which relate to ground activities affecting aviation, 

Suspension and revocation result in the loss of the. certificate 
holder’s means of livelihood or suspension of his business, andthe 
loss of production or service in essential industries, This result, is 
ordinarily too severe for the usual offense. The proceedings before 
the Civil Aeronautics Board must follow all of the technical require- 
ments of the procedure provisions of the Civil Aeronautics Act, and 
of the Administrative Procedure Act. They are time consuming 
and therefore expensive to the public. 

The civil penalty, on the other hand, which is the normal sanction 
now imposed for minor violations of other safety provisions of the 
Civil Aeronautics Act, is a simple, expeditious, and effective remedy, 
more readily adaptable to the requirements of particular cases. U nder 
the language of section 901 (a), previously quoted, a statutory maxi- 
mum pe ‘nalty of $1,000 is provided, and the Secretary of Commerce is 
authorized to compromise for a lesser amount. Most such cases are 
now handled by a simple exchange of letters. Lf the person from whom 
the penalty is demanded does not wish to compromise, the matter 
must be adjudicated in a Federal court. There is thus an adequate 
safeguard against arbitrary administrative action. 

The rules, regulations, and other safety requirements governing 
manufacturers and air agencies, and those which relate to the airman 
such as mechanics whose activities do not directly involve operation of 
aircraft, are all important to aviation safety. It has been the ex- 
perience of the Department of Commerce that safety requirements 
that are not enforced are not universally obeyed. Under present law 
the Department of Commerce is placed in the dilemma, in many cases, 
of either not enforcing these requirements or of using the inappropriate 
suspension or revocation sanction. The legislation provided in the 
attached draft bill would resolve that dilemma, providing a more 
practical, more just, more appropriate, and more efficient enforcement 
process in the form of civil penalties. The proposed bill would amend 
section 610 (a) of the Civil Aeronautics Act of 1938 to declare illegal, 
in addition to the present prohibitions, any violation of the safety 
requirements by manufacturers holding production certificates, by air 
agencies, and by airmen such as mechanics whose activities do not 
directly involve operation of aircraft. With this amendment, to 
which section 901 (a) of the act would automatically apply, civil 
penalties could be imposed in all of the additional cases described in 
this report. In the opinion of the Department of Commerce, the 
existence of this additional enforcement authority would promote 
compliance with necessary aviation safety requirements, and the 
Department therefore urges that the attached bill receive early con- 
sideration by the Congress. 

The Bureau of the Budget has advised that it has no objection to 
the transmission of this letter and proposed legislation to the Congress. 

Sincerely yours, 
SINCLAIR WEEKS, 
Secretary of Commerce. 
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CoMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, April 15, 1957. 
Hon. Warren G. MaGnuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

Dear Mr. CHarrMan: Further reference is made to your letter of 
March 29, 1957, acknowledged on April 1, requesting the comments of 
the General Accounting Office concerning S. 1749, 85th Congress, 1st 
session, entitled ‘A bill to amend section 610 (a) of the Civil Aero- 
nautics Act of 1938, as amended, to provide for the imposition of civil 
penalties in certain additional cases, and for other purposes.”’ 

We have no special information or knowledge as to the need for or 
desirability of the proposed legislation and, therefore, we make no 
recommendation with respect to its enactment. 

Sincerely yours, 
JosEepH CAMPBELL, 
Comptroller General of the United States. 


V. CHANGES IN EXISTING LAW 


In compliance with subsection 4 of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill are shown 
as follows (existing law proposed to be omitted is enclosed in black 
brackets; new matter is printed in italics; existing law in which no 


change is proposed is shown in roman): 


Section 610 (a) or THe Crvrt Apronavtics Act or 1938 (52 Srar. 
1012; 49 U.S. C. 560 (a)) 


(a) It shall be unlawful— 

(AdaAi #8 

(2) For any person to serve in any capacity as an airman in con- 
nection with any civil aircraft, aircraft engine, propeller or appliance 
used or intended for use, in air commerce without an airman certificate 
authorizing him to serve in such capacity, or in violation of [the 
terms of any such certificate] any term, condition or limitation thereof, 
or in violation of any order, rule or regulation issued under this title: 

(3) *x* * * 

(4) * * * 

(5) For any person to operate aircraft in air commerce in violation 
of any other rule, regulation, or certificate of the Authority under this 
title; [and] 

(6) For any person to operate a seaplane or other aircraft of United 
States registry upon the high seas in contravention of the regulations 
proclaimed by the President pursuant to section 1 of the Act entitled 
“An Act to authorize the President to proclaim regulations for pre- 
venting collisions at sea’’; and 

(7) For any person holding an air agency or production certificate, 
to violate any term, condition or limitation thereof, or to violate any order, 
rule or regulation under this title relating to the holder of such certificate. 
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APPENDIX A 


Civit AERONAUTICS ADMINISTRATION, Crvit PENALtTy COMPROMISE 
PROCEDURE 


The Civil Aeronautics Administration compromise procedure starts 
with the enforcement activities of the CAA inspector assigned to a 
district office. Let us assume that an inspector’s attention is called 
to an incident involving an individual holding a private pilot certi- 
cate. The information received by the inspector indicates that 
perhaps a serious violation of the Civil Air Regulations has been 
committed. The inspector first conducts a thorough and complete 
investigation. This includes contacting the pilot in person or by 
letter, and affording him an opportunity to give his version of the 
incident. It also ineludes interviewing and obtaining statements 
from all available witnesses and other persons who may have knowl- 
edge of the pilot’s aviation activities and his attitude toward the safety 
regulations. If, after the investigation, the inspector is convinced 
that a violation has occurred, he files a violation report which sets 
forth in detail the incident, and to which are attached all witness 
and other pertinent statements. This report is then reviewed by the 
reporting inspector’s immediate supervisor in his office. 

If the report meets with the approval of the reporting inspector’s 
supervisor, it is forwarded to the CAA regional headquarters which 
supervises the work of the district office. In the regional office the 
chief of the appropriate safety division for that region reviews the 
violation report. The report is also reviewed by the regional attorney 
for that region. The regional attorney makes the final decision as to 
whether there is evidence to support a violation, and the sanction, if 
any, to be imposed on the pilot. However, he may not take any 
action until after he has consulted with the safety division chief. 

If the regional attorney decides that a civil penalty is warranted, 
he then determines whether the statutory maximum of $1,000 or a 
lesser amount is appropriate. After this determination, a registered 
letter is written to the pilot. That letter sets forth the facts relating 
to the incident, and the amount which the regional attorney will accept 
in settlement of the violation. In addition, the pilot is given another 
opportunity to submit any information or material which will either 
explain, excuse, or disprove the violation. This information may be 
submitted by the violator either in person or in writing. Moreover, 
an explanation of the compromise procedure is attached. This fully 
informs the pilot of his rights. If the pilot does not wish to make an 
offer in compromise, he has the right to have any of the issues presented 
to the United States District Court. If the matter is presented to the 
United States District Court, the pilot is entitled to a full trial with 
a jury, and the burden is upon the Government to prove its case by a 
preponderance of the evidence. 

Attached is a copy of the form regarding the civil penalty com- 
promise procedure which is sent to each violator to whom CAA 
directs a civil penalty letter. 
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Unirep Srates DEPARTMENT OF ComMERCE CiviIL AERO- 
NAUTICS ADMINISTRATION 


WASHINGTON, D. C 


INFORMATION REGARDING THE SETTLEMENT OF CIVIL 
PENALTIES INCURRED UNDER THE CIVIL AERONAUTICS 
ACT OF 1938 


The Civil Aeronautics Act provides that any person who 
violates section 610 (a) is subject to a civil penalty not to 
exceed $1,000 for each violation. However, in order to 
provide for settlement of civil penalties on a just basis, the 
act authorizes the Administrator to compromise such 
penalties at amounts less than $1,000. Our attached letter 
states the sum which we are willing to accept in full settle- 
ment. 

There is no requirement under the Civil Aeronautics Act 
that you make an offer of settlement as suggested in our 
letter. If you prefer, you have the right to have any issues 
in this matter presented to the United States District Court. 
On the basis of the evidence presented at a trial, the United 
States District Court will determine whether a violation has 
in fact occurred and the amount of the civil penalty which 
will be imposed. If you desire to have the matter deter- 
mined in this way, you may so indicate by advising us of 
your intentions. 

If you have any information or material which will either 
explain, excuse, or disprove the violation referred to in the 
attached letter, you may be sure that it will receive our 

careful consideration. Such information may be submitted 
by you in person or in writing. 

Should you wish to submit an offer in compromise, as sug- 
gested in the attached letter, your offer should be accom- 
panied by a certified check or a money order, payable to 
the CAA, Department of Commerce. 

All correspondence on this matter should be addressed 
to: General Counsel, Civil Aeronautics Administration, 
Washington 25, D. C 

2. If you desire to discuss this matter personally, you 
may do so during office hours: 8:30 a. m. to 5:00 p. m., 
Monday through Friday. 

We suggest that if you plan to visit the General 
Counsel’s Office, you first write or call in advance to obtain 
an appointment. Telephone: Sterling 3-9200, Extension 


711. 
O 








yao wy re 
aettle ore Pe: BEA 


85TH CONGRESS SENATE REPorRT 
2d Session 


No. 1341 








AUTHORIZING INDEMNITY PROTECTION IN RESPECT 
OF THE NUCLEAR-POWERED MERCHANT VESSEL 


Marcu 3, 1958.—Ordered to be printed 


Mr. Maanuson, from the Committee on Interstate and Foreign 
Commerce, submitted the following 


REPORT 


[To accompany 8. 3106] 


The Committee on Interstate and Foreign Commerce, to whom was 
referred the bill (S. 3106) to amend section 716 of the Merchant 
Marine Act, 1936, as amended (Public Law 848, 84th Cong.), to pro- 
vide indemnity protection in respect of the nuclear-powered merchant 
ship, having considered the same, report favorably thereon without 
amendment and recommend that the bill be referred to the Joint 
Committee on Atomic Energy for its consideration. 


PURPOSE OF THE BILL 


5. 3106 would amend section 716 of the Merchant Marine Act, 1936, 
as amended, which authorizes the construction of a nuclear -powered 
merchant ship for operation in the foreign commerce of the United 
States, by providing that the United States indemnify any contractors 
or agents of the United States against liability on account of claims by 
third persons, employees or others, for death, ‘bodily i injury, sickness or 
disease, or loss of or damage to property, arising as a result of nuclear 
incidents in connection with the construction or operation of the 
vessel. 

BACKGROUND DISCUSSION 


Under Public Law 848, 84th Congress, there was authorized to be 
appropriated to the Department of Commerce, Maritime Adminis- 
tration, and the Atomic Energy Commission, funds for the construc- 
tion, outfitting, and preparation for operation of a nuclear-powered 
merchant ship capable of providing shipping services on routes essen- 
tial for maintaining the flow of the foreign commerce of the United 
States. The Maritime Administration was empowered to take all 
necessary steps, with the approval, where appropriate, of the Atomic 
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Energy Commission, looking toward the construction of this proto- 
type vessel, to train qualified personnel for its operation, and to arrange 
for its operation. 

Because of the possibilities of widespread damage and destruction 
that might result from possible nuclear incidents, contractors and 
agents otherwise interested in construction or operation of the vessel 
were reluctant to enter into contracts without assurance that they 
would be indemnified by the Government against claims arising from 
any such incidents to the extent that commercial insurance was not 
available at reasonable prices. Also, such indemnifying authority 
was necessary in negotiations with foreign governments whose ports 
would be visited by the nuclear-prope led vessel. 

At the open hearing conducted by your committee, representatives 
of the Department of Commerce, Maritime Administration, and 
Atomic Energy Commission were in agreement that the indemnifying 
authority sought in the bill would be required to assure prompt 
construction of the vessel in accordance with the planned time 
schedule. 

It was brought out, too, that the Atomic Energy Commission 
presently has authority, under Public Law 256, 85th Congress, to 
indemnify contractors against claims arising in connection with inci- 
dents involving reactors in power installations within the United 
States. Suggestions were advanced that amendment of the atomic- 
energy statute, rather than of the Merchant Marine Act, 1936, would 
be preferable, and make possible more prompt provision of the vessel 
indemnity authority. 

Recommendation from a shipping industry group that S. 3106 be 
amended to cover any future nuclear-powered ships was not approved, 
the committee taking the view that interim legislation would be 
desirable until enough experience had been afforded in the field to 
justify legislating on a permanent basis. 

In summation, your committee is convinced that, despite the 
remarkable advances that have been made in atomic research and 
technology, and with due appreciation of the excellent safety record 
achieved to date in the operation of land-based nuclear reactors in 
the public-utilities field, the indemnity authority sought with respect 
to the nuclear-prototype vessel must be provided, as promptly as 
possible. 

How this can best be done, whether by separate legislation as pro- 
posed in S. 3106, or by extending the indemnifying authority now 
vested in the Atomic Energy Commission by virtue of Public Law 
256, 85th Congress, pare some new insurance problems and pro- 
cedures to which the Joint Commission on Atomic Energy has de- 
voted much time and attention over the past two sessions of Congress 
For this reason, the committee recommends that the bill, S. 3106, be 
referred to the Joint Committee on Atomic Energy. 

The statement submitted by the Secretary of Commerce in request- 
ing introduction of the bill is printed herewith, together with a letter, 
dated February 14, 1958, giving the Department’s answer to ques- 
tions raised by the committee concerning the bill. Also appended is 
the report from the Comptroller General of the United States, which 
makes no recommendation. 


The Congress has enacted authority to build an atomic- 
powered merchant sbip (Public Law 848, 84th Cong.; 70 
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Stat. 731). The law, by an amendment to the Merchant 
Marine Act, 1936, provides for the construction, outfitting, 
and preparation for operation (including training of per- 
sonnel) of a nuclear-powered merchant ship capable of pro- 
viding shipping services on routes essential for maintaining 
the flow of the foreign commerce of the United States. The 
Maritime Administration, Department of Commerce, may 
employ persons, firms, and corporations, on a contract or 
fee basis, for the performance of special services deemed 
necessary in carrying on activities and functions under the 
law. 

The Secretary of Commerce has specific authority under 
Public Law 701, 84th Congress (70 Stat. 531), for the pur- 
pose of developing, trial, and testing, to operate vessels 
owned by the United States which have been constructed 
for experimental or testing purposes. 

In making preliminary studies of the problems in connec- 
tion with the building, testing, and operation of the first 
nuclear-powered ship, which will be a merchant type ocean- 
going vessel, the Department has met with problems in the 
important and critical matter of third party liability of 
designers, builders, and operators of the new vessel. Being 
a facility which will be used in world-wide oceangoing com- 
merce, the matter of third-party liability takes on a special 
significance in a field of liability which apparently must 
remain indeterminate until experience and judicial deter- 
minations can provide guides for private insurance and 
indemnity organizations in this field. 

The Department is concerned with prompt progress in the 
construction of the new nuclear-powered merchant ship. 
The Department has encountered difficulty in securing con- 
tracts in respect of the proposed vessel. These difficulties 
rise out of the practically immeasurable monetary lability 
in a particular case of possible nuclear disaster in connection 
with the ship, even though the possibility of such an occur- 
rence with consequent legal liability may be only remote. It 
appears to be the generally accepted legal viewpoint that 
only experience and judicial determinations will fix the ex- 
tent of the legal liability of designers, builders, owners, and 
operators of an atomic-powered vessel. The fact that the 
vessel will operate in oceangoing commerce and will neces- 
sarily operate in proximity to shoreside establishments ard 
properties, both domestic and foreign, expands the geograph- 
ical field of risk very broadly. Insurance and indemnity pro- 
tection from private organizations may be available but only 
in limited amounts, deemed insufficient by prospective de- 
signers, contractors, and operators. 

The Department in io legislative proposals recommends 

‘| proj mmenc 
meeting these problems by authorizing the Secretary of Com- 
merce, in connection with the design, construction, main- 
tenance, repair, use, and operation of the ship to provide 
that the United States will indemnify any contractors or 
agents of the United States against liability on account of 
claims (including reasonable expenses of litigation or settle- 
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ment of such claims) by third persons (including employees 
of the contractor) for death, bodily injury, sickness, or 
disease, or loss of or damage to property, arising as a result of 
such activities in connection with the ship. T he indemnifica- 
tion would be effective to the extent that the liability arises 
out of the contract or agency and to the extent not com- 
pensated by insurance or otherwise. The bill would au- 
thorize the Secretary to require indemnified contractors or 
agents to procure private insurance against the covered 
hazards to the extent available at reasonable terms. 

Payment under the liability provision would be made only 
with the approval of the Secretary, or his designee for that 
purpose, and would be made out of funds obligated for per- 
formance of the contract or agency agreement or out of any 
funds appropriated by Congress for making such payments. 

Early and favorable consideration of this proposal i is recom- 
mended in order that there may be no delay in the construc- 
tion of this nuclear-powered merchant vessel. 

The Director, Bureau of the Budget, has advised that there 
would be no objection to the submission of the proposed 
measure to the Congress. 


THe SEcRETARY OF COMMERCE, 
Washington; February 14, 1958. 
Hon. Warren G. MaGnuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


Dear Mr. CuHarrman: This is in reply to your letter of February 
6, 1958, asking that the De arg ere of Commerce advise you on 
several points with respect to S. 3106, introduced at our request to 
provide indemnity protection in respect to the nuclear-powered 
merchant ship nuclearship Savannah. 

Upon the first point, the indemnifying authority introduced in the 
bill could possibly be satisfactorily achieved by an amendment to 
Public Law 85-256, known generally as the Price-Anderson law. 
However, the latter is legislation developed to assist the Atomic 
Energy Commission in promoting the industrial use of atomic energy 
and is primarily for land-based nuclear-power stations. In applica- 
tion of Public Law 85-256, the Atomic Energy Commission has 
developed their administrative procedures in consideration of the 
public utilities participating in the atomic energy demonstration 
programs. Thus, we believe that the Atomic Energy Commission 
would be in far better position to indicate the problems that agenev 
would have if the question of indemnification protection were under 
their administration. 

As you know, Public Law 85-256 limits indemnification by the 
Atomic Energy Commission to nuclear incidents occurring within the 
United States, and consequently it would require modification to pro- 
vide indemnification for incidents on the high seas or abroad. This 
may be a long-range necessity, but the time involved in the pre ‘liminary 
studies of how it can best be done appears to be in favor of S. 3106 
which meets our most immediate needs of planning for the ope ration 
of the nuclearship Savannah. 
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In reply to your second point, it was not contemplated that the 
contractor or agent would be charged a fee for the indemnification. 
Our rationale in favor of free indemnification is that the contractors 
or agents would be Government contractors or subcontractors and to 
charge a fee would result in the cost being passed back to the Govern- 
ment as a charge against the project. 

Regarding the third point, the source of funds to settle claims, the 
proposed 8. 3106 provides that the Secretary of Commerce pay claims 
found just and reasonable out of funds provided for the design, con- 
struction, maintenance, or operation of the ship, or out of other 
funds appropriated by Congress for the making of such payments. 
In regard to the appropriation of funds for payment of claims, the 
proposed S. 3106 amounts to a moral obligation that Congress would 
appropriate sufficient funds to indemnify third parties for injury 
occasioned by design, construction, maintenance, or operation of the 
nuclear ship. With respect to the authorization of funds for in- 
demnification in 5S. 3106, it is my understanding that Public Law 
85-256 did not appropriate funds specifically for indemnification but 
did set a maximum of $500 million per nuclear incident which would 
be requested of Congress in the event such indemnification became 
necessary. 

We trust that this brief reply will answer the questions you have 
asked. 

Sincerely yours, 
L. S. Roruscui.p, 
Acting Secretary of Commerce. 


CoMPTROLLER GENERAL OF THE UNITED STATEs, 


Washington, February 11, 1958. 


Hon. Warren G. Maanuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

Drar Mr. CuarrMan: Further reference is made to your letter of 
January 24, 1958, acknowledged on January 27, requesting the 
comments of the General Accounting Office concerning S. 3106, 85th 
Congress, 2d session, entitled “A bill to amend section 716 of the 
Merchant Marine Act, 1936, as amended (Public Law 848, 84th 
Cong.), to provide indemnity protection in respect to the nuclear- 
powered merchant ship.”’ 

We have no special information or knowledge as to the need for or 
desirability of the proposed legislation and, therefore, we make no 
recommendation with respect to its enactment. 

Sincerely yours, 
JosEPH CAMPBELL, 
Comptroller General of the United States. 
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CHANGES IN EXISTING LAW 


In compliance with subsection 4 of rule X XIX of the Standing Rules 
of the Senate, changes in existing laws made by the bill are shown as 
follows (new matter is printed in italics; existing law in which no 
change is proposed is shown in roman): 


MercuHant Marine Act, 1936, as AMENDED 


* * * * * * * 


Sec. 716 (a) * * * 

(6) Subject to the provisions of this subsection, but without regard to any 
other provisions of law relating to the making, performance, amendment, 
or modification of contracts, the Secretary of Commerce may, under such 
terms and conditions as he deems necessary or appropriate, in or in 
conjunction 2 with any contract with the United States for the design, 
construction, maintenance, repair, use, or operation of the nuclear- 
powered ship authorized by subsection (a) to be constructed, provide that 
the United States will indemnify and hold harmless the contractor or 
agent and any subcontractor thereof, to the extent arising out of the 
perfor mance of such contract, agency or subcontract and not compensated 
by insurance or otherwise, against liability on account of claims (including 
reasonable expenses of litigation or settlement of such claim) by third 
persons, including employees of the contractor, for death, bodily injury, 
sickness or disease, or loss of or damage to property, arising out of or 
resulting from radioactive, toxic, explosive, or other hazardous properties 
source, special nuclear, or byproduct material, as defined in the Atomic 
Energy Act of 1954,as amended. In such provisions for indemnification 
the Secretary of Commerce may require the contractor, agent, or subcon- 
tractor thereof, to provide and maintain insurance for liability arising 
from performance of the contract, agency, or subcontract to the extent such 
insurance is available from the private insurance market at reasonable 
terms and rates. Provisions for such indemnification under this section 
shall also contain such provisions as the Secretary deems appropriate, 
for notice to the United States of suits or actions filed or claims made 
against the contractor or agent with respect to any alleged liability for 
such death, bodily injury, sickness or disease, or loss or damage to third 
persons, and for control of or assistance in the defense of any such suit, 
action, or claims by the United States at the election of the United States. 
No payment shall be made on behalf of the United States under authority 
of this subsection unless the amount thereof shall first have been certified 
to be just and reasonable by the Secretary or by an official of the Depart- 
ment designated for such purpose by the Secretary. Any such payment 
may be made with the approval of the Secretary (or his designee for that 
purpose) out of any funds obligated for the performance of such contract 
or out of funds available for the design, construction, maintenance, repair, 
use, or operation of the ship and not otherwise obligated, or out of any 
funds appropriated by the Congress for the making of such payments. 
There are hereby authorized to be appropriated such sums as may be 
necessary to carry out the provisions of this subsection. 


O 
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pMITED «7 
Calendar No. 1365 

85TH CoNGRESS SENATE REPoRT 

2d Session ‘ No. 1342 


AUTHORIZING CERTAIN ACTIVITIES BY THE ARMED 
FORCES IN SUPPORT OF THE VIII OLYMPIC WINTER 
GAMES 


Marcu 4, 1958.—Ordered to be printed 


Mr. Sattonsta.u, from the Committee on Armed Services, 
submitted the following 


REPORT 
[To accompany 8. 3262] 


The Committee on Armed Services, to whom was referred the bill 
(S. 3262) to authorize certain activities by the Armed Forces in sup- 
port of the VIII Olympic winter ganes, and for other purposes, having 
considered the same, report favorably thereon with amendments and 
recommend that the bill, as amended, do pass. 


AMENDMENTS TO THE BILL 


The amendments are as follows: 
On page 2, line 13, strike out the words “shall provide” and insert 
in lieu thereof ‘is authorized to advance’’. 
On page 2, line 17, strike out the word “sufficient’’. 
On page 2, immediately after the period on line 20, insert the fol- 
lowing: 
Funds so advanced by the Secretary of Defense shall not 
exceed estimated requirements for expenditures for the en- 
suing 2-month period from the date of the request. As com- 
pleted, the arena becomes the property of the United States. 


On page 2, line 21, after the word “audit” insert the words “and 
control’. 
At the end of the bill add the following new sections: 


Sec. 3. On or before April 1, 1960, any lease by the United 
States of the property on which the arena authorized by 
section 2 is located shall be reviewed and lease occupancy 
thereafter shall include a fair and appropriate rental reflecting 
the added value and utility represented by the arena. 
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Sec. 4. There is authorized to be appropriated not to 
exceed $500,000 to carry out the purposes of section 1 and 
not to exceed $3,500,000 to carry out the purposes of section 
2 of this Act. . 


EXPLANATION OF THE AMENDMENTS 


The amendments adopt suggestions contained in a report on the bill 
from the General Accounting Office and provide for a return to the 
Federal Government on its investment in the sports arena from the use 
of this arena after the Olympic winter games, 


PURPOSE 


The purposes of this bill are (1) to authorize the Department of 
Defense to support the VIII Olympic Winter Games to be held in 
California in February 1960 with personnel and equipment, and 
(2) to authorize a Federal grant for the construction of a sports 
arena for use in connection with these games. 


BACKGROUND 


The VIII Olympic Winter Games are scheduled to be held in Squaw 
Valley, Placer County, Calif., in February 1960. The decision to 
hold the games at this location was made by the International Olympic 
Committee in response to an invitation from the United States 
Olympic Association. By Public Law 69, 84th Congress, the United 
States Government joined in this invitation and urged the Inter- 
national Olympic Committee to hold the games here. 

The State of California will bear most of the expenses of preparing 
for the games. The State has appropriated $7,990,000 directly for 
this purpose, of which $2,990,000 was appropriated to make the Olym- 
pic site a permanent State park. In addition, the State of California 
is spending $43 million to widen the major highways that lead to 
Squaw Valley to 4 lanes. The State of Nevada has appropriated 
$200,000 for the staging of the games and may provide additional 
support. The President’s budget message of January 1958 recom- 
mended that $4 million in Federal funds be appropriated by Congress 
for assistance in constructing the Olympic facilities and to defray the 
cost of participation of elements of the United States Armed Forces 
in the staging of the games. This bill would authorize the expendi- 
tures referred to in the budget message. 

The competitors in the games will come from approximately 37 
countries. As host for this event the United States has the oppor- 
tunity to promote international understanding and to give the visitors 
a favorable impression of this country. 


USE OF ARMED FORCES PERSONNEL AND EQUIPMENT 


The committee has been assured that the use of Armed Forces 
personnel and equipment in the staging of the games is only for 
specialized services that are uniquely within the competence of the 
Department of Defense. The Army will furnish ski troops and 
equipment used in avalanche control. The Navy will provide snow- 
compaction services. It is not intended that Armed Forces personnel 
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will be used for the construction of facilities or as a replacement for 
services available from civilian sources. It is estimated that about 
160 members of the Army and a lesser number of Navy personnel 
will be used. 

SPORTS ARENA 


The sports arena to be built under the provisions of section 2 would 
be located on national-forest land and would be subject to the juris- 
diction and authority of the Secretary of Agriculture. The sports 
arena would remain Federal property. 

The State of California has been granted a 30-year permit to use the 
land on which the arena is to be constructed as part of a State park. 
It is the intent of the committee that the permit issued by the Forest 
Service will provide for the payment by the permittee after the VIII 
Olympic Winter Games are over of a fee that fairly reflects the value 
of the use of the arena. This provision of the bill should result in 
some return to the Federal Government on its investment. The 
General Accounting Office will be enabled to review the adequacy of 
the rentals. 

COST DATA 


The authorization for the use of Armed Forces personnel and 
equipment is limited to $500,000 and the authorization for the con- 
struction of the sports arena is limited to $3,500,000. 


DEPARTMENTAL RECOMMENDATIONS 


Printed below and hereby made a part of this report are letters 
from the Deputy Secretary of Defense dated February 10, 1958, from 
the Comptroller General dated February 20, 1958, from the Assistant 
Secretary of State dated February 14, 1958, and from the Acting 
Secretary of Agriculture dated February 27, 1958. These letters indi- 
cate that enactment of this measure would be in accord with the 
program of the President. Suggestions contained in the letter from 
the Comptroller General have been adopted. 


Tue Secretary! or DEFeEnsg, 
Washington, February 10, 1958. 
Hon. Ricuarp M. Nixon, 
President of the Senate, 
Washington, D. C. 

Dear Mr. Presipent: There is enclosed a draft of proposed legis- 
lation to authorize certain activities by the Armed Forces in support 
of the VIII Olympic Winter Games, and for other purposes. 

This proposal is part of the Department of Defense legislative pro- 
gram for 1958 and it has been approved by the Bureau of the Budget, 
It is recommended that the proposal be enacted by the Congress. 


PURPOSE OF THE LEGISLATION 


The proposed legislation is designed to enable the Department of 
Defense to support the conduct of the VIII Olympic Winter Games, 
to be held at Squaw Valley, Calif., during February 1960. Because 
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of the difficulties peculiar to staging winter games in such mountainous 
areas, military support is required. 

By the joint resolution of June 13, 1955, chapter 138 (69 Stat. 131), 
the Congress invited the International Olympic Committee to hold 
the VIII Olympic Winter Games in Squaw Valley. This invitation 
was accepted and the United States has the responsibility of acting 
as host nation at those games. 

Section 1 authorizes the Department of Defense to assist the VIII 
Olympic Winter Games Organizing Committee by providing per- 
sonnel, equipment, and supplies for the preparation of courses, fields, 
and rinks; avalanche control; communications; transportation 
(through the use of special vehicles designed to operate in heavy snow) ; 
and snow compaction; and for the loan of communications equipment 
and housekeeping supplies. 

To provide this support, it will be necessary to move military per- 
sonnel and equipment to Squaw Valley and establish an Arctic-tent 
camp for quartering, feeding, and administering this group separate 
from their parent installations. It is estimated that 160 Army per- 
sonnel and a smaller number of Navy personnel will be required. 

For a number of years, the Armed Forces have been engaged in 
research and training for operations in mountain and cold weather 
conditions and are capable of providing the required assistance with 
a minimum of orientation and training. In addition, some training 
benefits will be derived in providing this support. 

So far as they relate to military support and participation, prepara- 
tion for the VIII Olympic Winter Games, actual conduct of the 
games, and the closing out of facilities will cover a period of approxi- 
mately 60 days. 

Section 2 authorizes the organizing committee of the VIII Olympic 
Winter Games to construct a suitable sports arena on Government 
land in Squaw Valley for use in connection with the VIII Olympic 
Winter Games and requires the Secretary of Defense to provide funds 
therefor out of moneys appropriated by Congress for the specific 
purpose. As a permanent memorial of those games, this arena would 
be available for sports on a continuing basis. The United States has 
leased the area to the State of California, which will operate it as a 
State park consistent with the policy of Federal-State use of public 
land for recreational purposes. 

This legislation, relating as it does to only special kinds of support, 
is intended to be in addition to, and independent of, any provision of 
existing permanent law respec ting the training, attendance, or par- 
ticipation of athletes in the Olympic games or other international 
competitions generally. 


COST AND BUDGET DATA 


Enactment of this proposed legislation will result in an aggregate 
increased cost to the Department of Defense of not in excess of 
$4 million during fiscal year 1958 through fiscal year 1960. It 
anticipated that $3.5 million of this amount will be necessary for the 
construction of the sports area authorized by section 2, and that the 
$3.5 million probably will be a supplemental request for fiscal year 
1958. The remaining one-half million dollars will be necessary for 
the support functions authorized by section 1 of the proposed legis- 
lation and probably will be requested for fiscal year 1960. 

Sincerely yours, 
Donatp A. Quar.zgs, Deputy. 
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A BILL To authorize certain activities by the armed forces in support of the 
VIII Olympic Winter Games, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That (a) notwithstanding any 
other provision of law, the Secretary of a military department say, 
with respect to the VIII Olympic Winter Games— 

(1) permit personnel of the armed forces under his jurisdiction 
to prepare courses, fields, and rinks, maintain avalanche control, 
and provide communications; 

(2) lend necessary equipment; and 

(3) provide such other support as he considers appropriate. 

(b) The Secretary of the military department concerned may spend 
such funds for the purposes of this section as Congress may specificall 
appropriate for those purposes. He may acquire and utilize sath 
supplies, materiel, and equipment as he determines to be necessary 
to provide the support authorized by this section. 

(c) The authority provided to the Secretaries of the military 
departments by this section is permissive and not mandatory. 

Sec. 2. Out of moneys appropriated by Congress for the specific 
purpose, the Secretary of Defense shall provide to the Organizing 
Committee, VIII Olympic Winter Games, Squaw Valley, California 
U. S. A. 1960, Incorporated, a nonprofit corporation of the State of 
California, at its request, funds sufficient to construct, on land of the 
United States in Squaw Valley, Placer County, California, a sports 
arena suitable for the conduct of sports and appropriate ceremonies 
in connection with the VIII Olympic Winter Games. The expend- 
iture of such funds by the Committee is subject to such audit as the 
Comptrolier General of the United States may prescribe. 





CoMPpTROLLER GENERAL OF THE UNITED STATEs, 
Washington, D. C., February 20, 1958. 
Hon. Ricuarp B. Russet, 
Chairman, Committee on Armed Services, 
United States Senate. 


Dear Mr. CuarrMan: Further reference is made to your letter of 
February 11, 1958, requesting a report on S. 3262. The bill would 
authorize certain activities by the Armed Forces in support of the 
VIII Olympic Winter Games and authorize the Secretary of Defense 
to provide funds to the Organizing Committee, VIII Olympic Winter 
Games, Squaw Valley, Calif., U. S. A. 1960, Inc., at its request, to 
construct a sports arena. 

Whether public funds should be made available to a private organi- 
zation for expenditure such as is contemplated by section 2 of S. 3262, 
is a matter of policy peculiarly within the province of the Congress to 
decide. As a general rule we do not favor the enactment of this type 
of legislation, since private organizations (such as the organizing com- 
mittee) are not subject to the usual regulatory and prohibitory stat- 
utes governing the expenditure of public funds as in the case of 
Government agencies. However, in view of the unusual circum- 
stances present here we have no objection to the instant bill although 
we do feel that it might be modified and clarified to some extent. 

We would like to point out that neither section 1 nor section 2 of the 
bill contain a dollar limitation on the appropriation authorization or a 
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time limitation on the availability of the funds. Also, as section 1 is 
now worded it appears that all costs incurred by the military depart- 
ments in providing personnel and equipment of the Armed Forces for 
the support of the games, including the pay and allowances, sub- 
sistence, and travel of such personnel, and the cost of transporting 
the equipment to and from Squaw Valley, would have to be ana 
from the funds specifically appropriated for the purposes of section 1, 
and regular Department of Defense appropriations would not be 
available to pay such costs. However, we understand that it is 
estimated that 160 Army personnel and a smaller number of Navy 
personnel together with communications equipment, housekeeping 
supplies, and other equipment, will be provided by the Armed Forces 
under the authority of section 1 and that it is anticipated that $500,000 
will be necessary for the functions authorized by this section. It may 
be that $500,000 would not be sufficient for the purposes of section 1 
if the above specifically enumerated costs are to be paid therefrom, 
and that the Department of Defense contemplates paying such costs 
from its regular appropriations. If the Congress intends that the 
Department do this, it appears that section 1 “should be modified to 
specifically so provide. 

Concerning section 2, while it appears that under this section the 
Secretary of “Defense may advance funds to the committee, instead 
of reimbursing it, the section does not specifically so provide. In view 
of section 3648, Revised Statutes, prohibiting advance payments, we 
feel that if it is the intent of the Congress that the funds be advanced 
to the committee such authority should be clearly spelled out. Also, 
while section 2 limits the total amount of funds the Secretary of 
Defense shall provide the committee to an amount “sufficient to con- 
struct” (i. e., the actual cost of construction), the sports arena, it does 
not limit the amount which may be advanced (if such is intended) at 
any one time. It may be that consideration should be given to limiting 
the funds which may be advanced to the committee at any one time 
under section 2 to an amount sufficient to pay the progress or other 
payments on the arena construction falling due within the 2-month 
period immediately following the date of the advance. 

Further, section 2 is silent as to who shall have title to the sports 
arena and as to its disposition after the games are over. We assume 
that title will vest in the United States since the arena will be con- 
structed on land owned by the United States. However, we under- 
stand that the area containing the land on which the arena will be 
built has been leased to the State of California and that the State will 
operate this area as a State park after the games. In order to dispel 
any doubts concerning the title to the arena, we feel that section 2 
should specifically provide that title shall vest in the United States, 
if that is what is intended. 

We would also like to point out that while under the audit language 
in section 2 the expenditure of the funds is subject to such audit as 
we may prescribe, since the organizing committee is not a Govern- 
ment organization our audit responsibility would be limited to deter- 
mining whether the committee’s accounts fully and fairly reflect its 
expenditures and whether the funds were spent for the purposes for 
which appropriated. 

Sincerely yours, 
JosEPH CAMPBELL, 
Comptroller General of the United States. 
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DEPARTMENT OF STATE, 
Washington, February 14, 1958. 
Hon. Ricwarp B. RussgE11, 
Chairman, Armed Services Committee, 
United States Senate. 


Dear Senator Russeiu: I understand that the Armed Services 
Committee plans to consider at an early date S. 3262, authorizing 
certain activities by the Armed Forces in support of the VIII Olympic 
Winter Games. 

The Department of State believes the holding of the VIII Olympic 
Winter Games in this country can make a significant contribution to 
our foreign policy objectives. It is of the utmost importance that 
the United States perform its function as host in an exemplary manner 
and we are pleased that the Department of Defense is prepared to 
participate as authorized in S. 3262. 

The Department hopes that the Congress will act favorably on the 
legislation. 

Sincerely yours, 
Wituiam B. Macomser, Jr., 
Assistant Secretary. 


DEPARTMENT OF AGRICULTURE, 
Washington, D. C., February 27, 1958. 


Hon. Ricuarp B. Russg.1, 
Chairman, Committee on Armed Services, 
United States Senate. 

Dear Senator Russet: On February 11, 1958, you requested 
the recommendations of this Department with reference to S. 3262, 
a bill, to authorize certain activities by the Armed Forces in support of 
the VIII Olympic Winter Games, and for other purposes. 

This Department is familiar with and in sympathy with the purposes 
of the bill, and has no objection to its enactment. 

Section 1 of S. 3262 would provide that a Secretary of a military 
department, with respect to the VIII Olympic Winter Games may: 
(1) permit personnel of the Armed Forces to prepare facilities, main- 
tain avalanche control, and provide communication; (2) loan equip- 
ment; and (3) provide other appropriate support. For those purposes 
the Secretary of a military department may spend such funds as 
Congress may specifically appropriate. He may acquire and utilize 
such supplies, material, and equipment as he determines to be neces- 
sary to provide the support authorized. 

ection 2 of S. 3262 would direct the Secretary of Defense to provide 
sufficient funds to the organizing committee, VIII Olympic Winter 
Games, Squaw Valley, Calif., U.S. A. 1960, Inc., to construct a sports 
arena suitable for the conduct of sports and ceremonies in connection 
with the VIII Olympic Winter Games. The funds would be provided 
out of moneys appropriated by Congress for the specific purpose and 
the Secretary of Defense would provide such funds upon request of 
the organizing committee. The bill provides for the arena to be 
built on land of the United States in Squaw Valley, Calif. The ex- 
penditure of such funds by the committee would be subject to such 
audit as the Comptroller General of the United States may prescribe. 
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The site of the VIII Olympic Winter Games in Squaw Valley is 
within the boundaries of the Tahoe National Forest and the sports 
arena would be on national-forest land. Accordingly, the Forest 
Service in this Department has been, for nearly 2 years, actively en- 
gaged in working with the California Olympic Commission of the 
State of California in developing plans for staging the winter games 
in Squaw Valley. The Forest Service has issued a 30-year permit to 
the commission authorizing it to use national-forest land, including 
the sports-arena site, under prescribed conditions in staging the winter 
Olympic games and establishing a public-recreation area. The or- 
ganizing committee named in section 2 of S, 3262 is under the aus- 
pices of the California Olympic Commission. 

In order to avoid possible confusion and duplication of effort ic is 
expected that the Armed Forces, in their activities under section 1 
of the bill, will be governed on national-forest land by the terms of the 
Forest Service permit and plans jointly developed by the commission 
and the Forest Service. For example, the permit requires the com- 
mission to prepare and put into effect a snow-safety plan for the pro- 
tection of contestants and the general public. The Forest Service has 
collaborated in the preparation of this plan which involves shooting 
down potential avalanches with artillery or hand-placed explosives. 

Plans for the sports arena to be constructed on national-forest land 
have been approved by the Forest Service. Since the arena is to be 
built on federally-owned lands and since S. 3262 would authorize the 
use of Federal funds in its construction for use in the games, we 
understand that the arena would remain Federal property. Since it 
would be a permanent improvement on national-forest land it would 
be under the jurisdiction of this Department. Although the present 
permit issued by the Forest Service does not specifically cover the 
use of a Government-owned sports arena, there would be no obstacle 
to amending the permit to provide therefor. The permit provides 
that use of the area will be reviewed in 1962, which will be after close 
of the games, with a view to adjusting the fees to conform with fee 
schedules then in effect. 

The Bureau of the Budget advises that enactment of this proposed 
legislation would be in accord with the program of the President. 

Sincerely yours, 
True D. Mors, 
Acting Secretary. 
we 
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SECOND ANNUAL UNITED STATES WORLD TRADE FAIR 


Marcu 4, 1958.—Ordered to be printed 


Mr. Green, from the Committee on Foreign Relations, submitted 
the following 


REPORT 
(To accompany H. J. Res. 509] 


The Committee on Foreign Relations, having had under considera- 
ion the joint resolution (H. J. Res. 509), authorizing the President to 
invite the States of the Union and foreign countries to participate in 
the Second Annual United States World Trade Fair to be held in 
New York City, N. Y., from May 7 to May 17, 1958, reports the 
same with an amendment and recommends that it do pass. 


BACKGROUND 


The First Annual United States World Trade Fair was held in New 
York City from April 14 to April 27, 1957, and was similarly endorsed 
by the United States Government (Public Law 815, 84th Cong.). 
Over 127,000 businessmen attended and over 3,000 exhibitors from 60 
different countries participated in the fair. It is anticipated that the 
second world trade fair will attract similar attendance and that over 
$1 billion in business will result from it. 

House Joint Resolution 509 was introduced by Hon. Ludwig Teller, 
of New York, on January 21, 1958, and reported by the House Com- 
mittee on Foreign Affairs without amendment on January 22, 1958. 
On February 17, 1958, the House of Representatives passed House 
Joint Resolution 509, having previously agreed to the following addi- 
tional clause: 


Resolved, That no funds appropriated by Congress for any 
purpose whatsoever shall be used to defr: ay the expenses of 
any foreign country or foreign individual participating in the 
Second Annual United States World Trade Fair to be held 
in New York City. 





ares 
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DEPARTMENT OF STATE COMMENTS 


The Department of State commented as follows on House Joint 

Resolution 509: 
DEPARTMENT OF STATE, 
Washington, March 4, 1958. 
Hon. THropore Francis GREEN, 
Chairman, Committee on Foreign Relations, 
United States Senate. 

Dear SENATOR GREEN: Reference is made to Mr. Marcy’s letter of 
February 20, 1958, which was acknowledged on February 24, request- 
ing the Department’s comments on House Joint Resolution 509, 
authorizing the President to invite the States of the Union and foreign 
countries to participate in the Second Annual United States World 
Trade Fair to be held in New York City, N. Y., from May 7 to 17, 1958. 

The Department would have no objec tion from the standpoint of 
United States foreign policy to the enactment of the House resolution 
as introduced. However, the Department considers undesirable the 
proviso added by the House which would preclude the use of any funds 
appropriated by the Congress in order to defray the expenses of any 
foreign country or individual participating in the Second Annual 
United States World Trade Fair. 

While the Department does not expect that the general expenses of 
any countrv or individual participating in this fair would be defrayed 
by the United States, it might be found desirable to assist foreign 
trainees already in this country to attend the fair as part of their 
training. Such assistance would be consistent with the United States 
objectives of stimulating international trade and of promoting private 
initiative, enterprise and investments abroad. 

This resolution as introduced does not provide any new authority 
for the expenditure of public funds. Thus, the only effect of the pro- 
viso could be to take away authority provided by the Congress in other 
legislation. 

While the prencinne nt of State has an interest in the international 
trade fair program, the Department of Commerce has a more direct 
role in the staging of international expositions and fairs in the United 
States. It is our understanding that the First Annual United States 
World Trade Fair held in New York C ity in rab was successful from 
the commercial point of view and seemed to have a favorable impact in 
furthering mutual understanding between the people in our country 
who viewed the displays and those of the other countries represented 
at the fair. 

Because of the urgency of this matter, the Department’s comments 
have not been cleared with the Bureau of the Budget. 

Sincerely yours, 
Wituram B. Macompenr, JR., 
Assistant Secre tary, 


(For the Secretary of State). 





SECOND ANNUAL UNITED STATES WORLD TRADE FAIR 


COMMITTEE ACTION 


The committee, on March 4, 1958, considered House Joint Resolu- 
tion 509 and voted, without objection, to report the joint resolution 
favorably to the Senate with an amendment which would strike out 
the second resolving clause. 

The Congress has frequently given similar recognition to inter- 
national fairs, expositions, and other meetings held in the United 
States, because such events serve to promote international trade and 
are in the interest of the United States. No expense to the United 
States Government is involved in approval of this joint resolution. 

The Committee on Foreign Relations urges the Senate to approve 
House Joint Resolution 509 with the recommended amendment. 


O 
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SECOND SUPPLEMENTAL APPROPRIATION BILL, 1958 


Marcu 4, 1958.—Ordered to be printed 


Mr. Haypen, from the Committee on Appropriations, submitted the 
pprop 
following 


REPORT 


[To accompany H. R. 10881] 


The Committee on Appropriations, to whom was referred the bill 
(H. R. 10881) making supplemental appropriations for the fiscal year 
ending June 30, 1958, and for other purposes, report the same to the 
Senate with various amendments and present herewith information 
relative to the changes made. 

Amount of bill as passed House_____.__._......_. $2, 857, 882, 907 
Amount of increase by Senate committee._.._-___- 8, 080, 811 

Amount of bill as reported to Senate..._.... 2, 865, 963, 718 
Total estimates considered by the Senate._.._._.._.. 2, 874, 144, 080 


Under budget estimates...............---- 8, 180, 362 
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GENERAL STATEMENT 


The committee has noted that many of the items for salaries and 
expenses for which funds have been provided in this bill have been 
justified on the basis of action by the Civil Service Commission in 
increasing or revising minimum rates under which qualified eligibles 
can be recruited for scientist and engineer positions. In many of 
these instances it appears that funds have already been allocated 
for such purpose, wad the supplemental requests are made,in order 
to continue such increased salaries. 

While the authority for the Commission, as contained in section 803 
of the Classification Act of 1949, as amended by Public Law 763 of 
the 83d Congress, states that such actions or revisions shall have 
the force and effect of law, the committee believes that such increased 
rates should not become effective until funds are specifically requested 
and approved by the Congress for that. purpose. 








CHAPTER I 
DEPARTMENT OF AGRICULTURE 


GENERAL STATEMENT 


This bill carries appropriations totaling $2,235,131,868, for reim- 
bursements to the Commodity Credit C orpor ation pursuant to special 
laws which authorized the Commodity Credit Corporation to make 
advances, on expenditures during fiscal 1957. 

The budget requests in House Document 313, proposed advancing 
these appropriations to the second supplemental appropriations bill, 
1958, instead of the regular agricultural appropriation bill, 1959, in 
order to avoid the possible nee .d for incre asing the borrowing authority 
of the Commodity Credit Corporation to meet current mandatory 
needs during fiscal 1958. 


AGRICULTURAL RESEARCH SERVICE 
SALARIES AND EXPENSES 
RESEARCH 


The committee recommends an additional amount under this head, 
of $12,500, to begin urgently needed Federal research on pear decline, 
which disease has caused large losses to pear production in recent years, 
in the Pacific Northwest. 

The committee expects, in recommending this amount, that State 
and private financing, and research activities will be continued at the 
present level. 


REIMBURSEMENT TO COMMODITY CREDIT CORPORATION FOR ANIMAL 
DISEASE ERADICATION ACTIVITIES 


Under this item are included amounts as requested in the budget 
estimate and carried in the House bill to reimburse the Commodity 
Credit Corporation for amounts advanced during fiscal 1957 as follows: 

(1) $1,393,490 for vesicular exanthema eradication, pursuant to 
authority contained in the Appropriation Act for the Department of 
Agriculture, 1957; and (2) $17,548,923 for the accelerated brucellosis 
eradication program, pursuant to section 204 (e) of the Agricultural 
Act of 1954. 

AGRICULTURAL MARKETING SERVICE 


REIMBURSEMENT TO COMMODITY CREDIT CORPORATION FOR ADVANCES 
FOR GRADING AND CLASSING ACTIVITIES 


The amount included is $1,139,982, the budget estimate, and the 
amount approved by the House, to reimburse the Commodity Credit 
Corporation for amounts advanced during fiscal 1957 for grading 
tobacco and classing cotton, as authorized by law. 


4 
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Sort Banx PrRoGRAMS 


REIMBURSEMENT TO COMMODITY CREDIT CORPORATION FOR COSTS 
INCURRED UNDER SOIL BANK PROGRAMS 


The committee recommends restoration of the language in the 
budget estimate to reimburse the Commodity Credit Corporation for 
soil bank program costs incurred during fiscal year 1957, pursuant to 
Public Law 540, 84th Congress. 

The budget estimate requested a total of $567,500,000 to reimburse 
1957 fiscal year costs, which amount includes interest charges through 
March 31, 1958. The House approved an appropriation of $489,- 
500,000 as proposed, but did not approve the language to derive 
$78,000,000 by transfer from the appropriation “Acreage reserve 
program”’ fiscal 1958. 

The committee has been assured by the Department that restora- 
tion of the language contained in the estimate will not affect payments 
on 1958 crops, in fiscal 1958. 

The committee therefore recommends striking out the amount 
‘$489 500,000” as proposed by the House and inserting in lieu thereof 
the amount and language proposed in the estimate, as follows: 


$567,500,000 of which $78,000,000 shall be derived by transfer from the appropriation 
** Acreage reserve program’”’, fiscal year 1958 


ACREAGE RESERVE PROGRAM 


The committee concurs in the House action to appropriate an addi- 
tional $250,000 for program expenditures during this fiscal year. 

The committee approves the House action to increase the 1958 crop 
year program authorization by $250,000,000, thus making available a 
total authorization of $750,000,000 for 1958 crops. 

The committee recommends that the new language in the House bill, 
defining a producer for 1958 crops, which applies to the additional 
eter authorization for the acreage reserve, be stricken as 
follows: 


: Provided, That no part of this amount shall be used to authorize compensation 
to any one individual or corporate participant in excess of $3,000 


The committee recommends insertion of the following: 


: Provided, That the same $3,000 limitation which was applicable to the original 
$500,000,000 authorization shall also apply to the additional $250,000,000 authorized 
herein 

The language recommended by the committee makes the original 
producer limitation as approved in Public Law 85-118 applicable to 
the additional $250,000,000 authorization recommended in this bill. 


COTTON ACREAGE PROVISION 


During the hearings on this bill the officials from the Department 
of Agriculture testified on the cotton supply situation, which has 
resulted from unprecedented heavy rains which occurred last fall in 
most of the Cotton Belt. Representatives of the cotton industry 
urged immediate legislation to authorize increased cotton acreage 
for the 1958 crop. 
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The committee has authorized the chairman to offer the following 
floor amendment under suspension of the rules: 

: Provided further, That notwithstanding any other provision of law— 

(1) Within sixty days after the effective date of this Act, any 1958 cotton acreage 
reserve agreement shall be cancelled without penalty, at the request of the farmer; 

(2) For any farm which does not participate in the 1958 cotton acreage reserve 
program, the cotton acreage allotment shall be increased by thirty per centum: 
Provided, That the cotton produced from such increased acreage shall not be eligible 
for price support and the production from such increase shall not be taken into account 
in determining the level of price support for the 1958 crop; and 

(3) The additional acreage planted on the. basis of such increased allotments 
shall not be taken into account in establishing future State, county, and farm acreage 
allotments and such acreage shall be in addition to the county, State, and national 
acreage allotments. The production from such acreage shall be in addition to the 
national marketing quota 

This provision is explained as follows: (1) It permits withdrawal 
from the soil bank, within 60 days after enactment. (2) If not in 
the soil bank, it increases the allotment 30 percent with no price 
support on the increase but it does not affect price support’ on the 
original allotment, and (3) it excludes increased acreage in history 
for future allotments. 


Com™MopitTy STABILIZATION SERVICE 
SPECIAL COMMODITY DISPOSAL PROGRAMS 


The amounts included under this head are for appropriations to 
reimburse the Commodity Credit Corporation for authorized expendi- 
tures during fiscal 1957 totaling $1,725,549,473, the budget request, 
and the amount approved by the House. The individual subitems 
are as follows: 

(1) $89,996,331 for International Wheat Agreement; 

(2) $125,761,388 for emergency famine relief for friendly 
peoples authorized by title LI of the act of July 10, 1954; 

(3) $1,290,841,000 for sales of surplus agricultural commodities 
for foreign currencies; 

(4) $4,609 for the cost of grain for migratory waterfowl; to 
prevent. crop damage, made available to the Secretary of Interior, 
pursuant to the act.of July 3, 1956; and 

(5) $218,946,145 for transfer of strategic and critical materials 
to the suppleme sntal stockpile, resulting ‘from barter or exch ange 
of agricultural products and transferred to the supplemental 
stockpile pursuant to the act of May 28, 1956. 





CHAPTER II 
DEPARTMENT, OF COMMERCE 
Business AND DEFENSE SERVICES ADMINISTRATION 


Salaries and expenses —Funds for the initiation of ® program to 
make available to American science and industry: translations ‘of 
foreign documents in the fields of technology and applied science 
are requested in the regular 1959 budget, and this committee, like 
the House committee, expects. to consider, this matter further during 
the hearings on that estimate. . Therefore, this committee agrees 
with the. House in not recommending funds for this item at. this time, 


Maritime ACTIVITIES 


Salaries and exrpenses.—The committee recommends the inclusion 
of language in the bill to permit the transfer of funds from the reserve 
fleet expenses limitation to the administrative expenses limitation to 
cover additional salary costs resulting from the action of the Civil 
Service Commission in increasing minimum rates of pay for profes- 
sional engineers and certain scientists. These increases became 
effective with the pay period commencing December 29, 1957, and 
are mandatory. 

The estimate was transmitted in Senate Document No. 79, received 
after the House had acted upon the supplemental bill. 

Federal ship mortgage insurance fund.—The committee concurs with 
the action of the House in the approval of language to enable the 
Secretary of Commerce to transfer funds from the vessel operations 
revolving fund to this account to redeem a defaulted mortgage. 
This authority is limited to the current fiscal year and the subsequent 
need for such authority will be considered during hearings on the 
regular 1959 budget. 


NaTIONAL BuREAU OF STANDARDS 


Expenses.—The committee recommends the inclusion of language 
to permit the transfer of $112,000 “to be derived by transfer from any 
other definite annual appropriation available to the Department of 
Commerce during the fiscal year 1958” to meet additional costs 
arising from increases in the minimum rates of pay for certain en- 
gineering and scientific personnel as authorized by the Civil Service 
Commission to be effective December 29, 1957. 

This estimate was also transmitted in Senate Document No. 79 
received after the House had acted upon the supplemental bill. 
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THe Panama CANAL 
CANAL ZONE GOVERNMENT 


Operating expenses.—The committee concurs with the action of the 
House in providing $320,400, the amount of the budget estimate. 
This provides $187,500 for an intensified malaria-control program 
in the Canal Zone, $98,900 for added maintenance work and additional 
supplies and materials needed to meet unusually heavy demands on 
Gorgas and Coco Solo Hospitals in the Canal Zone, and $34,000 to 
finance a mandatory increase in pay for fire fighters made effective 
on July 14, 1957. 





THE PANAMA CANAL—-GENERAL PROVISIONS 


The committee agrees with the action of the House in providing a 
$15,000 increase in the limitation on the amount available for con- 
sultants. This amount will permit employment of a hospital con- 
sultant to conduct a space study of hospital requirements in the 
Canal Zoner 





CHAPTER III 
INDEPENDENT OFFICES 


FrepERAL COMMUNICATIONS COMMISSION 


1957 appropriation: » 222223224 ud 8b ah 2 ele RAGS $7, 828, 000 
1958 eppropriation:......i< os ns <nanine Mab bile nb bed dt seid ESSE 8, 300, 000 
Supplemental estimate, 1958 (Doc. 313)_........-.-------------- 69, 000 
NE NORE s 6 cee eweininert ieee iran aninie ued 65, 000 
Senate committee recommendation. __._._._._.-..._.-.---------- 65, 000 


The committee agrees with the action of the House in providing 
$65,000, $4,000 reduction from the estimate, for salary increases for 
Commission engineers. 


FepERAL PowrerR CoMMISSION 


1957 appropriation____-_---- oon os pian ines are edad arte oo oe ane $5, 225, 000 
1958 appropristion. 2. - . 222 YeU be eed cu Bra 5, 530, 000 
Supplemental estimate, 1958 (Doc. 313)_...-.._.-.-..-.---..---- 148, 000 
House; allowan 08é.4i)40+44 45m edb sieesactiowe ) woes acto datwceme 133, 000 
Senate committee recommendation--.-...-..-------.--.-------. 136, 000 


The committee agrees with the action of the House in providing 
$133,000, a reduction of $15,000 from the estimate, for salary increases 
for Commission engineers and for additional staff to handle the in- 
creased workload that has developed in non-Federal bydroelectric 
project licensing activities and in natural-gas work. 

The committee recommends the addition of $3,000, m order to 
compensate the Chairman of the Commission for the period between 
the expiration of his prior appointment and his confirmation for bis 
present appointment. 


GENERAL ACCOUNTING OFFICE 
The committee agrees with the action of the House in increasing 


the travel limitation for the General Accounting Office from $1,600,000 
to $1,850,000, as requested by the Comptroller General. 


GENERAL SERVICES ADMINISTRATION 
PUBLIC BUILDINGS SERVICE 


sienna Mla a a 8 seicetelSee SB al EE $125, 000, 000 
scstinpttan tavern droll = tein os tek acacia 130, 339, 000 


1957 appropriation. __- 
1958 appropriation -_-_- - 


Supplemental estimate (Doe. 313) - -- PDAS HG YG F 2, 700, 000 
Howse allowsinee s2si000'5 f57 loi bos istebat ues lad shows 2, 000, 000 
Senate committee recommendation..............-..----424--2- 2, 700, 000 


The committee recommends the restoration of $700,000, to provide 
the full amount of the supplemental estimate for operating expenses 
of the Public Buildings Service of $2,700,000, required to pay increases 
granted to wage-board employees during the last year. The com- 
mittee is advised that the total of such increases amounts to 


9 
S. Rept. 1344, 85-22 








10 SECOND SUPPLEMENTAL APPROPRIATION BILL, 1958 


$3,450,000, of which GSA has already absorbed $750,000, and that 
further absorption would require a reduction in oper rations for the 
balance of the fiscal year. 


NATIONAL ARCHIVES AND RECORDS SERVICE 


The committee agrees with the action of the House in increasing 
the travel limitation for National Archives and Records Service by 
$5,000, for use in forwarding paperwork management programs. 


TRANSPORTATION AND PUBLIC UTILITIES SERVICE 


Ree rPepnronriaion.... ...- nenennnnecsrnardid de tid) BALL. ~oiuunion de $1, 254, 100 
Neen ee ee en apie mbes ai nena demure as BOE 1, 515, 000 
1958 allocation from President’s emergency fund.....-..------- 4 50, 000 
Supplemental estimate (Doc. 313) _...-..--...----..--..----_--- 100, 000 
mous SRowanhoes)) £22220 2 tO 8_ ot SL boutes 75, 000 
Committee recommendation. 24-1022 5 ste ee el 37, 500 


The committee recommends a reduction of $37,500 in the amount 
allowed by the House, to provide $37,500 in additional funds, a re- 
duction from the budget estimate by $62,500, to supplement the 
$50,000. provided by the President from his emergency funds. for 
General Services Administration to represent the United States be- 
fore the Federal Communications Commission in rate proceedings 
involving annual charges for the semiautomatic ground environment 
system, as authorized by section 303 of the Military Construction 
Act. 

The committee recommends that the limitation for per diem for 
individuals be increased from $50 to $100 per day, as specifically au- 
thorized by the President in allocating his emergency funds for this 
purpose. The committee is advised that the denial of this authoriza- 
tion would render GSA unable to continue to supply adequate tech- 
nical experts in such rate proceedings. 

The Government is vitally concerned with the development and 
preservation of adequate nationwide transportation and communica- 
tions systems, as well as seeing to it that the charges for these services 
are just and reasonable and nondiscriminatory. These objectives of 
the Government are clearly set forth in the Transportation Act of 
1940 and the Communications Act of 1934. While these declarations 
of policy by their terms are directed primarily at the establishment of 
principles for the guidance of the Interstate Commerce Commission 
and the Federal Communications Commission, other agencies and 
departments of the Government should carry out their respective 
functions in such a way as to be consistent with the objectives of 
these policies. 

For instance, the Administrator of General Services is required by 
the Federal Property and Administrative Services Act to represent 
executive agencies before Federal and State regulatory bodies in pro- 
ceedings involving transportation and other public utility services to 
the extent that he determines that so doing is advantageous in terms 
of economy, efficiency, or service. The fact that one of the guiding 
standards is “advantageous in terms of economy” would not ma 


opposition to proposed general increases in rates of carriers or utilities 
simply because such increases would increase the cost of operations 
of cegtain Government departments. Opposition for such a reason 
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would constitute a misconception of duty, a narrowness’ of outlook, 
and a misconstruction of the intent of Congress. Efficiency and 
proper service cannot long be maintaimed by carriers and utilities 
unless they are accorded a rate structure that will provide them with 
sound credit and yield them a fair return, 

It is the responsibility and function of the regulatory agency. .to 
assure that increases sought by carriers and utilities result: im a fair 
return and’no more than a fair return. . The regulatory agency bears 
the responsibility for regulating the overall level of earnings allowabl 
to a carrier or a utility and that agency makes,such anvestigations an 
adduces such evidence as will enable it to determine the proper level 
of earnings to maintain sound credit, yield a fair return, and provide 
adequate service. No Government agency or department should 
oppose increases requested by carriers or utilities merely because there 
may be some advantage “in terms of economy,” because ultimately 
the ability of the Government itself to render ‘efficient service and to 
insure our national security is dependent upon the maintenance of 
sound and efficient systems of transportation, communication, and 
other utilities. 

In short, a proper interpretation of the standards of the Federal 
Property and Administrative Services Act calls for a course of conduct 
in connection with appearances before the regulatory bodies and 
interventions in rate proceedings before such bodies which seeks to 
assure that no disproportionate rate burden is placed on the Federal 
Government and that the particular interest and requirements of the 
Government as a consumer are made known. Question of overall 
earnings, rate of return, and adequacy of service should be left to the 
Federal and State regulatory agencies, as clearly intended by the 
Congress and the State legislatures when the statutes establishing 
these agencies were passed. 

The committee has therefore provided that no moneys appropriated 
by this act shall be expended for representation of executive agencies 
in proceedings invplvitie carriers or other public utilities before 
Federal and State regulatory bodies under authority of section 201 
of the act of June 30, 1949, as amended (40 U.S. C. A. sec. 481), or 
of section 303 of the act of August 3, 1956 (Public Law 968, 84th 
Cong.) exce pt to prevent discrimination against the executive agencies 
by any carrier or public utility in the matter of services, facilities, or 
charges as compared with other users of similar services or fac silities 
of the carrier or public utility. 


Hovusine AND Home FINANcE AGENCY 
FEDERAL HOUSING ADMINISTRATION 


The committee agrees with the action of the House in increasing by 
$2,000,000 the limitation on corporate funds that may be used for 
field operating expenses of the Federal Housing Administration. 

The committee recommends that the proviso requiring that building 
pe rmits be secured in connection with certain loans insured by FHA 

e stricken from the bill. The committee is advised that the purpose 
of the amendment is being accomplished through administrative 
action in the area concerned. 
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NATIONAL ADVISORY COMMITTEE FOR AERONAUTICS 


SALARIES AND EXPENSES 


1957 appropriation... __..-.--- Se $62, 676, 500 
TT nnn a ene eka ay arog eoee 71, 000, 000 
Supplemental estimate (Doc. 313)__........-.------------------ 5, 000, 000 
Ee ree de os. ie Ot) Oc s. lu ik abuses 3, 500, 000 
Senate committee recommendation. ---__...-.-..---.------------- 3, 720, 000 


The committee recommends the restoration of $220,060 of the 
House reduction, to provide a total supplemental amount of $3,720,000, 
which is $1,280,000 below the budget estimate. The purpose of the 
increase is to allow for the payment of the wage-board increases 
previously made effective on a deficiency basis. 

The committee also recommends the deletion of the language 
prohibiting the use of such funds for personal services, so that the 
wage-board increases can be paid without the requirement, as the 
committee is advised, for reducing personnel in order to have such 
funds available. 

The committee agrees with the action of the House in denying 
the $950,000 requested for the filling of 465 additional positions 
during the last 4 months of the current fiscal year, and believes that 
such request should be deferred until the consideration of the estimates 
on the regular bill for 1959. 


CONSTRUCTION AND EQUIPMENT 


1957 eS cre ayaa e 3 ee ee A. Gea 
1958 appropriation____ i 2818.3 PuveY . 35, 000, 000 
Supplemental estimate (Doe. SOD ito Rtsssn tits Ue edccmetedion- less 6, 780, 000 
RN le lh et ihal, hone oti ae aebiht heartily a 6, 000, 000 
Senate committee recommendation__________- - ie a ieetae 6, 780, 000 


The committee recommends the restoration ae $780,000, to provide 
the full amount of the supplemental estimate of $6,780,000 for con- 
struction and equipment of NACA, requested to provide for a new 
building to centralize data-processing facilities at the Langley Labora- 
tory, at a cost of $3,067,000; for instrumentation of a research airplane, 
at a cost of $1,040,000; and for an ultra-high-temperature materials 
testing facility, at a cost of $2,673,000. The committee is advised 
that the office space and conference rooms, referred to in the House 
report, are essential to the economical operation of the data-processing 
facilities. 

NATIONAL SCIENCE FOUNDATION 


SALARIES AND EXPENSES 


IR oe eats ene he shy ic Porshe Od - ay ole « _.. $40, 000, 000 
EE EEL LAE CAAT AS . 40, 000, 000 
Supplemental estimate (Doc. 313) _-_.._--.----------------- i 9, 900, 000 
ee kg ig i a ed A oS Abend 8, 750, 000 
Senate committee recommendation______________---_-_---_---- 9, 900, 000 


The committee recommends an increase of $1,150,000, to restore 
the full amount of the budget estimate of $9,900,000 requested for 
stepping up the activities of the National Science Foundation by 
supporting a greater number of the meritorious basic research pro- 
posals that have been received, by expanding the translations of 
foreign-language literature in the basic sciences, and by expanding 
science education activities. 
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The committee agrees that it may be important to step up the 
fellowship and teacher-training programs, but believes such expansion 
should be along the scale as planned by the National Science Founda- 
tion, and not at the expense of lesser support for basic research grants. 


INTERNATIONAL GEOPHYSICAL YEAR 


Prior appropriations: 
1955 supplemental. --------2..i.2....-..------ $2, 000, 000 


1956 regular and supplemental LgUey eee waweaun 37, 000, 000 
—————. $39, 000, 000 
Supplemental estimate (Doc. 3)3)_--..-..---.-- 2 eee sleet le 2, 100, 000 
PARED DUOWONRE. .-:. ics chesigsus on > iekeieeia te 2, 000, 000 
Senate committee recommendation_____...._..------..._---__- 2, 000, 000 


The committee agrees with the action of the House in providing 
$2,000,000, a reduction of $100,000 from the budget estimate, for 
radio and optical tracking, orbit computation, scientific instrumenta- 
tion and related expenses of the International Geophysical Year. 


VETERANS’ ADMINISTRATION 


The commitice agrees with the action of the House in providing 
supplemental eppeopriations in the amount of $294,287,800 for the 
Veterans’ Administration, a reduction of $32,000 from the budget 
estimates, for the following items: 


Inpatient care_. iad Pe 


Maintenance and ope ration of supply de spots. Oe ae 37, 800 
Compensation and pensions._-__...-- ~~ eee melee Ste Se ne 
Readjustment berietite:’ ) 2 il 2. 21 2k AU. AA ela a 30, 000, 000 
Servieemen’s indemmitieed) 2.031 le elecoiioc Dob Bie es 2, 250, 000 


The committee is advised that the adjustment of the average 
number of beneficiaries will enable the Administration to provide 
full cure and treatment under the item for inpatient care. 








CHAPTER IV 


DEPARTMENT OF THE INTERIOR AND RELATED 
AGENCIES 


DEPARTMENT OF THE INTERIOR 
Bureau or LAND MANAGEMENT 


MANAGEMENT OF LANDS AND RESOURCES 


Appropriation, fiscal year 1957__._........2..2--2- 2 eel $18, 369, 300 
Appropriation, fiscal year 1958 (regular act)_..-.....-.....---- 22, 000, 000 
Supplemental estimate (H. Doc. 313)__._._....______-_.-_-_-- 1 (700, 000) 
SSS Yon RR Sa ai agen ig i ales 2 aaa 2 (700, 000) 
Committee recommendation____.._.-_.---.------------------ 2 (700, 000) 


1To be derived by transfer from the appropriation, ‘‘Education and welfare services, Bureau of Indian 


Affairs. 
2 To be derived by transfer from any other definite annual appropriation available to the Department. 


The committee recommends concurrence in the House provision 
authorizing the transfer of $700,000 to this appropriation from any 
other definite annual appropriation available to the Department. 
These funds are required to reimburse this appropriation for costs of 
fire fighting on public domain lands in the United States and Alaska 
in excess of the $400,000 appropriated for this purpose in the Depart- 
ment of the Interior and Related Agencies Appropriation Act, 1958. 

These funds will be transferred from those appropriations available 
to the Department that have funds in budgetary reserve. This 
action will not result in a deferral of planned programs. 


Orrice oF TERRITORIES 


TRUST TERRITORY OF THE PACIFIC ISLANDS 


te, CGGt MO BUT . cncncnccuseheceeccesccenececee= $4, 800, 000 
Appropriation, fiscal year 1958 (regular act)_...---------------- 4, 800, 000 
Supplemental estimate (H. Doc. 313)_.-.-----.---.----------- 1(1, 350, 000) 
ni nea winndic ce mminaie ont 2 (1, 350, 000) 
ee a ea 2 (1, 350, 000) 


1 To be derived by transfer from the appropriations ‘‘Education and welfare services, Bureau of Indian 
Affairs,’”’ and ‘‘Management and investigation of resources, Bureau of Sport Fisheries and Wildlife.” 
2 To be derived by transfer from any other definite annual appropriation available to the Department. 


The committee recommends concurrence in the House provision 
authorizing the transfer of $1,350,000 to this appropriation from 
any other definite annual appropriation available to the Department. 
These funds are needed to provide care for Micronesians, and to 
replace and repair damages done to installations in the trust territory 
as the result of recent typhoons which struck that area. 

These funds will be transferred from those appropriations available 
to the Department that have funds in budgetary reserve. This 
action will not result in a deferral of planned programs. 
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DEPARTMENT OF AGRICULTURE 
Forest SERVICE 


FOREST PROTECTION AND UTILIZATION 


Appropriation, fiscal year 195720220 sul) Jee case sbee A. 9obl. seIUa $81, 960, 750 
Appropriation, fiseal year 1958 (regular act) ..-..i.2- 1... --.-<<5 93, 830, 000 
Supplemental estimate (H: Doc. d13). . .......-.-~-+--- ees cose 3, 850, 000 

louse allowance. --.. ~~ opps o- 55 esen nang sore - ape Rseenp- ae 3, 850, 000 


LD MAID OTUAICL KIVA 3, 850, 000 


The committee recommends the, allowance of the supplemental 
estimate of $3,850,000, which was allowed by the House. These 
funds are required to reimburse other programs and activities in the 
Forest Service for funds which were borrowed to pay the cost of fight- 
ing forest fires, in excess of the $5 million appropriated for this purpose, 
during the period July 1957 to December 1957, and to provide funds 
for emergency fire fighting during the last half of the current: fiscal 


year. 
INDEPENDENT OFFICES 
NATIONAL CapiTaAL PLANNING CoMMISSION 


SALARIES AND EXPENSES, WASHINGTON REGIONAL MASS 
TRANSPORTATION SURVEY 


Apptoprations (to date). LLU oce sul ul ASU LU eek Sold 1 $400, 000 
Supplemental estimate (S. Doc. 79)...-.-..-.4-4------seaeaie 60, 000 


OR CLG UNG, nod. ccrnah sersedind banal: tava cmmmetuineiiendines Not considered 
COMMITS FOOOMIMENGAGON ob 6 one oe cc hp mer sedan nnedesaue 60, 000 


1 $200,000 was appropriated in Second Supplemental Appropriation Act, 1955; and $200,000 was appro- 
priated in the Department of the Interior and Related Agencies Appropriation Act, 1957. The Department 
of the Interior and Related Agencies Appropriation Act, 1958, included a provision to continue available 
through the current fiscal year any unobligated balances in this appropriation. 


The committee recommends the allowance of the supplemental 
estimate of $60,000 for this appropriation. This estimate was not 
considered by the House of Representatives. These funds are re- 
quired to complete the survey of mass transportation in the Washing- 
ton metropolitan area, prepare a final report, hold the public hearings 
required by law, and present re commendations to the Congress. 

he committee recommends the inclusion of a provision to continue 
the availability of these funds and any unobligated balances of existing 
appropriations through fiscal year 1959. The Department of the 
Interior and Related “Agencies Appropriation Act for fiscal ‘year 1959 
will not include any funds for this purpose. 


Cirvit War CENTENNIAL CoMMISSION 


SALARIES AND EXPENSES 


DOC Fe BN ita antic nae }aneteonbodtinemsntensrtiadde None 
Supplemental estimate (H. Doc. 313)......-.---.--..----.2-2 2-8 ee $37, 000 
Beery BROWNING. SU SS ae OSS DAL SU ee 37, 000 


Goenmtitéesd receiamnendceition 42 ci Ose. as. Ss. SQL uke cera 37, 000 


The committee recommends concurrence in the House allowance 


of the budget estimate of $37,000 for the salaries and expenses of 
the Civil War Centennial Commission. The Commission, which was 
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authorized by the act of September 7, 1957 (71 Stat. 626), is respon- 
sible for the preparation of an overall program for commemorating 
the 100th anniversary of the Civil War. 

The committee also recommends concurrence in the provision 
in the House bill to allow the funds appropriated in this bill to be 
used to reimburse the members of the Commission for their expenses 
in attending meetings prior to the availability of funds. 


LINCOLN SESQUICENTENNIAL COMMISSION 


SALARIES AND EXPENSES 


Beereanes 6 Ga. .-..-.._..._..,...- ap Ne None 
Supplemental estimate (H. Doe. 313) ____------ ‘ $31, 000 
eee Geeoenne Li 260. OS Uo yiUTIed.o35W Jia ah 37, 500 
Committee recommendation. _-_----..--...-------.----- wed -nasd-invae, GON 


The committee recommends the allowance of $37,500 for the salaries 
and expenses of the Lincoln Sesquicentennial Commission, an increase 
of $6,500 over the budget estimate. The Commission, which was 
authorized by the act of September 2, 1957 (71 Stat. 587), is responsible 
for the preparation of an overall program to include specific plans for 
commemorating the 150th anniversary of the birth of Abraham Lin- 
coln. It is the view of the committee that the sum recommended, 
which was allowed by the House, is required to finance the activities 
of the Commission. 

The committee recommends that the Senate concur with the pro- 
vision in the House bill to allow the use of funds in the bill to be 
used to reimburse the members of the Commission for their expenses 
in attending meetings prior to the availability of funds. 





CHAPTER V 
DEPARTMENT OF LABOR 
Bureau OF EMPLOYMENT SECURITY 


GRANTS TO STATES FOR UNEMPLOYMENT COMPENSATION AND 
EMPLOYMENT SERVICE ADMINISTRATION 


1957 appropriation - _ _ - - i os j ........-... $250,000, 000 
1958 appropriation nid HI -HSOK § debs ~34 49844) -. 259, 814, 000 
Supplemental estimate-—-_--__ ~~ Ai tminntertty wiei tees til aioe 33, 000, 000 
House allowance___- : s : Bn Ea 33, 000, 000 
Committee recommendation - - open Aree e ae 33, 000, 000 


The committee unanimously aC approval of the full 
supplemental estimate, as did the House, in view of the rising number 
of unemployed, estimated to be in excess of 5 million at the close of 
Febiuary. The number receiving cpebialersnant insurance during 
the week ended F ebruary 15, the latest period for which figures are 
available, was 3,130,200, a postwar high. The current unemploy- 
ment figures are in excess of those upon which the Department based 
this supplemental estimate. 

This appropriation for grants to States is advanced out of the 
general funds of the Treasury, but at the end of the fiscal year reim- 
bursement is made to the general fund of the Treasury out of the 
unemployment trust fund, created by the earmarked three-tenths of 
1 percent Federal unemployment tax. 


DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE 
OrricE or EpuCcATION 


ASSISTANCE FOR SCHOOL CONSTRUCTION 


1957 appropriation st £2 = elie 4 .... $108, 500, 000 
1958 appropriation : , Bile ‘ tt _.d4-hif, £1, 200, O00 
Supplemental estimate ' ee 57, 000, 000 
House allowance 56, 900, 000 
Committee recommendation 57, 000, 000 


The committee recommends approval of the full supplemental 
estimate, an increase of $100,000 over the House allowance, to make 
available the funds sought for necessary. technical services provided 
by other agencies. 

The committee was informed by officials from the Housing and Home 
Finance Agency, which performs these services for the Office of 
Education, that while there was an unanticipated carryover of 
$92,000 from prior fiscal year funds, there was a corollary carryover of 
workload, and that the c arryover has been spent in the ¢ urrent year on 
projects contemplated for processing in the prior year. 

The committee was further informed that while there is a possibility 
of a similar carryover of funds into the succeeding fiscal year, the 


ae 
S. Rept. 1344, 85-2———3 
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budget estimate for fiscal year 1959 did not contemplate such an 
occurrence, and that the full amount of the requests in the pending 
supplemental bill and the regular 1959 bill is needed to process the 
construction projects projected for the period. 


OFFICE OF VOCATIONAL REHABILITATION 


GRANTS TO STATES AND OTHER AGENCIES 


1957 appropriation. (110.2246. lee lib. Jt-VAdteL...- $39, 500, 000 
1958 appropriation__ eG ee oe mais ie Alar ar ei ek in eee el soe Ee 
Supplemental alae aa lila lin i 400, 000 
House allowance a an eee tee a etic eae Oe a a , 400, 000 
Committee recommendation_____.._....------ Scuuesn i , 400, 000 


The committee rec oiusheide approval of the full a: esti- 
mate, as did the House, to provide sufficient funds to match under the 
statutory formula State expenditures for this program under section 
2 for basic rehabilitation services. 

Out of the total appropriation of $45,100,000 for the current year, 
Congress provided $40,000,000 under section 2, as was requested by 
the Department, and included authority to make allotments under 
the section on the basis of $53,000,000, in order to make available to 
any State an allotment sufficient to match its contribution, as con- 
templated in the authorizing statute. 

Events have shown that the Department underestimated the 
amount of State funds to be made available for the program, and the 
additional appropriation here recommended will enable the Federal 
Government to assume its obligations under the expanded allotment 
provision in the current appropriation act. 


SocraL Security ADMINISTRATION 


BUREAU OF OLD-AGE AND SURVIVORS INSURANCE 


1957 appropriation _ nares fix tawe $121, 500, 000 
1958 ‘appropriation sank <~PMERD AIMS CL Sus od sugt)......... 130,000,000 
Supplemental estimate. ............-.----..-- ses : 8, 690, 000 
NN at: mln carers cera 8, 690, 000 
Committee recommendation. _________- Bias ‘ i 8, 690, 000 


The committee recommends approval of the full supplemental 
estimate, as did the House, to be derived by transfer from the OASI 
trust fund for the administrative expenses of the program. 

The anticipated workload upon which the current year’s appropri- 
ation was based has increased by 11 percent, and the funds sought 
and here recommended will enable the Bureau to process the claims, 
the payment of benefits, and other duties on a more current basis. 


JUREAU OF PuBLIc ASSISTANCE 


GRANTS TO STATES FOR PUBLIC ASSISTANCE 


1957 appropriation --_-_- POS a 93oo. tei Vovvi cs Bl, 576,008, 000 
IORETOINRNION «as... du Leo a-cuse_ eee te scutes. ccLi de 11,600, 000)1000 
Supplemental estimate_______-_- laine > nauetasemtiatiee «teenth ek ad 170, 600, 000 
House allowance_-_-_- ee oe a 170, 600, 000 


Committee recommendation. ____.._-_--------------- a 170, 600, 000 
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The committee recommends approval of the full supplemental 
estimate, as did the House, to provide additional funds for grants to 
States to provide benefits for old-age assistance, for aid to dependent 
children, for aid to the blind, and for aid to the permanently and 
totally disabled. 

The Social Security Act, as amended, obligates the Federal Govern- 
ment to assume a stipulated portion of the benefit costs and adminis- 
trative expenses of these programs. There is a very limited area for 
administrative control on the part of Federal authorities and it is 
incumbent upon the Congress to provide whatever funds are needed 
to pay the statutory Federal share. 





CHAPTER VI 
LEGISLATIVE BRANCH 


SENATE 


The committee recommends that the following provision be in- 
cluded in the bill: 


For payment to Alberta R. Neely, widow of Matthew M. Neely, late a Senator 
from the State of West Virginia, $22,500. 


SALARIES, OFFICERS AND EMPLOYEES 


For administrative and clerical assistants to Senators, the com- 
mittee recommends an additional appropriation of $8,000 to provide 
additional clerical assistance for each Senator from the States of 
Florida and Pennsylvania. The population of the State of Florida 
exceeds 4 million inhabitants and the population of the State of 
Pennsylvania exceeds 11 million inhabitants. The increase will 
provide the Senators from these States with a clerical allowance 
equal to the amounts allowed Senators from States with comparable 
population. 


OFFICE OF SERGEANT AT ARMS AND DOORKEEPER 


For the Office of Sergeant at Arms and Doorkeeper, the committee 
recommends an appropriation of $91,235. This amount is required 
to provide 40 additional police privates and 23 additional mail carriers 


for the New Senate Office Building, and an assistant superintendent 
for the Press Photographers Gallery. 


CONTINGENT EXPENSES OF THE SENATE 
JOINT ECONOMIC COMMITTEER 


The committee recommends an additional $13,000 for salaries and 
expenses of the Joint Economic Committee. The joint committee 
has had a very full program and has authorized hearings on several 
special aspects of economic growth and stability later in the spring and 
may have to make addition: ul studies, dependent upon the economic 
situation later in the fiscal year. During the recess the Joint Economic 
Committee conducted 398 Lowa on a number of important economic 
subjects and the drain on the committee’s budget was greater than 
anticipated. The additional $13,000 will enable the committee to 
conduct hearings authorized during the remainder of the fiscal year. 


INQUIRIES AND INVESTIGATIONS 
The committee recommends appropriations of $285,000 for the fiscal 
year 1957, and $510,000 for the fiscal year 1958 for inquiries and in- 
vestigations authorized by the Senate. 
CapiTo.t Po.ice 


The committee recommends an appropriation of $11,840 to provide 
for uniforms and equipment for the 40 additional police privates pro- 
vided for the New Senate Office Building. 
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CHAPTER VII 
PUBLIC WORKS 


DEPARTMENT OF THE ARMY 
CORPS OF ENGINEERS 
OPERATION AND MAINTENANCE, GENERAL 


The budget request for $7,000,000 to replenish the emergency 
fund and reimburse the construction appropriation for funds used in 
flood emergencies this fiscal year was disallowed by the House. No 
request for restoration was made to the Senate committee. The 
corps has continuing authority under Public Law 99, 84th Congress, 
to use available construction funds for emergency flood fighting, 
rescue, and restoration. Representatives of the corps testified before 
the House committee that they anticipate that they will have an 
unobligated balance of $87,000,000 at the close of this fiscal year in 
the construction appropriation account. 


DEPARTMENT OF THE INTERIOR 


SOUTHEASTERN POWER ADMINISTRATION 
OPERATION AND MAINTENANCE 


Appropriation, fiscal year 1957 $1, 913, 000 
Appropriation, fiseal year 1958 (regular act) 1, 939, 000 
Supplemental estimate (H. Doc. 313) 1 (489, 000) 
Mousse allowaneeri 20S. FLA BAS Ibo See see ee ee 2 (359, 000) 
Committee recommendation 2 (359, 000) 


! To be derived by transfer from the appropriation, ‘‘Education and welfare services, Bureau of Indian 
A ffairs.”’ 


2 To be derived by transfer from any other annual appropriation available to the Department. 


The committee recommends concurrence in the House provision 
authorizing the transfer of $359,000 to this appropriation from any 
other annual appropriation available to the Department. These 
funds are required for the payment of wheeling fees and for the 
purchase of firming energy in connection with the disposal of power 
from Federal hydroelectric plants in the southeastern power area. 
Due to adverse conditions that have prevailed in the area the sum 
of $1,681,000 provided in the Public Works Appropriation Act, 1958, 
for this purpose will not be sufficient. 

The Department advised the committee that upon reexamination 
of requirements the sum recommended is adequate. 

These funds will be transferred from those appropriations available 
to the Department that have funds in budgetary reserve. This 
action will not result in a deferral of planned programs. 
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BUREAU OF RECLAMATION 


GENERAL INVESTIGATIONS 


mapeuniation, Geeal youd 1900. 2... oo... 2 dc Shi ccc -.~..---. $5, 680, 000 
Appropriation, fiscal year 1958 (regular act)_..______-_- iwvinkeans 5, 932, 000 
pupplemental estimate. . .. ... cus. deapqussppop-~-.----........- None 
NN oh ssl mmc eee ene mies ie a a li ia ae 62, 500 
Commiaittes recommendation oii eccie > dee ceeae sien sbsteu-sacke None 


The committee recommends that the $62,500 allowed by the House 
of Representatives for the general investigations program of the 
Bureau of Reclamation be disallowed. The Department advised the 
committee that adequate funds are available for these investigations 
and planning programs. Therefore the committee authorizes the 
use of available funds for planning on the following projects: 
Ganitimosio: Tes cgisalaes int 2OGU, OLE SS ul seeegeii ial $50, 000 


I I i atc ere sae nihaiee sry tei shi std 6Lfir> > <3 12, 500 
Pecos River channelization and salinity control, New Mexico and Texas. 35, 000 


CONSTRUCTION AND REHABILITATION 


Appropriation, fiscal year 1957 sea eee ee $143, 975, 500 
Appropriation, fiscal year 1958 (regular act)__-__..._._.__.._.---. 116, 736, 223 
Supplemental requested (H. Doc. 321)..--....--..------------- 10, 000, 000 
I htt Wits doe errr en fwd 10, 000, 000 
Committee recommendation ae aati 10, 000, 000 


The committee recommends the allowance of the budget estimate 
of $10,000,000 for the continuation of construction of the Trinity 
River division of the Central Valley project. The House Committee 
on Appropriations recommended a provision authorizing the transfer 
of not to exceed $10,000,000 from available funds for this project. 
This was later amended during consideration by the House of Repre- 
sentatives to provide for a direct appropriation of $10,000,000. 
These funds are required to pay contractors’ earnings during the 
balance of this current fiscal year and to allow the award of certain 
minor contracts that have been deferred. 

In reporting the public works appropriation bill for the current 
fiscal year the committee stated that the funds in the budget esti- 
mate—$17,107,000—for the Trinity River division were not adequate 
to finance an economic construction program and requested the 
Department to submit an estimate for additional funds. 

The committee recommends that the following limitation in the 


House bill be deleted: 


: Provided, That no part of any funds allocated to these two projects activities 
shall be used for construction contracts not in effect as of February 20, 1958 

It is the view of the committee that it is in the interest of orderly 
construction to go forward with these minor construction contracts 
and the funds provided for both projects include funds for such. The 
committee also recommends three amendments to the language in the 
bill that are technical in nature. 
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MISSOURI RIVER BASIN PROJECT 


Shadehill unit, South Dakota.—In reporting the public works 
appropriation bill for the current fiscal year the committee requested 
the Bureau of Reclamation to make a study of the inadequacy of the 
outlet works at the Shadehill Dam, and to submit a supplemental 
estimate to correct the situation. At this date there has been no 
estimate submitted. Therefore the committee requests the Bureau 
to submit a report direct to the committee on this matter, and such 
report is to include the estimated cost of corrective measures. 


UPPER COLORADO RIVER BASIN FUND 


Appropriation, fiscal year 1967. 5.8) nbn amd open nnncmsenisue 4 $13, 000, 000 
Appropriation, fiscal year 1958 (regular act)_.-.........---.---- 25, 142, 000 
Supplemental estimate (H. Doc. 113)_--_-_-- Pay ain on bake 10, 000, 000 
Honse allowance. s Mu ae eds Shee LEVER OA LO cae 10, 000, 000 
Committee recommendation. = a. ac.<. + p.naeneoek son eenensonee 10, 000, 000 


The committee recommends the allowance of the budget estimate 
of $10,000,000 for the continuation of the Glen Canyon unit of the 
Colorado River storage project. The funds are required to meet 
contractors’ earnings and to allow the award of certain minor con- 
struction contracts during the balance of the current fiscal year. 

As in the case of the Trinity River division of the Central Valley 
project the committee called attention to the fact that the budget 
estimate of $17,300,000 was not adequate for this project and re- 
quested the Department to submit an estimate for additional funds. 








CHAPTER VIII 
DEPARTMENT OF STATE 





Salaries and expenses —The committee has approved the House 
allowance of $375,000 to cover the increased costs attributed to the 
Immigration and Nationality Act Amendments of 1957, Public Law 
85-316, approved September 11, 1957. Under this law approximately 
80,000 additional immigration visas will be issued and of that number 
nearly 29,000 will be issued by the end of the current fiscal year. A 
distribution of the 80,000 visas follows: 15,600 restored quotas; 
38,100 converted to nonquota; 18,656 refugee escapees and 7,644 
others. 

Contributions to international organizations—The committee has 
approved the House allowance of $9,690,563 to meet the United 
States unpaid assessments under the budget of the United Nations 
Emergency Force (UNEF) as approved at the 12th session of the 
General Assembly. The amount is to cover the United States share 
of both the deficit incurred in calendar year 1957, and the costs of 
maintaining the force in calendar year 1958. 

International contingencies —The committee concurs in the House 
allowance of $250,000 to provide the funds necessary for the United 
States participation in the activities of the International Atomic 
tnergy Agency. Specifically the sum will permit the establishment 
of the office of the United States representative at the headquarters of 
the agency located in Vienna, Austria, and defray the costs of essential 


meetings. 
DEPARTMENT OF JUSTICE 


Fees and expenses of witnesses.—The committee has approved the 
House allowance and budget estimate of $250,000 for the payment of 
fees to witnesses appearing in court cases on behalf of the United States 
during the fourth quarter of the current fiscal year. 

Support of United States prisoners —The committee agrees to the 
House allowance and budget estimate for $250,000 to help defray the 
increased number of jail days and per capita costs of maintaining 
Federal prisoners in non-Federal institutions. 

Salaries and expenses, Bureau of Prisons.—The committee has de- 
ferred action on the supplemental request of $400,000, submitted in 
Senate Document No. 79, until the hearings are held on the 1959 
regular budget estimates for salaries and expenses of the Bureau of 
Prisons. Testimony presented to the committee revealed that the 
request involved $260,000 for upgrading of about 3,000 general 
schedule field positions, and $140,000 for conversion of about 700 field 
positions from the general schedule rates to wage board scales. It was 
also indicated that the Civil Service Commission had not yet published 
the new position-classification standards on the changes proposed in 
the estimate. Under such circumstances no further action by the 
committee is warranted at this time. 
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THE JUDICIARY 


Salaries of judges —The committee reeommends an appropriation 
of $275,000 to pay the salaries of additional judges contemplated 
over the estimated number budgeted in the regular appropriation for 
the current fiscal year. During the hearing 1t was brought out by 
officials of the court that because of the increased number of deaths 
of judges, the additional sum of $275,000 would be sufficient. 

Fees of jurors and commissioners-—The committee agrees to the 
House allowance and estimate of $675,000 to provide $150, 000 for 
increased use of jurors, $400,000 for increased costs of j jurors’ ‘mileage 
allowances and subsistence expenses under Public Law 85-299 of 
September 7, 1957, and $125,000 for increased commissioners’ fees 
under Public Law 85-276 of September 2, 1957. 

Travel and miscellaneous expenses ~—The committee has approved 
the budget estimate of $70,500 to cover the increased printing costs in 
cases appealed, $14,000; essential upkeep costs on law books, $45,000; 
and fees to attorneys representing insane persons in commitment pro- 
ceedings in the District of Columbia, appearing before the Commission 
on Mental Health and the Distriet Court, $11,500. Also approved is 
an increase in the language ne in the regular appropriation 
act for payments of fees to attorneys, from ‘$1,000” to “$12,500.” 
No funds were provided in the House ‘ill for fees to attorneys. Offi- 
cials of the court testified that about 2,000 cases are handled a year, 
and because of the ruling of the court of appeals requiring the district 
court to appoint an attorney in indigent cases it has become extremely 
difficult to obtain their services gratis, and a temporary solution to the 
sroblem through the medium of fee payments seems necessary for at 
ae the duration of the fiscal year. 

Salaries and expenses of referees —The committee agrees to the 
House allowance of $46,000 for salaries and $71,000 for expenses of 
referees for the balance of the fiscal year. These additional sums are 
needed to cover increased personnel costs and other expenses attributed 
to the increased number of bankruptcy cases being handled. 





FUNDS APPROPRIATED TO THE PRESIDENT 
PRESIDENT’S SPECIAL INTERNATIONAL PROGRAM 


Brussels Fair.—The committee recommends the cash appropriation 
of $2,054,000 for the United States participation in the Universal and 
International Exhibition of Brussels during the 6 months’ period, 
April 17 to October 19, 1958. This sum represents the full budget 
estimate requested and when added to the $12,345,000 previously 
appropriated will complete the overall fund requirements of $14,399,- 
000 necessary to defray the costs of planned activities. The House 
bill allowed $1,000,000, an unbudgeted amount, to be derived from 
funds previously appropriated for the Gorki Park, Moscow, exhibit 
with the proviso that such sum was available to the United States 
Public Health Service for a health exhibit. 

The committee urges that in selecting the choral groups and other 
performing artists due regard be given by officials of the Brussels Fair 
to regional representation of such participants. 

A summary of the Brussels Fair fund requirements, by activity, 
follows: 
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International Trade Fairs.—The committee agrees with the House on 
the need for $750,000 additional funds for the Department of Com- 
merce to carry out the planned 1958 international trade fair program, 
and recommends the cash appropriation of such amount instead of 
the House proposal of utilizing a like amount from the $2,200,000 
previously appropriated for the Gorki Park, Moscow, exhibit. The 
committee recognizes the value of the trade mission portion of the 
trade fair program, and suggests that funds provided be so used that 
there will be no interruption of this activity. 








CHAPTER IX 
District or CoLUuMBIA 


Metropolitan Police —The committee has approved the additional 
supplemental estimate of $192,000, submitted in Senate Document 
No. 79, to provide for the payment of overtime services performed 
by policemen during the remainder of the current fiscal year. The 
additional sum will permit a larger concentration of the foot patrol 
force vitally required to combat the serious increase in nighttime 
crime 


CHAPTER X 
Cuams For Damaces, AupiIrED CLaImMs AND JUDGMENTS 


The committee has included in the bill an additional sum of 
$1,423,236 to pay claims transmitted to the Congress by the President 
in Senate Document No. 80, dated March 4, 1958. 
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Mr. Kxeravuver, from the Committee on the Judiciary, submitted the 
following 


REPORT 
together with 
INDIVIDUAL VIEWS 


{Pursuant to 8. Res. 57, 85th Cong., as extended] 


This document covers the activities for 1957 of the Subcommittee 
on Antitrust and Monopoly. The Subcommittee on Antitrust and 
Monopoly is a subcommittee of the Committee on the Judiciary, 
whose membership consisted of Senator Estes Kefauver of Tennessee, 
chairman; Senator Thomas C. Hennings of Missouri; Senator Joseph 
C. O’Mahoney of Wyoming; Senator Matthew M. Neely of West 
Virginia; Senator William Langer of North Dakota; Senator Everett 
McKinley Dirksen of Illinois; and Senator Alexander Wiley of 
Wisconsin, during the Ist session, 85th Congress. 

Because of the pressing need for continuing study and investigation 
of the antitrust laws of the United States, their administration, 
operation, and effect, and in order to determine from time to time 
the nature and extent of any legislation necessary or desirable to pre- 
serve and promote the general antitrust laws and antimonopoly policy 
heretofore expressed by legislation, the subcommittee requested, and 
the Senate passed, Senate Resolution 57 on January 30, 1957, author- 
izing the expenditure of up to $225,000 to enable the subecommittee— 


to make a complete, comprehensive, and continuing study 

and investigation of the antitrust and antimonopoly laws 

of the United States and their administration, interpreta- 

tion, operation, enforcement, and effect, and to determine 

and from time to time redetermine the nature and extent of 

any legislation which may be necessary or desirable for— 
(1) clarification of existing law to eliminate conflicts 

and uncertainties where necessary; 
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(2) improvement of the administration and enforce- 
ment of existing laws; 

(3) supplementation of existing law to provide any 
additional substantive, procedural, or organizational 
legislation which may be needed for the attainment of 
the fundamental objects of the laws and the efficient 
administration and enforcement thereof. 


Senate Resolution 57 also directed that the Judiciary Committee 
make a report of its findings, together with its recommendations for 
legislation as it deemed advisable, not later than January 31, 1958.1 
Pursuant to that direction, the Subcommittee on Antitrust and 
Monopoly submits this report to the chairman of the Senate Judiciary 
Committee on the activities for 1957 of the Subcommittee on Anti- 
trust and Monopoly. 

During the 1st session of the 85th Congress it became apparent 
that additional funds would be needed to continue the studies of the 
subcommittee and accordingly the subcommittee requested, and the 
Senate passed, Senate Resolution 166 on August 29, 1957, amending 
and raising the appropriation of the subcommittee to $275,000. 

Of the $275,000 appropriated for the subcommittee’s activities, 
which will not be ended until January 31, 1958, it is estimated that 
about $25,000 will be returned, 

In January 1957, at the expiration of the subcommittee’s appro- 
priation under Senate Resolution 170, the subcommittee employed 
12 professional and 9 clerical personnel, and 1 professional and 2 
clerical personnel as WAE employees. As the program of the sub- 
committee was stepped up during the year 1957, both professional and 
clerical employees were added to the staff. As of the end of Decem- 
ber 1957, the subcommittee regularly employed 15 professional and 
12 clerical personnel, and 3 professional and 1 clerical personnel were 
employed in a WAE capacity. 

As of December 31, 1957, the professional staff consisted of: 

Dixon, Paul R., counsel and staff director 
McHugh, Donald P., counsel 
Bolton-Smith, Carlile, counsel 

Chumbris, Peter N., counsel for minority 
Clifford, George E., assistant counsel 
Flurry, Horace L., assistant counsel 
Layton, Philip R., assistant counsel 
Neville, Gareth M., assistant counsel 
Posmantur, Peter T., attorney 
Rosenman, Louis, attorney 

Sparks, Wilbur D., attorney 

Cole, Raymond C., investigator 

Blair, John M., chief economist 

Banner, Paul H., economist 

Browne, E. Wayles, Jr., economist 

It is the responsibility of the staff to obtain desired evidence, 
facts, and worthwhile opinions on each side of every problem since the 
subcommittee desires objective evidence in order that it may reach 
conclusions based upon available data submitted on both sides of each 
important question considered. The staff’s studies also include the 
preparation of pertinent data for hearing purposes, the interviewing 


1 On January 29, 1958, by an order of the Senate the time for filing reports was extended to February 21, 
1958, and by a further order on February 21, 1958, was extended to March 17, 1958, 
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of witnesses to be heard, and generally the orderly preparation of 
information for the subcommittee including both staff reports and 
suggested subcommittee reports. Also, one of the principal duties of 
the staff has been the assistance rendered the chairman and members 
of the subcommittee in handling numerous complaints and suggestions 
submitted by people interested in matters within the scope of the sub- 
committee’s authorization. 

The subcommittee is convinced that a system of free enterprise in 
American business and of free competition is basic to our economy and 
that the antitrust laws have been, and should continue to be, a major 
instrument in carrying out this free-enterprise philosophy. With the 
development and growth of our country, this ideal of a free competitive 
enterprise system has been the continuing objective of our representa- 
tives in Congress. In fact, much of the major efforts of our lawmakers 
has been to perfect and protect this system in the public interest. 
The fundamental objective of this free-enterprise system is to provide 
for all American businessmen the right to be independent, the right to 
make their own decisions, and the right to determine their own actions 
in accordance with their own judgment and their immediate needs. 
The continuing objective of the Antitrust and Monopoly Subcom- 
mittee is to see that this great American heritage continues and that 
competition does not pass from the American scene. From time to 
time Congress has seen fit to pass additional legislation to implement 
the policy expressed in its original antitrust enactments. The sub- 
committee is convinced that a continuing objective study of the broad 
antitrust field is highly important to determine whether clarification, 
improved enforcement, or supplementation of existing laws may be 
necessary to meet changing developments in business, and in order to 
see that existing laws and their enforcement fully protect the free- 
enterprise system. 

It is also the opinion of the subcommittee that concentration in 
American business constantly presents to Congress the problem of 
maintaining a proper balance between the various segments of our 
free competitive enterprise system, in the light of the ever-increasing 
demand for the development of industrial capacity to supply public 
and governmental requirements of products. Therefore, current in- 
formation with respect to the effectiveness of existing antitrust laws, 
their enforcement and the facts of industry and business including 
technological progress is a necessity to legislative action which, on 
balance, will best serve the social welfare of the country. 

In line generally with these views and purposes, the subcommittee 
has completed the compilation of data on concentration in American 
industry which was started in 1956. The subcommittee has made 
studies and investigations in the following fields: petroleum and the 
relationship of the antitrust laws and the Government policies to 
petroleum in connection with the Suez Canal crisis; unfair practices in 
the meat industry; further consideration of proposed Senate biil 11 
relating to strengthening the Robinson-Patman Act and amending 
the antitrust laws prohibiting price discrimination; rapid tax amortiza- 
tion in regulated industries as effecting monopolistic control in those 
industries; needs which may exist for amendment of the McCarran 
Act with respect to operations of insurance companies in conjunction 
with small loan companies; and administered prices generally, with an 
inquiry into the pricing practices of the steel industry specifically as 
the beginning of an industry-by-industry study to determine what, if 
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any, antitrust law amendments might be indicated. The nature of 
each of these studies is briefly stated hereinafter. 


CONCENTRATION IN AMERICAN INDUSTRY 


The study and report by the subcommittee of Concentration in 
American Industry was initiated under the chairmanship of the late 
Senator Harley M. Kilgore in January 1956 and finished under the 
direction of Senator Joseph C. O’Mahoney. This report is the most 
comprehensive body of factual data on this subject ever prepared. 
The report was transmitted on July 12, 1957, to Senator James O. 
Eastland, chairman, Committee on the Judiciary by Senator Joseph 
C.O’Mahoney. The need for more complete and current information 
on business concentration has received nonpartisan recognition for a 
long time in Congress. In order to factually determine those areas 
in which excessive business power may exist and the proper considera- 
tion of proposals for dealing with this basic problem, development of 
comprehensive analyses of the extent of concentration for the entire 
economy, industry by industry and product by product, is necessary. 

The voluminous report consists of numerous tables presenting 
various aspects of concentration in each of approximately 450 indus- 
tries and for each of approximately 1,000 manufactured products. 
The measure of concentration used is the share of the total shipments 
or employment for the entire industry in each category, accounted 
for by the 4 leading, the 8 leading and the 20 leading companies. The 
data were obtained from official sources with the excellent cooperation 
of the Secretary of Commerce and the Bureau of the Census. While 
the report presents the data objectively and without attempted 
interpretation, it nevertheless shows a remarkable increase in the 
concentration of manufacturing in this country. In 1954, the 100 
largest manufacturing companies accounted for 30 percent, in dollar 
value, of all the manufacturing production, compared with 21 percent 
in 1947. This is an increase of approximately 42 percent during the 
period 1947-54. 

The report is incorporated herein and made a part hereof by 
reference. 


PETROLEUM, THE ANTITRUST LAWS, AND GOVERNMENT POLICIES 


One of the most important tasks which has confronted this sub- 
committee during the past year has been the study of various com- 
petitive problems in the oil industry. The stoppage of the Suez 
Canal and the I. P. C. pipeline in November 1956 focused the sub- 
committee’s attention on these problems, and in particular upon the 
emergency program which was authorized by the Defense Production 
Act for dealing with this crisis. This law granted immunity from the 
antitrust laws to certain joint activities of private oil companies in 
carrying out the emergency oil lift program. Extensive public hear- 
ings were held by the subcommittee between February 5 and March 
22, 1957, during which time the views of integrated oil companies, 
independent producers and refiners, consumers and Government 
officials were presented. Additional studies and investigation were 
undertaken by the staff. On August 27, 1957, Senator Joseph C. 
O’Mahoney, who had been designated by Senator Estes Kefauver to 
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preside at these hearings, submitted to the Senate on behalf of the 
Committee on the Judiciary a report of the Antitrust and Monopoly 
Subcommittee entitled ‘‘Petroleum, the Antitrust Laws, and Govern- 
ment Policies,” together with the individual minority views of 
Senators Dirksen and Wiley. This report contained an appendix 
consisting of statements by staff members which had been presented 
at an open public hearing on June 12 preparatory to the drafting of 
the subcommittee report. On August 28, Senator O’Mahoney trans- 
mitted to the Attorney General a copy of this report and asked that 
the subcommittee be advised of the action to be taken on the recom- 
mendations made in the report. On October 2 the then Acting 
Attorney General, William P. Rogers, replied, commenting on certain 
of the recommendations in the subcommittee report. By letter of 
November 20 Senator O’Mahoney requested the Department of 
Justice to furnish additional information on various important com- 
petitive problems in the oil industry, and, in particular, raised ques- 
tions concerning the settlement by consent judgment of the pending 
international olf cartel suit. The subcommittee is presently awaiting 
a reply to the matters raised in that letter. 

This report is also incorporated herein and made a part hereof by 
reference. 

UNFAIR PRACTICES IN THE MEAT INDUSTRY 


As a result of earlier hearings conducted by this subcommittee 
which revealed a complete lack of supervision over unfair trade 
practices by meat packers, S. 1356 was introduced by Senator 
O’Mahoney and cosponsored by Senator Watkins. This bill sought 
to strengthen antitrust enforcement by transferring from the Depart- 
ment of Agriculture to the Federal Trade Commission jurisdiction 
over unfair and monopolistic trade practices by persons engaged in 
commerce in meat and meat products. Hearings on this bill were 
conducted between May 1 and 22, 1957. On July 18, 1957, the 
Committee on the Judiciary approved the report of the subcommittee, 
to accompany S. 1356, entitled “Unfair Practices in the Meat In- 
dustry,’”’ together with minority views, favorably reporting that bill. 
This bill was listed on the calendar as No. 706, but it was never acted 
upon by the Senate. The bill is now listed on the Senate Calendar 
for January 7, 1958, and it is expected that the bill will be considered 
by the Senate in the early days of the next session. 

This report is also incorporated herein and made a part hereof by 
reference. 


8. 11, A BILL TO AMEND THE ROBINSON-PATMAN ACT WITH REFERENCE 
TO EQUALITY OF OPPORTUNITY 


Hearings were held by the subcommittee on S. 11, a bill to amend 
section 2 (b) of the Clayton Act as amended by the Robinson-Patman 
Anti-Price Discrimination Act. 

Under the present language of section 2 (b) of the amended Clayton 
Act a seller may rebut a prima facie case of unlawful price discrimina- 
tion made out under section 2 (a) by showing that the lower price in- 
volved in the discrimination was made in good faith to meet the equally 
low price of a competitor. Section 2 (a) makes it unlawful to dis- 
criminate in price where the effect may be (1) substantially to lessen 
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competition or tend to create a monopoly in any. line of commerce, 
or (2) to injure, destroy, or prevent competition with either the buyer 
or the seller. Section 2 (b) has been interpreted by the Supreme Court 
as providing a complete detense to a case established under 2 (a) even 
if the adverse competitive effect is shown to have extended beyond 
injury to competition with the buyer or seller and is within the area of 
substantial lessening of competition or tendency to create a monopoly. 

The purpose of S. 11 is to limit the applicability of section 2 (b). 
The bill would alter the present law by providing that meeting in 
good faith of the equally low price of a competitor is not a defense 
where the evidence in support of the charge of price discrimination 
affirmatively shows that the effect of the discrimination may be sub- 
stantially to lessen competition or tend to create a monopoly. Such 
meeting of an equally low price of a competitor would continue to be 
an absolute defense where the competitive effect of the discrimination 
was not of that scope or dimension. 

Legislation similar to S. 11 has been before the committees of both 
Houses of Congress for the past several Congresses. Last year in the 
84th Congress such legislation was passed by the House of Represen- 
tatives by a vote of 393 to 3, and in the Senate the House measure was 
combined with the Senate bill and reported favorably by the full 
Judiciary Committee in the closing days of the second session. The 
Senate did not act on the bill. 

Although lengthy hearings had been held in prior sessions, wide 
public interest again necessitated extensive and comprehensive hear- 
ings. These were conducted during March and April, consumed 13 
days, and produced a record of over 1,500 pages of statements of some 
150 interested persons, public officials, firms, and associations. 

At the close of the hearings, a report was prepared and circulated 
by the chairman to all of the members of the subcommittee. This 
report favorably endorsed the bill, but the subcommittee in executive 
session decided to refer it to the full committee with neither a favorable 
nor an unfavorable recommendation. Although the bill was ulti- 
mately discussed by the full committee, final action was not taken 
and at the end of the session the bill was the first order of business 
before the full committee. The report on the bill is also incorporated 
herein by reference. 


RAPID AMORTIZATION IN REGULATED INDUSTRIES 


Complaints were made to the subcommittee that rapid tax amor- 
tization was being used by electric utilities as a means of monopolistic 
control through acquisitions of other utilities and hampering of public 
power, with resulting control of competition and rates. Subsequent 
to the awards to the Idaho Power Co., the subcommittee held hearings 
beginning on May 23, 1957, and consisting of 14 days through July 30, 
1957. The record contained 1,289 pages. Numerous witnesses from 
the Office of Defense Mobilization, Department of the Interior, 
Federal Power Commission, Defense Electric Power Administration, 
and other Government officials, spokesmen for public power groups, 
officers and employees of Idaho Power Co. and Ebasco Services, Inc., 
testified before the subcommittee at length. In this investigation, 
the subcommittee was concerned with the application of tax amortiza- 
tion to regulated industries and in particular to the electric utility 
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industry, the manner in which such amortization were being granted 
under the law authorizing the amortization and interpretations of the 
law made by Government agencies involved. It inquired into prac- 
tices in vogue as a result of the amortization and their effects on 
monopoly control in the industry both with respect to rates and con- 
centration through acquisitions and other uses of profits accruing 
from amortization. A report has been prepared and circulated for 
approval to the members of the subcommittee, detailing the extent 
and various aspects of this extensive investigation. If approved and 
printed it is suggested that this report be referred to for complete 
information. 


SMALL LOANS AND CREDIT INSURANCE TIE-IN SALES 


In response to numerous requests from groups in the States of 
Alabama and Texas, which had small loan and credit insurance 
tie-in-sales problems, Chairman Estes Kefauver designated Senator 
William Langer of North Dakota as chairman of a special subcom- 
mittee for the purpose of conducting an investigation and hearings on 
these problems. Hearings were held on September 18, 19, and 20, 
1957, in Montgomery, Ala., in which 13 witnesses gave testimony. 
Upon the completion of the last witness’ testimony, the hearings 
were adjourned to an indefinite future date. The hearings in Mont- 
gomery embraced the same three areas as the hearings conducted by 
Senator Langer in Topeka, Kans., on September 20, 1954: (1) Rela- 
tionships between finance, lending, and credit insurance companies 
with their respective trade associations; (2) officer-director-stock- 
holder connections between finance and lending organizations and 
credit insurance companies; (3) coercion, intimidation, and other 
unscrupulous practices employed in the sale of eredit insurance in 
connection with small loans and other financial transactions as the 
result of lack of State regulation. 

Preliminary investigations in the State of Alabama showed that 
although the northern judicial district of Alabama has but 1 percent 
of the total population of the United States, 15 percent of the bank- 
ruptcies in the Nation are filed there. The subcommittee has been 
advised that 70 percent of these unfortunates, who have become 
bankrupt are indebted to three or more small-loan companies. 

Alabama has a statute which limits the charge of interest at 6 per- 
cent per annum on written contracts. The loan companies have 
complied with the statute, in charging the legal rate of interest, but 
have required the borrowers to take out compulsory health and acci- 
dent insurance at prohibitively high rates with insurance companies 
either owned by or cooperating with the small-loan companies. They 
have used the credit insurance as a gimmick to circumvent the Alabama 
usury law. 

At the hearings on small loans and credit msurance tie-in sales held 
in Montgomery, John Patterson, the attorney general of Alabama was 
the first witness. Other witnesses included victims of small loans 
and credit insurance tie-in sales; operators of small loans in the State 
of Alabama and operators of credit insurance companies. 

The subcommittee was informed that the commission of insurance 
in the State of Texas was conducting hearings on the same problem 
in early November of 1957 and that they would make available to 


S. Rept. 1345, 85-22 
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this subcommittee the transcript of the proceedings as an aid to the 
subcommittee’s proposed investigation and hearings in the State of 
Texas. 

Since Congress, in 1945, passed the so-called McCarran Act or Public 
Law 15 (50 Stat. 33) which returned to the States jurisdiction to regu- 
late insurance, the subcommittee has jurisdiction to determine if the 
McCarran Act should be amended to regulate credit insurance which 
is used as a gimmick to get around State small loan laws, especially 
when the States are powerless to regulate those insurance companies 
because they are in interstate commerce or are located outside of the 
State and beyond the reach of the police powers of the State. 


ADMINISTERED PRICES 


In view of the economic problem of inflation and concern particu- 
larly with the extent to which administered prices in concentrated in- 
dustries may contribute to this problem, the subcommittee began 
hearings on August 8, 1957, on administered prices. From that date 
to November 5, 1957, there have been 20 days of hearings with a 
record of approximately 1,535 printed pages. 

The investigation was divided into two phases. The first phase 
produced general information on administered prices, consisting of the 
testimony of five economists who have specialized on this subject. 
The second phase was planned to be an industry-by-industry ap- 
proach with the aim of exploring the use and effects of administered 
prices in some of the highly concentrated industries of economic 
importance to the country. 

Since the study on concentration in American industry showed a 
high and increasing concentration in the steel industry and increased 
prices of steel of $6 per ton had just been made by United States Steel 
Corp. and generally followed in the industry, the subcommittee chose 
steel as the first industry to be studied. Steel has long been termed the 
“‘bellwether’’ of the economy and such price increases were made in the 
face of excessive capacity and declining production. At the hearings 
on steel, testimony was heard from representatives of the 2 largest 
companies, United States Steel Corp. and Bethlehem Steel Corp., and 1 
medium-size company, National Steel Corp., including Mr. Roger M. 
Blough, chairman of the board of United States Steel, Mr. a B. 
Homer, president of Bethlehem, and Mr. George M. Humphrey, 
chairman of the board of National and formerly Secretary of the 
Treasury. Testimony of Mr. Otis Brubaker, research director of 
United Steelworkers of America, was heard in presenting organized 
labor’s views of the industry’s claim of increased labor cost as a cause 
of the price increases made in 1956 and 1957. The subcommittee 
also received testimony from Mr. Rufus Easton, of Koppers Co., 
Mr. John Vaughan Groner, representing McLouth Steel Corp., and 
Mr. T. Sendzimir, of T. Sendzimir, Inc., relating to improved methods 
of steel production and their use, and Mr. Fred V. Gardner, a leading 
management consultant. 

It was intended to proceed from the steel study to an examination 
of other important industries, but time has not permitted that ac- 
complishment. Firm conclusions on the many questions of public 
policy involved cannot be made until this investigation has been 
completed. The hearings on the steel industry reveal that prices 
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have been uniform in the industry since about 1900 and remain so 
today with steel prices falling into a follow-the-leader pattern, the 
leader usually being United States Steel Corp. 

Involved in this investigation are legislative questions directly re- 
lated to the free enterprise philosophy, existing antitrust laws and 
consideration of new antitrust legislation. Illustrative questions are: 
whether the extent of existing and increasing concentration in some 
industries, such as steel, is monopolistic and if so, is it the result of the 
insufficiency of antitrust laws or the enforcement of them; are prices 
administered in highly concentrated industries in such a manner that 
price competition is negligible and are existing antitrust laws broad 
enough to reach such practices; are present antitrust laws ample to 
protect the economy from undue price increases in a concentrated 
industry where prices are not the result of open-market forces and 
when excessive capacity exists and production is declining; how effec- 
tive is competition in such an industry in protecting the public interest 
without protective legislation; if price-leadership patterns exist in such 
industries due to the existence of oligopoly or dominant control by a 
few or one company outside existing antitrust laws, should those 
laws be broadened ; and is the increase in concentration due to such 
factors as mergers , acquisitions, destruction of small business through 

rice ductimiantibnn and other such practices, not now prohibited by 
law? Other antitrust implications are indicated in the report on this 
investigation which has been prepared and circulated to the members 
of the subcommittee. For a full understanding of the issues it is 
suggested that reference be made to this report when approved and 
printed. 
MISCELLANEOUS 


A widespread and articulate interest in the antitrust and monopoly 
problem and in the work of the subcommittee has been evidenced by 
the receipt by the subcommittee of a considerable volume of mail from 
businessmen and people residing throughout the country. While 
much of this mail could be answered without research, preparation of 
many appropriate replies required the expenditure of considerable 
time by professional staff members. In addition, there were a large 
number of more specific inquiries, replies to which demanded analysis 
and research taking a very significant part of the time of the lawyers, 
economists, and statisticians on the staff. The subcommittee also 
had numerous situations brought to its attention which presented 
current and difficult problems in the administration and enforcement 
of the antitrust laws in many industries. These situations were 
woven into the continuing studies of the subcommittee, and in appro- 
priate cases were referred to the responsible executive and adminis- 
trative agencies for such actions as were warranted under the several 
statutes administered by them. 








INDIVIDUAL VIEWS OF SENATOR EVERETT McKINLEY 
DIRKSEN 


While I can concur in the general narrative portions of the activities 
report submitted by the chairman of the subcommittee, there are a 
number of things which I believe merit amplification or clarification. 

Page 3 of the report recites that— 


the fundamental objective of this free enterprise system is 
to provide for all American businessmen the right to be 
independent, the right to make their own decisions, and the 
right to determine their own actions in accordance with 
their own judgment and their immediate needs. 


One might gather from this sentence that the end objective of our 
free enterprise system is merely to preserve American business. I 
am sure this could lead to some misunderstanding because the free 
enterprise system goes much further than service to the business com- 
munity. It does, in fact, serve the interest of all the people, and it is 
these interests as a national gonsideration which must be constantly 
kept in mind. 

Freedom of action for business enterprise is obviously imperative 
in order to develop those incentives which provide the greatest effi- 
ciency in the production and distribution of goods to the consumers 
of the Nation. When undue restraints are imposed on that freedom 
of action, it will, indeed, jeopardize the flexibility and the capacity 
of our free system to serve the interests of the whole Nation. It 
might be pointed out, as an example, that if the price of any particular 
product is held to artificially low levels, the incentive to supply it 
and to expand productive capacity is restrained and the people are 
thereby denied the kinds and quantities of the goods which they 
desire and which they are entitled to have. This objective of our free 
system must be kept constantly clear. 


CONCENTRATION IN AMERICAN INDUSTRY 


On page 3 it is stated that— 


it is also the opinion of the subcommittee that a concentration 
in American business constantly presents to Congress the 
problem of maintaining a proper balance between the various 
segments of our free competitive enterprise system in the 
light of the ever-increasing demand for the development 
of industrial capacity to supply public and governmental 
requirements of products. ‘Therefore, current information 
with respect to the effectiveness of existing antitrust laws, 
their enforcement, and the facts of industry and business, 
including technological progress, is a necessity to legislative 
action which on balance will best serve the social welfare of 
the country. 


11 
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The emphasis in the above quotation on concentration in American 
business and on the necessity to legislative action assumes that 
concentration is a real problem and that legislative action is necessary. 

Such an exemption is unwarranted and particularly so at this time 
when the committee hearings in this field are still in progress. This is 
a conclusion which has no business in an activities report and is, in- 
deed, strangely out of place in view of the statement which appears on 
page 8, which recites that firm conclusions on the many questions of 
public policy involved in the committee exploration cannot be made 
until the investigation has been completed. As a purely personal 
opinion, I note a tendency to anticipate and to draw conclusions long 
before an investigation has been completed; and I believe that the 
committee, its members and the staff should be careful in following 
what could become an unwarranted practice. 

On page 4 in reference to the staff report (and not the subcommittee 
report, as stated on p. 4) on “concentration in American industry,” 
it is stated that— 


while the report presents data objectively and without 
attempted interpretation, it nevertheless shows a remark- 
able increase in the concentration of manufacturing in this 
country. In 1954 the 100 largest manufacturing companies 
accounted for 30 percent in dollar value of all the manu- 
facturing production compared with 21 percent in 1947, 
This is an increase of approximately 42 percent during the 
period 1947-54. 


One is compelled to note that the above sentences make no reference 
to the need for very extensive interpretation and qualification of the 
data which has been assembled for this study of concentration. In 
fact, it involves so much of interpretation as to virtually nullify some 
of the data if it is to be used as an indicator of monopoly power. 
The authors of the statistical data which became the foundation for 
the investigation have, I believe, freely acknowledged that there are 
ambiguities and uncertainties involved in the data, “particularly when 
one deals with the so-called concentration ratios. 

I hereby submit as a part of this presentation a copy of my state- 
ment of August 8, 1957, giving my views on the Concentration in 
American Industry report issued by the Subcommittee on Antitrust 
and Monopoly. 


PETROLEUM, THE ANTITRUST LAWS, AND GOVERNMENT POLICIES 


I might have suggested with respect to a portion of page 5 of the 
report that certain lines in the report be deleted on the ground that 
they create an unfair impression of the position of the Department of 
Justice, in relation to certain information requested by Senator 
O’Mahoney, the acting chairman, with respect to the general subject 
of petroleum, the antitrust laws and Government policies. 

As I recall, several press releases were issued to the effect that the 
Department of Justice refused to submit to the Antitrust and Monop- 
oly Subcommittee certain information, whereas the letter from the 
Attorney General, in response to this request, fully and carefully ex- 
plained that the matter could not be revealed since the subject was 
under investigation by the Department and that its disclosure might 
prejudice the Government’s position. I emphasize that the Depart- 
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ment of Justice has always been perfectly fair and candid in matters 
of this kind and that, whenever, it finds it necessary to withhold cer- 
tain requested information, it does so for reasons which I deem to be 
entirely valid. 


S. 11, A BILL TO AMEND THE ROBINSON-PATMAN ACT 


I believe the observations in the activities report on S. 11 require 
some clarification to place this matter in proper perspective. It is 
true that in the 84th Congress the House of Representatives, by a 
vote of 393 to 3, approved this measure with very little debate is 
only scant consideration. However, in the 85th Congress neither the 
House of Representatives as such, or the Judiciary Committee of the 
House, or any subcommittee of the Judiciary Committee took any 
action whatsoever on H. R. 11, a companion bill to S. 11, dealing with 
this question of price discrimination. It should also be pointed out 
that in the 85th Congress this proposal for the first time received 
adequate attention from the country, and particularly from all the 
enterprises which would be affected by this measure. This accounted 
for a huge number of witnesses who clamored to be heard in opposition 
to this proposal. 

On page 6 of the report it is stated that “although the bill was 
ultimately discussed by the Judiciary Committee * * *’, the strict 
fact of the matter is that the bill has not actually been discussed by 
or in the full Committee on Judiciary. 

I made some effort to present my views in opposition to this measure 
but it came at the closing days of the session when the committee was 
engrossed in legislation requiring immediate attention, and the full 
story with respect to S. 11 has not yet been pres sented to the full 
committee. This I intend to do as soon as opportunity offers, because 
the measure is of vital importance and would have a definite impact 
upon businesses, large and small, from one end of the country to the 
other. 

ADMINISTERED PRICES 


On page 8 of the activities report it is stated that— 


the second phase (of the hearings on administered prices) was 
planned to be an industry-by-industry approach with the aim 
of exploring the use of and effects of administered prices in 
some of the highly concentrated industries of economic im- 
portance to the « country. 


The text which follows this quotation then refers to the steel industry 
as showing “high and increasing concentration.”’ 

Certainly this conveys the impression that the steel industry is 
highly concentrated. As I pointed out before in these observations, 
not too much significance can be attached to the concentration ratios 
which were indicated in the Statistical Foundation report, and since 
the term “concentra‘ion”’ is so likely to be interpreted as meaning 
monopoly, it appears to me that this language in the report is some- 
thing of an unwarranted reflection on the steel industry as s ‘ch. 
Even if one did accept the concentration ratios as a valid yardstick, 
the steel industry would still not deserve a classification as of “high 
concentration’’, inasmuch as one-fourth of all the industries listed 
in the statistical report on Concentration in American Industry do 
show higher concentration ratios than the steel industry. 
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The report also refers to Mr. Fred V. Gardner as a “leading manage- 
ment consultant.” 

Without for a moment reflecting upon Mr. Gardner, I believe it 
fair to observe from my own experience and from the fact that I 
heard all of his testimony that it is a departure from propriety to 
characterize a witness before the committee as a “leading’’ consultant 
when there was no evidence whatsoever to indicate by comparative 
standards whether he merits such a title or not. Such observations 
in a report are apt to develop bias either for or against a witness long 
before conclusions have been reached, and, in my judgment, such 
observations have no appropriate place in an activities report. 

On page 8 the report also recites that— 


the hearings on the steel industry reveal that prices have 
been uniform in the industry since about 1900 and remain so 
today with steel prices falling into a follow-the-leader pattern, 
the leader usually being United States Steel Corp. 


One might infer from this that price uniformity is objectionable 
since there is a school of thought which considers price leadership as 
undesirable. 

There has, however, been no testimony, nor has a case been made 
against uniform prices as being objec tionable. In fact, I believe the 
testimony indicates that this uniformity has been the natural result 
of market forces. Moreover, the testimony thus far certainly does 
not establish the conclusion that United States Corp. has actually 
established and maintained a price leadership in the steel industry. 


FREE ENTERPRISE AND ANTITRUST LEGISLATION 


The paragraphs which appear on page 9 of the report raise certain 
legislative questions, and I doubt whether anyone can asborb the 
full import of these questions without concluding that the hearing 
on administered prices might conceivably be directed to the whole 
broad question of price control in a so-called concentrated industry 
by means of Federal legislation. Insofar as I know there has not 
been the slightest hint that this investigation was concerned with 
questions of price control. That is a matter that falls within the 
jurisdiction of the Senate Committee on Banking and Currency. 

If it is the purpose of the subcommittee as such to investigate the 
price structure in certain industries with a view to recommending 
legislation dealing with the control or regulation of prices, that should 
have been made clear at the very outset of the hearing so that not 
only members of the subcommittee, but also of the full committee and 
all other Members of the Senate might be fully apprised of what cer- 
tain members of the subcommittee might have had in mind. I recall 
raising the question from time to time whether there was any member 
of the subcommittee who contemplated introducing legislation for the 
control of prices, and I noticed on such occasions that there was a 
very timid and reluctant approach indeed to even so much as a dis- 
cussion of the matter. I believe these rhetorical legislative questions 
might well have been deleted from the activities report. 


EE 
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CONCLUSION 


Ordinarily, insofar as I know, it has not been the custom to file 
minority observations with respect to comments in an activities report 
by a subcommittee, which is and should be essentially narrative and 
factual in character. I am aware, however, that sentences, para- 
graphs, and conclusions from such reports are so freely quoted in all 
parts of the land and used as authoritative statements, and these 
supplementary observations are made largely because I think the time 
has come for Members of the Senate to be extremely careful with re- 
spect to reports of this kind so that they do not become the vehicles 
for misimpressions and erroneous conclusions. ‘This fact becomes 
more and more important as the work of the Senate and Senate com- 
mittees increases in volume, and there is a growing reliance upon the 
work of committee staffs. The Members of the Senate in the last 
analysis must be held responsible for the observations which are set 
on paper and freely circulated as an official document. 

(A statement of August 8, 1957, before the Antitrust and Monopoly 
Subcommittee of the Committee on the Judiciary, by Senator Everett 
McKinley Dirksen, is attached herewith as an appendix.) 








APPENDIX 





STATEMENT BY SENATOR Everett McKINuLEY Dirksen, AS PART OF 
Orpentnac Remarks or ANTITRUST SUBCOMMITTEE HEARINGS, 


Avaust 8, 1957 


This report of the Subcommittee on Antitrust and Monopoly, 
dealing with the subject of concentration in American industry, 
consists of some 750 pages of finely printed statistical tables and 
explanatory remarks. It contains literally hundreds of thousands of 
concentration ratios and other figures. It had been in preparation 
for almost 2 years, occupying during this time the full efforts of a 
large part of the Industrial Division of the Bureau of the C ensus, and 
the professional attention of Mr. Jesse J. Friedman, economic con- 
sultant to the subcommittee, and other members of the subcommittee 
staff. Yet, the members of the subcommittee had been given only 
a few days to review a work of extreme professional and political 
importance, whose dimensions are only inadequately described by the 
information cited above. 

It is obviously impossible for any conscientious member of the 
subcommittee to probe and evaluate the qualities of this report 
even if one could work 24 hours a day during the days that had been 
available to us for this purpose. Actually, of course, the members 
of this subcommittee have other pressing duties. 

The report was published without full opportunity for comment 
by members of the subcommittee. Obviously, full justice could 
not be done in evaluating the report within the time limitation 
imposed, but I am taking the occasion at this and the forthcoming 
hearings to deal with this report on its merits and to propose and 
examine expert witnesses, as the need therefor will arise. 

At this time, I limit my ‘self to a short analysis of the meaningfulness 
of the statistical study on concentration in American industry con- 
tained in this report, basing my observations entirely upon the intro- 
ductory text (pp. 1 to 6) as written by its author, Mr. Jesse J. Friedman, 
former economic consultant to the subcommittee. 

The introduction of this report, which follows the letter of trans- 
mittal and the contents pages, contains (on pp. 3 to 5) a remarkable 
statement of 10 ‘Limitations and qualifications.” This statement 
encompasses the most devastating criticism that can be made of the 
study, itself. However, it is often worded in such manner that its 
import may be fully understandable only to the few statisticians and 
economists, and other experts who are specialists in the subject of 
industrial concentration and its measurement. Those of us who are 
not in that enviable position and to whom this study is, nevertheless, 
at least at first glance, a document of conceivably great importance, 
are in need of a restatement of the qualifications and limitations in 
language that is understandable. 

17 
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Hence, I have set it as my task at this time to furnish a translation 
of the technical language contained in this section of the report, so 
that all of us can understand clearly the deficiencies of this study 
which its author, by his own admission, could not or did not avoid. 
I deal here only with those limitations and qualifications which, as the 
author puts it (p. 3), “are especially worthy of mention.”’ 


Limitation and qualification No. 1 
The first of the limitations and qualifications of this study reads as 
follows (p. 4): 


1. The factual information contained in this report is 
quantitative in nature. Bare statistics necessarily omit 
many qualitative factors which are essential to a complete 
understanding of the competitive structure of the entire in- 
dustrial economy or of an individual industry. By the 
same token, the data themselves do not reveal the causes 
of the concentration shown, nor the relative importance 
of new entries, integration, internal growth, mergers, or 
business decline or mortality in accounting for the degree or 
trend of concentration. 


Translated into open language, this passage means that it is im- 
possible to ascertain from the factual information contained in this 
report whether the degree of concentration that the study attributes 
to any group of companies is the result of socially or economicallv 
undesirable actions or behavior on the part of the business concerns 
(such as conspiracies in restraint of trade), or whether it is the result 
of conditions over which the concerns have no control (such as the 
requirement of large capital investments inherent in the nature of a 
particular manufacturing operation or a particular product). 


Limitation and qualification No. 2 
The second of the “Limitations and qualifications” of this study 
reads as follows (p. 4): 


2. As has generally been true for reports on this subject, 
selection of the concentration measures used in this report 
was influenced to a large extent by practical considerations 
relating to availability of data. Three basic considerations 
were: (a) the necessity of using an already-compiled census; 
(6) the need for using uniform measures for all industries to 
facilitate the mechanics of the project’ and (c) the desirability 
of providing a means of comparing current data with informa- 
tion for earlier years, in order to have some indication of 
trends. Other concepts and measures of industrial con- 
centration than those to which this study is confined might 
conceivably be of equal or greater validity for individual 
industrial categories. 

Translated into open language, this paragraph means that the 
reasons why inadequate concentration measures were used were to a 
large extent considerations of convenience (‘‘practical considerations’’), 
among which the following are cited: 

(a) “The necessity of using an already-compiled census’””— 

There was no real necessity of using an already-compiled census. 
The subcommittee has ample powers and its staff could have 
obtained valid and pertinent data directly from the companies 
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concerned, instead of taking the easy way of using United States 
census data which admittedly were not designed, and are not 
usable, for the purpose of concentration analysis. 

(b) “The need for using uniform measures for all industries to 
facilitate the mechanics of the project’’— 

This is a wholly specious reason. The mechanics of the project 
would have been facilitated by developing and using adequate 
statistics; actually, they were hindered and frustrated by the use 
of unsuitable statistics compiled for purposes other than concen- 
tration measurements. 

(c) “The desirability of * * * comparing current data with infor- 
mation for earlier years * * *’— 

This point is equally without basis. The statement implies 
that the 1954 data used in this study are comparable with those of 
— years (1947 and 1935), while in truth this is not the case 
at all. 

In view of the foregoing, the concluding sentence of this paragraph, 
that ‘Other concepts and measures of industrial concentration * * * 
might conceivably be of equal or greater validity * * *” must be 
taken at its full measure, for it represents the admission that other 
statistics on concentration that could have been developed or were 
available are apt to be more valid than the ones that have been used 
in this study. 


Limitation and qualification No. 3 
The third of the “Limitations and qualifications” of this study reads 
as follows (p. 4): 


3. The significance of the concentration ratio in those 
instances in which the measure is meaningful is a relative 
matter. The concentration of a given percent of shipments 
or of employment in the hands of 4 companies may denote a 
more serious situation for 1 industry, a less serious situation 
for another. This report presents the facts concerning 
concentration in the manner measured, including comparisons 
with earlier data where available; it provides no standard for 
evaluating these facts. 


The key sentence is the last one: ‘This report * * * provides no 
standard for evaluating these facts.” It means that in this report the 
numerical system has been divested of its significance. Ordinarily, 
a given percentage in one place means the same as the same percentage 
given in the same context and in the same statistical study in any 
other place. Here, however, we are told specifically that a concen- 
tration of, say, 50 percent may denote a more serious situation in one 
place than a concentration of 50 percent when it is shown in another 
place in the same “study.’’ That also means, for example, a 55- 
percent concentration ratio in one place may be less serious than a 
45-percent ratio in another place; conceivably, a 90-percent ratio in 
one place could even “denote” a less serious situation than a 10-percent 
ratio in another place. The question is: What is the validity of a 
study that seeks to present a numerical evaluation of the degree of 
concentration, when the author, himself, warns the reader that the 
figures recorded therein have no meaning whatsoever? 
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Limitation and qualification No. 4 
The fourth of the “Limitations and qualifications” of this study 
reads as follows (p. 4): 


4. Because of data limitations, all the measurement of 
concentration in this report relate to the United States as a 
whole, even though in many cases the industrial markets con- 
cerned are regional, or even local, rather than national in 
character. As a general rule, but not necessarily in every 
case, the effect of using a broader geographic market than 
that in which competition actually occurs is to understate 
the degree of concentration. 


Here, the author states that he has made the assumption that there 
is only one single market in which American industry sells its products; 
namely, the national market. Of course, everybody knows that 
there are many other markets in which American industry operates: 
There are local markets of all sizes and descriptions; and there are 
markets which exceed the territorial scope of the United States, such 
as numerous international markets. There is, to be sure, also a na- 
tional market, but the figures in this study do not tell us whether the 
uniform use of the national market was justified in any particular 
case or not. Hence, the reader is told that ‘‘as a general rule, but not 
necessarily in every case”’ the effect of this consistent assumption is 
to understate the degree of concentration. Actually, the author says 
quite properly that he really is not able to say whether in any par- 
ticular case the concentration ratio is overstated or understated as a 
result of this deficiency of the basic concentration data. Again, what 
value are such statistics? What value isa “study” that is based upon 
them? 

Limitation and qualification No. 5 

The fifth of the “Limitations and qualifications” of this study reads 

as follows (p. 4): 


5. Concentration ratios shown in this report for individual 
categories are based upon the shipments, value added, or 
employment of manufacturing plants in the United States 
and thus make no allowance for imports, although in the case 
of certain products, a substantial part of the supply available 
in the United States market is imported from other countries. 
For some products, domestic production constitutes only a 
small fraction of imports. The effect of omitting imports is 
generally to overstate the degree of concentration in the 
markets affected, although where imports are marketed do- 
mestically by the largest companies, the omission of imports 
from the data may have the effect of understating concen- 
tration. 


Here, not even the author of this “study” can escape the necessity 
of admitting that the mistake of disregarding the competition which 
imported goods provide in the domestic market is bound to overstate 
the degree of concentration, except in those cases where the imports 
of the largest companies provide added competition for their domestic 
products. The fallacy of disregarding imports has been pointed out 
repeatedly over many years by expert economists and statisticians. 
It could have been avoided with relative ease, simply by including the 
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known quantities of imported goods in the calculation of the concen- 
tration ratios. 

Some years ago, Prof. George J. Stigler (of Columbia University) 
condemned the entire 1941 TNEC concentration study solely on the 
grounds that it left out consideration of imports. The same con- 
demnation applies to the present study. 


Limitation and qualification No. 6 


The sixth of the ‘‘Limitations and qualifications” of this study reads 
as follows (p. 4): 


6. The concept of shipments used in this report as a basis 
for measuring concentration conforms to that generally used 
in Census Bureau statistics. Under this concept, interplant 
transfers, i. e., shipments of products from one manufactur- 
ing establishment of a company to another plant of the same 
company are included in shipments, but intraplant transfers, 
i. e., products consumed in the same plant in which they are 
produced, are excluded. Thus, for integrated companies the 
value of shipments of materials or components which are in- 
corporated in other products of the same companies is in- 
cluded in the shipments of such companies as well as in the 
total shipments of such materials or components if these ma- 
terials or components are transferred to other plants of the 
companies than those in which manufactured, but are ex- 
cluded if such materials are produced and consumed at the 
same plant. 


What this means is that, as a result of the indiscriminate inclusion 
of the values of shipments moving between the integrated plants of 
a single company, there is double counting every time such a transfer 
takes place. And every time such double counting is made in the 
census statistics, the concentration ratio of the company involved is 
artificially inflated. Moreover, since such integrated plant opera- 
tions are far more frequent among large producers than among 
medium-sized and small ones, this statistical practice means, further, 
that the market shares of the large companies are systematically over- 
stated. Therefore, the very concentration ratios (for the 4 largest, 
8 largest, and 20 largest companies), upon which the entire report 
focuses, are distorted upward in varying degrees. 

The question is, What good are concentration ratios if they contain 
systematic biases of such type? 


Limitation and qualification No. 7 


The seventh of the ‘Limitations and qualifications” of this study 
reads as follows (p. 5): 


7. Data for- industry and product categories relate to 
aggregate shipments, value added, or employment in those 
categories by plants located in the United States. No dis- 
tinction is made between goods marketed domestically and 
goods exported. In those cases in which exports are substan- 
tial, therefore, the share of the domestic market alone 
accounted for by the largest companies may be higher or 
lower than the concentration ratio shown. 
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Here, again, is one of those sources of statistical error whose effects 
are completely concealed from the eyes of the unwary user of these 
statistics. The inaccuracies of concentration ratios arising from 
nonrecognition of export markets cannot be minimized by confining 
their effects to “the domestic market alone.”’ They affect the concept 
of the entire market, both domestic and foreign. Thus, the above- 
quoted statement that “the share of the domestic market alone ac- 
counted for by the largest companies may be higher or lower than the 
concentration ratios shown” is misleading. The truth is, that regard- 
less of whether exports are “substantial’’ or less than “substantial,” 
there is a statistical bias in all of these figures relating to industries or 
companies which export some part of their output. This bias results 
in a consistent overstatement of concentration ratios. 


Limitation and qualification No. 8 


The eighth of the “Limitations and qualifications’ 
reads as follows (p. 5): 


, 


of this study 


8. The concept of employment which is used in this report 
as another basis for measurement of concentration also 
follows census usage. As indicated earlier, every manufac- 
turing establishment is classified in the four-digit industry 
classification to which the products of that plant are primary. 
The entire employment of each plant is thus assigned to a 
single industry. No distinction is made between the em- 
ployment of an integrated plant which devotes labor to pro- 
ducing materials or components for incorporation into its 
end products and the employment of a nonintegrated plant 
which purchases such materials or components from other 
plants classified in other four-digit industries. 


What is said here means that employment is inadequate as a 
measure of concentration because the fact that integration is com- 
pletely disregarded in census statistics. However, this affects not 
merely concentration measurements that are based upon employ- 
ment; but also those that are based upon product shipments, are 
subject to the same criticism. For example, a plant that merely 
assembles—say 1,000 watches per day—is treated the same way as a 
plant that, not only assembles the same quantity of identical watches, 
but also fabricates all of their component parts. The value of ship- 
ments of each of the 2 plants is the same, but it is obvious that these 
2 plants are in no sense comparable. Yet, census industry statistics 
treat them as if there were no difference between them. 


Limitation and qualification No. 9 


The ninth of the ‘Limitations and qualifications” of this study 
reads as follows (p. 5): 


9. The classifications of industries and products for which 
eoncentration measures are used in this report are those used 
in the census of manufactures. These classifications were 
developed over a period of years to serve the general purposes 
ef the census and other governmental statistics. Although 
the basic data are extremely useful and widely used for a 
variety of purposes in marketing analysis, the classifications 
were not designed to establish categories necessarily denoting 
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coherent or relevant markets in the true competitive sense, or 
to provide a basis for measuring market power. On the other 
hand, products classified in one 4-digit or 5-digit category 
may compete for the same market with products classified in 
other categories. Frequently products grouped together 
in a single four-digit classification, while related in the sense 
that they may be manufactured in the same plants, or from 
the same types of raw materials, or by similar production 
processes, are, nevertheless, destined for basically noncompe- 
titive uses and markets. This is true, althougb to a lesser 
extent, for five-digit classifications as well. In some cases it 
would be necessary to select or recombine the basic seven- 
digit product classifications in order to obtain categories 

having competitive meaningfulness. No attempt is made in 
this report to fit the census classifications to the actual 
competitive structure of industrial markets. The result is 
in some cases a fairly accurate reflection of the degree of 
market concentration, in others an overstatement, and in 
others an understatement of such concentration. 


This is undoubtedly the most striking deficiency of this concentra- 
tion “study.” The author is to be commended on his candor of 
stating (in the last two sentences, above) that he has made no attempt 
to fit the artificial census classifications to the actual competitive 
structure of industrial markets, and that “the result is in some 
cases * * * an overstatement’ and in other cases “an understate- 
ment” of the degree of concentration. In other words, the author of 
this study points out that one never knows whether a concentration 
ratio appearing in this report is overstated, whether it is understated, 
or whether—apparently only by the sheerest of ¢ 
might be “fairly accurate.” 





Limitation and qualification No 


The 10th, and last, of the “Limitations and qualifications” of this 
study reads as follows (p. 5): 


10. In view of the above reservations, the data on concen- 
tration in this report are not of equal significance. For 
some categories, the measure of concentration may be ex- 
tremely significant in indicating relative market power; for 
some it may not be significant at t all for this purpose. Never- 
theless, except in those special tabulations requiring selection 
based upon comparability of classification, concentration 
ratios are shown for all categories, in order to avoid the neces- 
sity of subjective interpretation of the data for each industry 
or product classification covered. 


Surely, this paragraph will stand for a long time as an example of 
frank admission. His quote: “* * * the data on concentration in 
this report are not of equal significance” is so true. They are not; 
some are worse than others, but none seem to be good. 

“For some categories, the measure of concentration may be ex- 
tremely significant * * * for some it may not be significant at all.” 
Everything that the author has said so far leads to the inescapable 
conclusion that in no case can any of these measures of concentration 
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be proven to have any significance, except that in which they may 
be cloaked by the mantle of misplaced congressional sponsorship. 

In view of this, and all of the foregoing, what is it that would be 
needed to put a proper evaluation on the statistics contained in this 
“study’’? The answer, obviously, is an objective interpretation of 
this staff member’s published data which will undoubtedly be supplied 
by the economic and statistical professions in a manner that may not 
reflect credit upon this subcommittee or its staff. This brings me, 
again, to my repeated warnings of the grave dangers of permitting 
staff reports to be published, which reports are unwittingly being 
accepted by the public and the press the world over, as the gospel of 
the United States Senate. 

I emphasize, again, that the foregoing review of this statistical 
“study” of concentration in American industry is based entirely upon 
the author’s own statements of limitations and qualifications, as they 
appear on pages 3 to 5 of this report. 

Everett McKiniry Dirksen. 


INDIVIDUAL VIEWS OF SENATOR ALEXANDER 
WILEY 


The Antitrust Subcommittee of the Senate has spent a busy year. 

On the whole, its work has been constructive. And the hearings 
have helped to awaken the public to the problems and the importance 
of maintaining competition. 

However, it is not the function of the Antitrust Subcommittee of 
the Senate to enforce the antitrust laws. That is the job of the 
Department of Justice in the executive branch of the Federal Govern- 
ment. 

Nor is it the job of the Antitrust Subcommittee to act as a court of 
appeals over administrative agencies within the executive branch of 
the Federal Government. The applicable statutes specify what 
appeals lie from administrative decisions. 

The Antitrust Subcommittee does have the job, however, of closely 
watching the effectiveness of existing antitrust laws and of determi- 
ning whether amendments to those-laws need to be made. 


CONCENTRATION IN AMERICAN INDUSTRY 


The statistics on concentration in American industry were published 
so that everyone may see the extent to which concentration has grown 
in each industry and the effect on the industry and society. 

However, mere size is not necessarily a proof of monopoly. 

Concentration of a particular industry in one or a few companies 
may, however, be a sign that the facts should be studied in detail 
in order to determine whether the concentration in that particular 
industry has grown to a point which may be unhealthy for the body 
politic, as a whole. 

This is what the committee has gone on to do. 


PETROLEUM, THE ANTITRUST LAWS, AND GOVERNMENT POLICIES 


As I pointed out in my individual minority views on the oil report, 
the oil industry did a good job in organizing itself, under some 
exemption from the antitrust laws, to help keep our Allies in Europe 
warm and industrially active during the winter following the unfor- 
tunate closing of the Suez Canal. This oil lift to Europe was a 
success and was accomplished at the request of the Federal Govern- 
ment. 

As I also pointed out, the industry made a mistake when it raised 
oil and gasoline prices during the period when it was in a quasi-fidu- 
ciary relationship to the Federal Government. 


UNFAIR PRACTICES IN THE MEAT INDUSTRY 


After extensive hearings on the application of the antitrust laws 
to the meat industry, by the Department of Agriculture, as compared 
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with their enforcement against other industries by the Federal Trade 
Commission, the subcommittee reported a bill to transfer back to 
the Federal Trade Commission jurisdiction under the antitrust laws 
over the meatpackers. Incidentally, this would return to the Federal 
Trade Commission jurisdiction over chainstores which have bought 
meatpacking plants and claimed exemption as “meatpackers.”’ 


S. 11, A BILL TO AMEND THE ROBINSON-PATMAN ACT WITH REFERENCE 
TO EQUALITY OF OPPORTUNITY 


The most thorough hearings were conducted on this controversial 
and difficult legislation. 

The subcommittee reported S. 11 to the full committee, where it 
met determined opposition. 

Many fine communications from small-business men, in my State 
and elsewhere, have given strong reasons in support of the bill. These 
views have been considered in the full committee, as well as the 
subcommittee, and will have great weight. 

All efforts to report it to the floor of the Senate have, so far, failed. 
However, the bill is soon the be the first order of business for debate: 
before the full committee. During that process, amendments will 
undoubtedly be offered so that it is impossible to predict the form in 
which the bill may come to a final full committee vote, 


RAPID AMORTIZATION IN REGULATED INDUSTRIES 


Although it is doubtful whether the Senate Antitrust Subcommittee 
had jurisdiction over the matters involved in rapid tax amortization in 
the electric utility industry, it is well to note what the investigation 
ordered by the subcommittee chairman developed. 

It seems to me that no conscious wrongdoing was found in high 
places. 

There is difference of opinion among the experts as to: 

(1) Whether the Idaho Power Co., after the conclusion of the 
Korean fighting, was furthering the defense effort when it constructed 
new facilities and obtained a certificate entitling it to a rapid tax 
amortization; and 

(2) Whether the company should not have disclosed to the Office 
of Defense Mobilization, which was considering its amortization 
application, the representations it had made to the Federal Power 
Commission—which were, to some extent, inconsistent with the 
representations to ODM and might have caused a denial of the ODM 
certificate. 

During the hearing, a great deal was made of the fact that any 
employee of the Department of the Interior who had formerly worked 
for a client of Ebasco Services, Inc., before his retirement, was in 
charge of making recommendations for tax writeoff certificates with 
respect to electric utility companies, including those who used Ebasco 
Services, Inc., as their Washington representative. Whether or not 
the evidence showed any special attention to the interests of Ebasco 
clients, the evidence raises the public policy question whether or not 
it is desirable for the Federal Government to employ a person on pen- 
sion from a private company, or even a former employee of a private 
company, if his work will include passing upon, or making recom- 
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mendations with respect to applications to the Government by his 
former employer, whether for his former employer’s own individual 
interests or for the interest of its clients. 

It seems to me that continuing consideration should be given to 
this problem. And perhaps it will be possible to evolve a statute or 
a regulation which will maintain all Government civil servants above 
reproach or appearance of suspicion. 


SMALL LOANS AND CREDIT INSURANCE TIE-IN SALES 


These matters were not handled by the subcommittee as a whole, 
and, therefore, I make no comment. 


ADMINISTERED’ PRICES 


Although there is serious question as to what is meant by adminis- 
tered prices, and although most administered prices are clearly un- 
obje .etionable, there appears to be little doubt that, in the highly con- 
centrated industries such as steel and automobiles, prices in the past 
continued to rise and appeared to fluctuate very little. 

The subcommittee is giving continuing study to the problem of 
rising prices in the highly concentrated industries. The questions are 
whether there is a remedy, whether that remedy is a statutory one, 
and, if so, what can be done without causing more damage to others 
than it does good. 

MISCELLANEOUS 


It has been heartening to hear.from. citizens in my own State and 
throughout the country about their interest in enforcement of the 
antitrust laws. The subcommittee is always pleased to receive these 
communications and does its best to see that they are given prompt 
and effective consideration. 

PLANS 


The Antitrust Subcommittee must remain alert and watchful for 
monopolistic tendencies, especially those hartful to the small-business 
man. Among the industries which shout be continuously studied 
are the oil and gas industries, at home and abroad. How are our anti- 
trust statutes “affecting American companies (including petroleum 
corporations) abroad? What is the effect of foreign cartellization on 
United States export and import.trade? And is cartellization sur- 
reptitiously being imported into our own country—which historically 
has prospered on highly competitive enterprise? 


ALEXANDER WILEY. 
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Mr. Murray, from the Committee on Interior and Insular Affairs, 
submitted the following 


REPORT 


[To accompany 8, 602] 


The Committee on Interior and Insular Affairs, to whom was 
referred the bill (S. 602) to provide for the acquisition of additional 
land to be used in connection with the Cowpens National Battleground 
site, having considered the same, report favorably thereon and 
recommend that the bill, as amended, do pass. 

The amendment is as follows: 

On page 1, delete lines 8, 9, 10, and 11, and on page 2 delete lines 
1, 2, and 3 and insert in lieu thereof the following: 


ground, the Secretary of the Interior is authorized, in his 
discretion, to accept, on behalf of the United States, dona- 
tions of land not to exceed one acre, situated adjacent to and 
between the present battlefield site and relocated Highway 11. 


PURPOSE OF THE LEGISLATION 


The Cowpens National Battlefield site, South Carolina, situated 
on a l-acre tract, was formerly bordered by Highway 11. That high- 
way was recently relocated and, as a result, a small parcel of land 
was left situated between the battleground site and the relocated 
segment of Highway 11. 

A chapter of the Daughters of the American Revolution has 
acquired a portion of the tract for donation to the National Park 
Service for use as a parking lot. The Park Service considers the 
tract to be useful as a means of protecting the integrity of the battle- 
field boundary but other plans have been formulated to construct a 
much-needed parking lot on property already owned by the Govern- 
ment. 


20006 
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LAND FOR COWPENS NATIONAL BATTLEGROUND SITE 


The enactment of the bill, as amended, would authorize the accept- 
ance of the property to be donated but would permit its acceptance 
free of the requirement that it be used ultimately as a parking lot. 

‘ favorable report of the Department of the Interior is set forth 
elow. 


Unrrep Srates DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., August 12, 1957. 
Hon. James E. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
United States Senaie, Washington, D. C. 

Dear Senator Murray: Your committee has requested a report 
on S. 602, a bill to provide for the acquisition of additional land to be 
used in connection with the Cowpens National Battleground site. 

i‘ We recommend enactment of S. 602, if it is amended as suggested 
erein. 

The proposed legislation would authorize and direct the Secretary 
of the Interior to accept, on behalf of the United States, donations of 
not more than 5 acres of land adjacent to the Cowpens National 
Battlefield site, South Carolina, for use as a parking lot. 

The present battlefield site, established pursuant to the act of 
March 4, 1929 (45 Stat. 1558), is limited to not more than 1 acre of 
land. Until recently, this acreage limitation did not interfere with 
the responsibilities of the National Park Service to insure interpreta- 
tion and protection of the site. Highway 11, which formed the 
eastern boundary of the battlefield site, has been relocated. As a 
result, a small parcel of land, formerly a portion of the right-of-way 
of Highway 11, was left situated between the park and the relocated 
segment of Highway 11. 

e understand that the Daniel Morgan Chapter of the Daughters 
of the American Revolution, Gaffney, S. C., has acquired a portion of 
this parcel with the intent that it would be donated eventually to the 
United States for addition to the battlefield site. If this tract, 
amounting to less than 1 acre, is donated to the United States, we 
suggest it be accepted solely as a protective measure and not as a 
parking area. Its location immediately adjacent to the much- 
traveled relocated Highway 11, and the resultant safety hazards, 
preclude the practicability of its use for that purpose. 

The National Park Service has formulated a plan for the develop- 
ment of a parking area at the battlefield site that will accommodate 
17 cars. This plan also contemplates the construction of gravel walks 
extending from the parking area to and around the monument. We 
feel these facilities will be adequate, and they can be accomplished 
within that area which constitutes the battlefield site. ‘The mission 
66 program provides for the construction of the proposed parking 
area and related facilities during fiscal 1958. 

Therefore, we suggest that S. 602 be amended by deleting lines 8, 
9, 10, and 11 on page 1, and lines 1, 2, and 3 on page 2, and that the 
following be substituted therefor: “ground, the Secretary of the In- 
terior is authorized, in his discretion, to accept, on behalf of the United 
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States, donations of land not to exceed one acre, situated adjacent 
to and between the present battlefield site and relocated Highway 11.” 
The Bureau of the Budget has advised us that there is no objection 
to the submission of this report. 
Sincerely yours, 


Roger C. Ernst, 
Assistant Secretary of the Interior. 


O 
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Unirep Srates SENATE, 
CoMMITTEE ON THE JUDICIARY, 
SUBCOMMITTEE ON TRADING WirH THE Enemy Act, 
Washington, D. C., January 9, 1958, 
Hon. James O. EastLanp, 
Chairman, Committee on the Judiciary, 
United States Senate, Washington, D. C. 


Dear CuHarrMan: I beg leave to submit the attached report pur- 
suant to the requirements of Senate Resolution 50, agreed to on 
January 30, 1957. Senate Resolution 50 was a continuation and en- 
largement of Senate Resolution 245 of the 82d Congress and resolutions 
of intervening sessions of the Congress authorizing a subcommittee to 
examine and review the administration of the Trading With the Enemy 
Act, as amended. Senate Resolution 50 embraced a review of the 
administration of the War Claims Act of 1948, as amended. 

<xtensive hearings were held on bills pending before the subcom- 
mittee on April 4, 5, and 6, 1957, and also the proposals submitted 
at those hearings for amendments to the Trading With the Enemy 
Act by representatives of several of the executive agencies, though no 
bill embracing the proposals was before the subcommittee. For the 
reasons set forth in the report, no bill was reported out of the sub- 
committee for the consideration of the full committee. 

It is my personal opinion from the hearings and the several confer- 
ences with representatives of the executive agencies following the hear- 
ings that a solution of the problems affecting the administration of 
alien property is nearer at hand than at any time since the Judiciary 
Committee began its consideration of the problems under Senate 
Resolution 245 of the 82d Congress in 1952. The reasons for my con- 
clusion are set forth in the accompanying report. 

Sincerely, 
Ourn D. Jounston, Chairman, 
mr 
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Mr. Jounston of South Carolina, from the Committee on the Judi- 
ciary, submitted the following 


REPORT 


[Pursuant to 8, Res. 50, 85th Cong., 1st sess., as extended] 


PRELIMINARY 


Senate Resolution 50,! agreed to on January 30, 1957, authorized 
the Senate Committee on the Judiciary, or a subcommittee thereof, 
under sections 134 (a) and 136 of the Legislative Reorganization Act 
of 1946, as amended, and in accordance with its jurisdiction specified 
by rule XXV of the Standing Rules of the Senate— 


to conduct a further examination and review of the adminis- 
tration of the Trading With the Enemy Act, as amended, 
and the War Claims Act of 1948, as amended, and to consider 
bills affecting said Acts. 


Pursuant to the authority granted, the Subcommittee on Tradin 
With the Enemy Act has made the examinations and reviews eaied 
and has considered at public hearings held on April 4, 5, and 6, 1957, 
the bills affecting the Trading With the Enemy Act, as amended, and 
the War Claims Act of 1948, as amended. 


FINANCIAL STATEMENT, Orrice oF ALIEN PROPERTY 


The financial statement of the Office of Alien Property with refer- 
ence to German and Japanese vested properties as of December 31, 
1956, is as follows: 

1 On January 29, 1958, by an order of the Senate, the time for filing reports with the Senate was extended 


from January 31, 1958, to February 21, 1958. On February 21, 1958, by a further order of the Senate the time 
was extended to March 17, 1958. 
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Description German Japanese ‘Total 
Estimated value of vested assets. ..........-.-...-...---..--- $541, 450,000 | $54,000,000 | $595, 450, 000 
(a) Estimated value of unliquidated assets...............-| 1 $150,450,000 
Teen ni i ind Renata eaninnaine 445,000,000 
595,450,000 
rs i a cadnethentandednentnpabbenisanwhelokepcemenetnd 1, 933, 000 
de aed ln cecal edbakeeseregecstaeieniaagianatdaumiotenseat 597, 383, 000 
Paid out (actual): 
I Siete SF ee i tu cecticiunnaoaen 225,000,000 225, 000, 000 
Returned or paid to clz sk Lsccntheecs 39, 813, 000 5, 612, 000 45, 425, 000 
Expended for administrative costs: 
(eo) Administrative expenses..........................- 43, 538, 000 | 5, 000, 000 48, 538, 000 
(b) Direct expenses (taxes, etc.) -_.........----- sumwead 8, 200, 000 875, 000 9, 075, 000 
Property transferred per intercustodial agreements-- bie ET Tide bdiancalen 6, 875, 000 
INR n...< ind neta eeeniocoekeacieewess oe eeand Aiivvciasonas | Sebinathsdeieosode | 334, 913, 000 
SS EA Ee eo See ee ee 262, 470, 000 
Reserves: 
I Sietiok i ..| 2120, 170, 000 830, 000 
I a i i «cn sect 30,000,000 
cia cases beaaniieneptomisie 3,000,000 
TO ac a a ee Eww en nance ‘ 154, 000, 000 
| | - 
Estimated balance of “‘free’’ vested assets.........-- |------------- | pacseownnsamiannanl 108, 470, 000 
1 Vested interests in business enterprises (book value as of June 30, 1956): 
Genera! Aniline & Film Corp-.---- halen ck ites iar rte td do sin 
9 other active enterprises _- DN ES Sle ee rep ak 17, 600, 000 
46 dormant enterprises in various stages of liquidation. bbb snamidinwnbdteasee LWdcinientiies 4, 400, 000 
I a a Ped ninthicveeaie 122, 000, 000 
Miscellaneous securities (market value as of Dec. 31, 1956)..........-....---.-.--- Sais 6, 000, 000 
Real estate (market value as of June 30, 1956). . ..._.............-.-.-......--.-...--.-- 2, 000, 000 
Personal property (appraised value as of Dec. 31, 1956) _-__- és 450, 000 
Vested interests in estates and trusts (values plagec d on interests by ‘OAP when interests 
A eng acetone adaindedahenwetednscdineentdabhioecesheodswoctn .... 20,000,000 
i acti nekiiirhindeidets oaagpirdian sshapeein steer ponubnieascetan ohacinademaminsamiibiplanin 150, 450, 000 
2 magpeeat 100 percent reserve for assets involved in litigation: 
Jnliquidated assets: 
Vested interest in General Aniline & Film Corp-..---.-.....-..-----------.-------- $100, 000, 000 
Vested interests in other active enterprises_-..........-...-----------..- obieneioe ‘ 4, 025, 000 
Miscellaneous securities._......-.....-- dinieteees . utd audios és a 933, 000 
ee ee endnote en Peck ebisrcdesrncasssasdcanedcctcsess Sdee 1, 065, 000 
106, 023, 000 
AAA AA RR Ck ke ee ek, be ak a wbbbdbdnwede cian ducdcaee 14, 147, 000 
i CA itindccnkirenadninnund pe tiviineincomtNusa td bisltiucébeuesuhddlis 120, 170, 000 


SoctaL SEcuRITY AND OrHEeR Accounts VESTED 


Vesting action was taken with regard to social-security benefits 
of enemy nationals accrued prior to January 1, 1947. This cutoff 
date was used in accordance with the policy of General License No. 94 
issued by Foreign Funds Control, Treasury Department, permitting 
transactions in and the acquisition of property in this country by 
German and Japanese nationals beginning January 1, 1947. 

Vesting orders were originally issued with regard to social-security 
benefits of 173 enemy nationals. These orders were issued on the 
basis of information furnished by the Social Security Administration. 
Information obtained subsequent to vesting resulted in writing off 
certain of the vested items involving approximately 40 individuals. 
The amount received by the Office of Alien Property in respect to 
the approximately 130 remaining individuals was $73,511.41. 

The Alien Property Custodian vested the assets of enemy aliens 
interned in the United States and who returned to Japan or Germany 
during World War IJ. The amount of such vestings are unknown 
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to the committee because no separate records covering same are 
available in the Office of Alien Property. The amount could be 
ascertained, however, by a lengthy and painstaking search of thousands 
of files in the Office of Alien Property. 


Dest ANp TitLte Ciamms PROGRAM 


There have been approximately 47,000 debt claims and 19,000 title 
claims filed in the Office of Alien Property as of June 30, 1956. Dispo- 
sition of these claims has been expedited. At the start of the 1956 
fiscal year, there were pending 34,029 claims, of which 10,000 were 
title claims and 23,989 were debt claims. 

Public Law 626, approved August 23, 1954 (68 Stat. 768), author- 
izes the President to designate one or more organizations as successors 
in interest to deceased persons who, if alive, would be eligible under the 
persecutee provisos of section 32 (a) (2) (C) or (D) of the Trading 
With the Enemy Act, as amended. On January 13, 1955, the Presi- 
dent designated the Jewish Restitution Successor Organization 
(JRSO) as successor in interest for this purpose. On August 24, 1955, 
when the time for filing these claims expired, approximately 11,000 
JRSO claims had been filed. About 4,000 of these claims have been 
withdrawn or closed, leaving a little more than 2,000 now pending. 
The Office of Alien Property has conducted considerable investiga- 
tions and analyses with respect to these claims in an effort to deter- 
mine the extent of the problems involved. The maximum amount of 
heirless assets appears to be only about $500,000. The Office of 
Alien Property has stated that the amount ultimately allowable may 
be substantially below that figure. 

There are approximately 50 so-called looted security claims pending. 
The Office of Alien Property anticipates that these remaining claims 
will be processed during fiscal year 1958. 

The great bulk of the debt claims—yen claims numbering 15,795— 
are filed against the vested assets of the Sumitomo Bank and the 
Yokohama Specie Bank. It is noted that the assets of these 2 banks 
aggregate more than $18,500,000. There were extended hearings on 
a substantial group of these claims in the Los Angeles-San Francisco 
area and in Washington before one of the authorized examiners in the 
Office of Alien Property. The examiner rendered a lengthy opinion 
and found in favor of the claimants. His decision found that the pre- 
war rate of exchange value of the yen (about 4 to $1) prevailed in 
favor of the claimants. The Director of the Office of Alien Property 
reversed his examiner’s findings as they related to the rate of exchange, 
the Director finding that the postwar rate of 360 yen to $1 should be 
the rate of exchange to be conltta paying the claimants. The Attorney 
General decided not to review the Director’s reversal. 


INTERESTS IN EstaTES AND TRUSTS 


One of the resulting harsh applications of the provisions of the 
Trading With the Enemy Act has been the vesting of estates and 
trusts created by Americans in favor of alien beneficiaries. It will be 
remembered that the funds and property of those estates and trusts 
were American earned and owned and obviously paid their tax share 
of our war effort and general governmental expenses. 
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The net equity in all vested assets as of the dates of vesting aggre- 
ated $390,808,000. Approximately 23 percent of this amount is 
ound in the category “Interests in Estates and Trusts’’; about 27 
percent, or $78,851,000 of a total of $297,178,000 German-vested 
assets belonged in this category. The Japanese estate properties 
amounted to $838,000 of a total vesting of $53,131,000, or a little 
more than 1% percent of the total. 

Illustrative of such cases is that of the estate of the grandfather of 
Martin Wood of Greenwich, Conn. His grandfather, a native-born 
American citizen, who died in 1932, created a trust by his will, leaving 
life interests in his trust estate to his four children and upon the death 
of the last child the remainder in fee to be divided among his grand- 
children. One of the decedent’s daughters in the early 1900’s married 
a German. She died leaving two children in Germany. They are 
the beneficiaries of their parent’s share in the dividends from the trust 
estate. The corpus of the trust consists of American stocks, securi- 
ties, and American bonds, the earnings from which vary depending 
upon the dividends received from the stocks and securities. Though 
the amount of the corpus is known, the earnings are consequently 
unknown. However, the long arm of the vesting power of the Office 
of Alien Property has reached and reaches into the future so far as 
the two grandchildren of the decedent are concerned. Not only is 
the will of the testator being thwarted today and in the future, but 
the provisions of the Trading With the Enemy Act are penalizing this 
American because two of his grandchildren merely happen to be half 
German in blood. 

Another striking case is that of legacies due one Wolfgang Schaetz 
of Munich, Germany. He is one of the beneficiaries of a trust estate 
in California. His legacy amounts to about $2,500. Mr. Schaetz is a 
Fulbright exchange student studying at Harvard University. Here is 
the anomalous situation of a young man being denied his share of 
American money through the provisions of the Trading With the 
Enemy Act; yet, on the other hand, he is being advanced in his educa- 
tion through other programs of our Government. 

The subcommittee feels that in the light of these and other illustra- 
tions, the Congress should without delay properly resolve the problem 
of the disposition of the vested assets. 

These estate properties are commingled with other vested assets and 
classified as ‘‘enemy assets.’’ Yet, as an example of our incongruous 
statutes on this subject, under Public Law 285, approved August 9, 
1955, the private properties of Hungarians, Rumanians, and Bul- 
garians, aggregating $3,085,000 on their vesting dates, may be returned 
provided the same will not be seized by their Russian masters. The 
total amount subject to be returned to the Rumanians, Hungarians, 
and Bulgarians aggregates $1,624,000, or more than 50 percent of the 
total amount of the vestings. The peoples of these countries were our 
enemies in World War II and their countries are still under Russian 
domination. Likewise, the vested assets of the Italians—our former 
enemies—were returned in substantial amount under the Lombardo 
agreement. 

LiTIGATION PROGRAM 


To December 1, 1957, and since the vesting program began in 1942, 
the Office of Alien Property has paid debt claims and made returns of 
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properties and cash under sections 9, 32, and 34 of the Trading With 
the Enemy Act, as amended, as follows: 


Cash returned under sees. 9 BiG Os... --o. o- an ose cess cc ceccue $43, 284, 000 
Properties in kind under secs..9 and’ 92... 2... oc 32, 000, 000 
Debt claims allowed and paid under sec, 34____.._.._.---------- 2, 845, 000 

TObGKs. 6 Wii a td hee rohan ene ie tenventl densaaniilcie 78, 129, 000 


As of November 30, 1957, the following types of litigation were 
before several of the Federal and State courts: 

There were 47 section 9 (a) or title claim suits, including the 
Interhandel (General Aniline & Film Corp.) case. The estimated 
amount of money involved in these 47 cases aggregates $115 
million. 

There were 35 section 12 suits pending. These suits are for 
the purpose of enforcing collection of prior vesting orders. 

Pending as of November 30, 1957, were five debt claims suits 
filed under section 34 of the Trading With the Enemy Act, as 
amended. 

There were also 50 miscellaneous suits pending, the purpose of 
which, among other things, relate to alleged patent infringement, 
copyright matters, and certain phases of liquidation proceedings. 


GENERAL ANILINE & Fitm Corp. 


The largest single vested asset—the General Aniline & Film Corp.— 
has been in liquidation for several years. The Office of Alien Property 
contends that it was German-owned. The Interhandel (Swiss holding 
corporation) contends it is owned by neutral Swiss. 

On October 14, 1957, the Supreme Court granted certiorari to re- 
view the action of the lower courts in dismissing Interhandel’s com- 
plaint with prejudice. The case is tentatively set for argument before 
the United States Supreme Court on March 10, 1958. 

In early October 1957, the Government of Switzerland instituted a 
proceeding in the International Court of Justice at The Hague 
(World Court) against the United States of America over the Inter- 
handel case. At the same time, an application was made there by 
Switzerland to stay a threatened sale of the General Aniline stock. 
In the meantime the Supreme Court granted certiorari, so the judges 
of the International Court found it unnecessary to issue a stay order 
at that time. 

It seems clear that the Department of Justice may not sell the com- 
pany while the case is pending in the Supreme Court. 

As to the intervening group of stockholders (intervenor suits), 
in a proceeding by them for an Injunc tion to prevent a sale of General 
Aniline stock, the Alien P roperty Custodian defended upon the ground 
that he was withholding 25 percent of the stock, that the iaterest of 
the REatr en, stockholders did not exceed that amount and probably 
was nearer to 15 percent, consequently the lower courts refused the 
injunctiou upon that ground. On the same day Interhandel was 
granted certiorari, the Supreme Court denied certiorari to the inter- 
vening stockholders. 

Pending a disposition of the corporation’s case by the Supreme 
Court, in addition to not being able to sell the General Aniline stock, 
the Custodian is likewise prevented from effecting an announced and 


8S. Rept. 1347, 85-2———-2 
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intended recapitalization of the General Aniline & Film Corp. stock 
structure. 
LIQUIDATION 


The vested assets yet to be liquidated, in addition to the vested 
stock in General Aniline & Film Corp. having an estimated value of 
$100 million, amount to an estimated sum of $19,500,000. 

In July 1957, the Office of Alien Property completed the sale of the 
vested shares of Hugo Stinnes Corp. for an amount in excess of $19 
million. 

The Attorney General now holds substantial interest in only seven 
active business enterprises. Preparations are now being made for 
the sale of the vested interests in Karl Lieberknecht, Inc. (63 percent 
interest) and Spur Distributing Co., Inc. (55 percent interest). The 
Office of Alien. Property expects to liquidate the remaining assets 
without undue delay. 


Bupecer Estimates AND PERSONNEL REQUIREMENTS 
OFFICE OF ALIEN PROPERTY 


The Office of Alien Property expended for the necessary adminis- 
trative services of the program it administers in fiscal year 1957, $3 
million; in fiscal year 1958 an estimated $2,935,000; and for fiscal 
year 1959 the budget estimate is $2,500,000, of which in excess of $2 
million is for personal services. ‘These sums are derived from the 
vested assets. 

For the period 1942 through fiscal year 1958 the Office of Alien 


Property has expended for its administrative costs approximately 
$52 million out of the proceeds of the vesting program. 

The average number of employees in the Office of Alien Property 
in fiscal year 1957 was 365; in fiscal year 1958 the estimate is 359; 
and the estimated number for fiscal year 1959 is 304. In the budget 
estimate for 1959, 93 of the 304 employees are classified as attorneys. 


Ciams PROGRAM 
FOREIGN CLAIMS SETTLEMENT COMMISSION 


The Foreign Claims Settlement Commission of the United States 
was created by Reorganization Plan No. 1 of 1954 (68 Stat. 1279). 
It became effective July 1, 1954. It combined the functions of the 
former War Claims Commission and the former International Claims 
Commission of the United States. Both were abolished under the 
terms of the plan. The membership of the Commission is composed 
of former War Claims Commissioners Hon. Whitney Géillilland 
(Chairman) and Hon. Pearl Carter Pace, and former International 
Claims Commissioner Hon. Henry J. Clay. 

The War Claims Act of 1948, as amended (62 Stat. 1240), author- 
ized the former War Claims Commission to provide compensation for 
the payment of three types of claims: namely, (a) claims of civilian 
American citizens captured and interned by the Japanese in the 
Philippines, Guam, Wake, and Midway Islands; (6) members of the 
Avnige Forces of the United States captured and held as prisoners of 
war by enemy forces during World War II; (c) claims by religious 
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organizations or their personnel in the Philippines for relief furnished 
to Americans and for the physical damage to their educational, 
medical, and welfare buildings or facilities; and (d) claims based upon 
the sequestration of American-owned bank accounts or other credit 
in the Philippines. 

The work of the War Claims Commission was well advanced on 
July 1, 1954, when its functions were transferred to the Foreign Claims 
Settlement Commission by Reorganization Plan No. 1. The new 
Commission carried on to completion within the periods prescribed 
by law all claims programs authorized under the act, except the latest 
addition to these programs provided for in Public Law 997, 84th 
Congress, approved August 6, 1956. This law authorized payment 
of certain additional claims of religious organizations in the Philip- 
pines approximating $10 million. Public Law 997 requires the com- 
pletion of this program not later than February 6, 1958. <A statistical 
summary of the Commission’s operations under the act is presented in 
the following table: 


Cumulative, June 30, 1957 


Type of claim 


Number Amount 


Publie Law 896 (War Claims Act of 1948, as amended, 62 Stat. 1240, approved 
July 3, 1948): 
(i) Civilian American internees__- Gn cekvedeaivedstnbeau 9, 260 $13, 679, 329 
(2) Prisoners of war (American and Filtpino).... sncaltbchicele 179, 376 49, 897, 860 
(3) Religious organizations and personnel_...............-.-------..------- 62 2, 857, 899 


Subtotal_....:..--- 188, 698 66, 435, 088 
Public Laws 303 and 359 (66 Stat. 47, approved Apr. 9, 1952; 68 Stat. 97, approved 
May 13, 1954): 
(1) Prisoners of war (American and Filipino) 176, 479 73, 404, 226 
(2) Religious organizations and personnel...._.............-...------------ 60 17, 238, 596 


SIU 8 Tack ce csp darcere Mbp prec ep sagcen gp asih bean chaubecugnenn 176, 539 90, 642, 822 


Public Law 612 (68 Stat. 759, approved Aug. 2), 1954): 
(1) Korean prisoners of war 9, 450 8, 878, 046 
(2) Civilian internees, Korea. -. . 10 16, 774 


Subtotal 9, 460 8, 894, 840 


Public Law 744 (68 Stat. 1033, approved Aug. 31, ae 
(1) Merchant seamen 170 327, 732 
(2) Sequestered accounts. - - 3, 167 10, 570, 917 
(3) Civilian. 2, 222 4, 080, 525 
(4) Allied prisoners | of war... 206 335, 836 


Subtotal............. a sth bo hhé dhb inttt> atthe baitna tind eainibatinodty 5, 7 15, 315, 010 
Public Law 997 (68 Stat. 1033, approved Aug. 6, 1956): 
(1) Religious organizations and personnel ‘ 4 3, 187, 005 


Subtotal 4 3, 187, 005 
Grand total 380, 466 184, 474, 765 


The War Claims Act of 1948 was activated and began its operations 
on September 14, 1949. The War Claims Commission created by the 
aforementioned act and its successor, the Foreign Claims Settlement 
Commission, have expended the sum of $5,142,741.65 for administra- 
tive costs up to December 31, 1957, or an average yearly expenditure 
in excess of $600,000. 
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An analysis of the $225 million of vested assets funds transferred to 
the War Claims Fund, together with the withdrawals and allocations 
therefrom, as of December 31, 1957, is as follows: 


Total deposits to the war-claims fund!___.............------ $225, 000, 000. 00 
Withdrawals: 
Payment of claims, BEC_-..-.--.---- $23, 410. 954. 18 
Payment of claims, FCSC._--.------- 1178, 081, 190. 00 
Administrative expenses, BEC _---_-_-__- 711, 223. 52 
Administrative expenses, FCSC_---___-_ 5, 142, 741. 65 
Repayment of loans, State Department- 50, 550. 08 
BEC future payments__-....._...._-- 17, 500, 000. 00 
GAO certificate of settlement -_-_--__-_-_- 69. 50 
TN ee at 224, 896, 728. 93 
Redeposits to the fund (eredit)_____.____-~- 6, 729. 28 
nl ren ic iS ices 5, eras od wen or i ate mp 224, 889, 999. 65 
Soa ea nol owe om on noemacn= 110, 000. 35 


1 $178,081,190 has been transferred from ‘‘War claims fund’’ to the ‘Payment of claims account” and as of 
Dec. 31, 1957, there was an unobligated balance in this account of $123,652.71. 


The anticipated transactions of the Foreign Claims Settlement 
Commission which require an additional transfer of $5 million are as 
follows: 


Transfer from Office of Alien Property__.........-.---_----- + $5, 000, 000. 00 
Administrative expenses, FCSC, 1959 fiscal year_- $85, 000 
Transfer to “Payment of claims,’ FCSC, 1958 

NN. «gu kMei gs dew. Leu oe kk eee ek 4, 205, 936 


— 4, 290, 936. 00 


Sa icenechanoiadald ins eaniweralangamanpenaie ators ceri 819, 064, 35 
All payments authorized by the War Claims Act were required to be 
made from the War Claims Fund which was created in the Treasury 
of the United States by section 13 of the War Claims Act. This fund 
consisted of all sums covered into the Treasury pursuant to section 39 
of the Trading With the Enemy Act, as amended. Section 39 of 
that act, in turn, was added as section 12 to the War Claims Act of 
1948, asamended. Section 39 requires that the net proceeds remain- 
ing upon the completion of the liquidation of any vested German or 
Japanese asset shall be covered into the Treasury and not returned to 
the former owners thereof. As of June 30, 1957, the Commission’s 
last reporting date, a total of $225 million had been placed in the War 
Claims Fund pursuant to the requirements of section 13 of the War 
Claims Act of 1948, as amended. Of this amount, approximately 
75 percent was derived from the liquidation of vested German assets. 
Nevertheless, more than 75 percent of the fund was expended or 
committed for the payment of claims arising out of Japanese military 
action in the Pacific theater. Upon the completion of the current 
religious-claims program this percentage will approximate 80 percent. 
As of November 30, 1956, for example, $51,776,593 had been expended 
in the payment of prisoner-of-war claims in the European theater; 
$119.886,009 had been expended as of November 30, 1956, in the 
payment of claims by civilian internees, prisoners of war, religious 
organizations, and for bank accounts sequestered in the Philippines, 
all resulting from Japanese military action. 
At the present time funds available in the War Claims Fund for 
the payment of claims authorized by the act are exhausted. This 
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means that no funds are available at the present time for the pay- 
ment of remaining awards to be made pursuant to the recently 
enacted amendments to the act (Public Law 997) with respect to addi- 
tional claims by religious organizations or their personnel. Congres- 
sional authorization for the release of such funds has been requested. 

The Commission as of December 20, 1957, had 95 employees; 31 of 
these employees were classified as attorneys. 

The following data reflects the overall status of claims of religious 
organizations in the Philippines authorized under section 7 (h) of the 
War Claims Act of 1948, supplemented by Public Law 997, 84th 
Congress, approved August 6, 1956: 


Proposed decisions approved by FCSC as of Nov. 26, 1957____- $8, 179, 633. 34 
To be considered next Commission meeting. ..............--.- 48, 048. 91 
Total proposed decisions... ..- .........-.-5-seccenses 8, 227, 682. 25 
Final decisions approved by FCSC as of Nov. 26, 1957____._--- 4, 576, 290. 18 
Balance to be paid on final decisions__............----- 3, 651, 392. 07 
Minus award on claim No. RH-111 !._----.---.--.-------_-_-- 931, 921. 12 
Balanne to he paid... cts Sabi he net 2, 719, 470. 95 
Balance in ‘‘Payment of claims account’’____........---.----- 1, 067, 927. 17 
Minus award on claim No. RH-111 !..-2-2 22 931, 921. 12 
Reserve for administrative contingencies, fiscal year 1958_ 136, 006. 05 


' RH-111 means proposed decisions on awards, 
HEARINGS AND BILLs 


After due notice, the subcommittee held extensive hearings on 
April 4, 5, and 6, 1957, on all the bills then pending before the sub- 
committee. The Senate had no bill introduced which represented the 
administration’s proposals. The proposals of the administration as 
reflected in H. R. 6888 were testified to by witnesses appearing for 
the State and Justice Departments and by representatives of the 
Foreign Claims Settlement Commission to which the responsibility 
for making the draft was delegated. 

Ninety-eight witnesses appeared in person or submitted written 
statements in lieu of a personal appearance at the hearings. Sixty- 
three exhibits, communications, and additional statements were di 
mitted and included in the record of the hearings which totaled 702 

ages. 

F Several Members of Congress testified on various phases of the 
pending bills. 

The bills, besides the proposal from the administration, were S. 411, 
S. 600, S. 727, and S. 1302. A brief summary of the purposes of each 
bill is as follows: 

S. 411 was introduced on January 9, 1957, by Senator Bible. This 
bill broadens the provisions of the Trading With the Enemy Act so 
as to permit the return of vested property to individuals having former 
enemy citizenship who have become citizens since the vesting of their 
property. 

S. 600 was introduced by Senator Johnston on January 14, 1957. 
This proposal adds an additional title to the War Claims thet of 1948. 
It authorizes the Foreign Claims Settlement Commission to receive, 
determine the validity of, and make payments to American civilians 
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who have suffered property damage losses in certain European and 
Pacific areas. It also includes within such jurisdiction the civilians 
who were killed or injured as a result of military action by Germany. 
It directs the return to neutrals and to the former German and Jap- 
anese owners of all the private property seized by the United States 
during and after the last war. The bill creates a fund to be known 
as the Japanese and German Claims Fund and directs the Treasury 
to cover in the fund certain receipts representing repayments for 
economic assistance. 

S. 727 was introduced by Senator Smathers on January 17, 1957, 
and is cited as the Veterans’ Children Scholarship Act. This measure 
makes available to the Secretary of the Treasury for investment in 
interest-bearing securities of the United States funds obtained under 
the provisions of the Trading With the Enemy Act. It provides for 
the use of the interest for scientific scholarships for children of vet- 
erans of World War I, World War II, and the Korean conflict under 
the direction of the National Science Foundation. Provision is made 
that all interest from such funds be paid into a fund which shall be 
established as the Veterans’ Children Scholarship Fund. 

S. 1302 was introduced by Senator Young on February 20, 1957. 
This measure provides for the return, as a matter of grace, of vested 
assets other than patent interests, now held by the Alien Property 
Custodian to natural persons who have not as of January 1, 1955, or 
any time thereafter maintained their principal dwelling behind the 
Iron Curtain. It permits the return to a person who has escaped or 
will hereafter escape from the Communist-dominated countries and 
can prove to the satisfaction of the Attorney General that he is a bona 
fide opponent of and a refugee from communism. 

In addition to the foregoing bills, on which hearings were held, two 
bills were introduced following the dates of the hearings. These 
bills are: 

S. 2149, introduced on May 23, 1957, by Senator Lyndon B. Johnson 
(for Senator Hennings), and termed the Older Persons Community 
Center Act. It authorizes that grants be made available from funds 
obtained under the Trading With the Enemy Act to assist States and 
local communities to provide facilities for older persons, including 
the surviving parents of veterans of World War II and the Korean 
war. 

S. 2737, introduced on August 8, 1957, by Senator Smathers, and 
termed the Veterans’ Scholarship Act. It sets up a fund to be known 
as the American War Damage Claims Fund, into which $100 million 
shall be made available by the Secretary of the Treasury to be paid 
out of funds resulting from property confiscated in 1941 under the 
terms of the Trading With the Enemy Act. Such money is to be 
invested in interest-bearing securities, and the interest used to establish 
scholarships through the National Science Foundation. This bill also 
amends the War Claims Act by authorizing the Foreign Claims 
Settlement Commission to receive and determine the validity and 
amount of claims of United States citizens for physical loss or property 
damage resulting from German or Japanese aggression. 

The staff of the subcommittee has been studying and appraising 
the testimony in the record and has made recommendations to the 
chairman. ‘hese recommendations have not been acted upon by the 
subcommittee because of the discussions which have taken place 
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between members of the executive departments, the Chancellor of 
Germany, and the Prime Minister of Japan. These discussions have 
concerned returns of vested properties to their former owners, which 
will require important revisions of the Trading With the Enemy Act, 
as amended. 

On July 31, 1957, the White House issued the following news release: 


For some time the administration has been deeply 
concerned over the unresolved problems relating to the 
vesting, the liquidation and the disposition of enemy assets 
seized as a result of World War II. 

The problem of German vested assets and of the claims of 
American nationals against Germany arising out of World 
War II have been a long standing source of controversy. 
An increase since June of 1955 in the amount of funds 
available, and which it is expected will be realized from the 
liquidation of vested assets, should facilitate an equitable and 
final solution of these problems. Consequently, in order to 
reflect the historic American policy of maintaining the 
sanctity of private property even in war time, the adminis- 
tration intends as a matter of priority to submit to the 
Congress, early in the coming session, a supplementary plan. 
It is contemplated that this plan would provide for the pay- 
ment in full of all legitimate war claims of Americans against 
Germany and would permit, as an act of grace, an equitable 
monetary return to former owners of vested assets. Subject 
to the applicable provisions of law, the present program of 
liquidating vested assets will be completed at the earliest 
possible time. 

It is hoped that it will also be possible to work out a final 
solution of the Japanese vested assets problem for presenta- 
tion to the next session of Congress. 


Later during the same day the chairman issued a supporting news 
release as follows: 


Senator Olin D. Johnston (Democrat, South Carolina), 
chairman of the Judiciary Subcommittee on the Return of 
Vested Assets, conferred yesterday with representatives of 
the Department of State. The Department’s representa- 
tives expressed the latest views of the administration on the 
subject of the return of vested assets and the payment of 
American war damage claims. 

Senator Johnston stated: ‘‘My views with respect to the 
return of privately owned properties of our former enemies— 
now our stanchest friends—are well known. The change 
in the attitude of the executive departments for a more 
adequate return of these properties, coupled with the pay- 
ment of American war-damage claims is most welcomed. I 
will cooperate as chairman of the subcommittee to the 
fullest extent with the other agencies of the Government 
charged with the responsibility of making more equitable 
returns which will be consistent with our historic American 
policy in the maintenance of the sanctity of private property 
seized in war time.” 
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The Senator further declared: “I have been in favor of 
full return for many years. This return will not embrace 
the properties of the former Governments of Germany and 
Japan, but will relate exclusively to privately owned proper- 
ties. This has been the subject matter of several bills which 
I have introduced in this and the preceding Congress.” 

Senator Johnston further said that he could not make his 
statement too emphatic for an immediate return since 
present world conditions demand the same. 


Following these public announcements of proposed changes in 
policy, the chairman of the subcommittee held a preliminary confer- 
ence with officials of the Department of State in an effort to reconcile 
the expressed change in policy with pending or contemplated proposals 
to provide for a disposition of the vested assets and the payment of 
American war-damage claims. Subsequent discussions have been held 
by the subcommittee counsel and personnel of the executive depart- 
ments concerned with the program. The conferences may be con- 
tinued briefly in an endeavor to reconcile the remaining points of 
difference between the executive departments and the positive posi- 
tions heretofore taken by the Committee on the Judiciary on 8S. 3423 
(83d Cong.) and S. 4205 (84th Cong.). 


CONCLUSION 


The committee believes, as was noted during the hearings by the 
representative from the Department of State, that enactment of re- 
turn legislation would be helpful in strengthening the ties between this 
country and the Federal Republic of Germany and Japan and would be 
in the interest of our foreign relations. 

Furthermore, by continuing to hold the private property of former 
enemy nationals we are establishing a precedent that could very well 
act as a boomerang to our American investors in foreign countries. 

The committee recommends the enactment of appropriate legisla- 
tion which will reflect the historic American policy of maintaining the 
sanctity of private property even in wartime, and permit an equitable 
monetary return to the former owners of vested assets. Coupled with 
such legislation, the Congress should make provision for the payment 
of all proper American war damage claims, not otherwise provided 
for by law. 


STATEMENT OF SENATOR JOSEPH C. O’MAHONEY 


I regret that I am unable to concur with the other members of the 
subcommittee in the conclusions and recommendations contained 
in this report. On problems of such complexity, however, I prefer to 
express my Own conclusions at such time as specific and detailed 
proposals are laid before the subcommittee for consideration and 
action. 

JosEPpH C, O’MAHONEY. 


13 


O 








Calendar No. 1369 


85TH CoNGRESS SENATE Report 
2d Session No. 1348 


WASHINGTON STATE SEVENTH INTERNATIONAL TRADE 
FAIR 


Marcu 6, 1958.—Ordered to be printed 


Mr. Byrp, from the Committee on Finance, submitted the following 
REPORT 
[To accompany H. J. Res. 439] 


The Committee on Finance, to whom was referred the joint resolu- 
tion (H. J. Res. 439) to permit articles imported from foreign countries 


for the purpose of exhibition at the Washington State Seventh Inter- 
national Trade Fair, Seattle, Wash., to be admitted without payment 
of tariff, and for other purposes having considered the same, report 
favorably thereon without amendment and recommend that the 
joint resolution do pass. 

By virtue of this act, the Committee on Finance accepts the report 
of the Committee on Ways and Means, which is as follows: 


PURPOSE 


The purpose of House Joint Resolution 439 is to permit 
the entry, free of duty, of articles imported for exhibition at 
the Washington State Seventh International Trade Fair 
to be held at Seattle, Wash. 


GENERAL STATEMENT 


This joint resolution follows the pattern of previous legis- 
lation enacted by the Congress in connection with various 
international exhibitions, expositions, and fairs held in the 
United States, including that of Public Law 85-22, 85th 
Congress, which provided for the entry, free of duty, of 
articles for the purpose of exhibition, at the Washington 
State Sixth International Trade Fair, Seattle, Wash. 

It has long been the policy of Congress to facilitate par- 
ticipation of foreign countries in international expositions 
held in the United States by permitting articles intended for 
display at these expositions to be entered free of import 
20006 
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duties and charges under safeguarding regulations of the 
Secretary of the Treasury. 

The Washington State Seventh International Trade Fair 
is to be held at Seattle, Wash., from April 11 to April 20, 
1958, inclusive, by the International Trade Fair, Inc. This 
corporation, in the interest of greater international collabora- 
tion in the interchange of newly developed products, will 
assemble a number of products from the Far East for the 
purpose of educating the American people concerning these 
items. 

The joint resolution provides that the imported articles 
shall not be subject to marking requirements of the general 
tariff laws, except when such articles are withdrawn for con- 
sumption or use in the United States. Articles so admitted 
may be lawfully sold at any time during or within 3 months 
after the close of the trade fair, subject to such regulations 
for the security of the revenue and for the collection of 
import duties as the Secretary of the Treasury shall prescribe. 

Your committee is unanimous in urging the enactment of 
this legislation. 0 
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Marcu 6, 1958.—Ordered to be printed 


Mr. SparKMAN, from the Committee on Banking and Currency, 
submitted the following 


REPORT 


[To accompany 8. 3418] 


The Committee on Banking and Currency, haying considered the 
same, report favorably a committee bill (S. 3418) to stimulate resi- 
dential construction and recommend that the bill do pass. 


INTRODUCTION 


The Committee on Banking anc Currency has held hearings on, 
and considered in executive session, the following bills: 8. 2995, 8. 
3258, S. 3336, and S. 3373. After this consideration an original bill 
was drafted by the committee and is herewith reported. 

The bill, as reported, is designed to encourage and expedite the con- 
struction and financing of a substantial number of new housing units. 
Primary emphasis has been placed on expanding and amending exist- 
ing programs which can best provide inahilliens economic relief. 
Reduced FHA downpayments, additional direct VA loan funds, addi- 
tional authorization for purchase of VA and FHA mortgages by the 
FNMA, revisions of interest rates on the VA and the military housing 
programs, and removal of discount controls should accomplish this 
desirable objective. 


GENERAL STATEMENT 
ECONOMIC CONDITIONS REQUIRE PROMPT FEDERAL ACTION 


It has now become apparent that the national economy has been 
declining for the last 6 to 8 months and that at present the decline has 
reached serious proportions. Despite earlier forecasts that the present 
recession would be mild in nature and brief in duration, the decline 
has continued, as reflected by the gross national product which has 
dropped from an annual rate of $440 billion to $432.6 billion during 
the last quarter of 1957, the index of industrial production which has 


1 
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slipped from 245 in August of 1957 to 133 in January of 1958, and 
unemployment levels which stood at almost 5 million as of the end of 
February. On February 12, the President stated that March “should 
mark the beginning of the end of the downturn.” However, on 
February 26, the President stated that present economic trends were 
more serious by stating, “It will take some time to stop the reces- 
sion * * *. We hope that by mid-year (the situation will be) much 
better.”’ 

There is considerable difference of opinion as to the exact causes 
contributing to the decline and what the economic trends for the 
coming months may be. But as stated by the Joint Economic Com- 
mittee of the Congress in its 1958 report on the Economic Report of 
the President— 


Public policies should contribute to halting the decline, to 
setting in motion forces for renewed and vigorous economic 
growth, and to producing the revenues needed to discharge 
our national responsibilities. Such policies must be of 
primary concern to the Federal Government. 


Continuing layoffs in key industries during recent months indicate 
that unemployment may become an increasingly serious problem. 
On February 28, the Labor Department reported that unemployment 
among workers covered by the unemployment compensation system 
rose to 7.5 percent of the 42 million workers so covered. This figure 
may be compared with the previous record of 7.3 percent of a smaller 
total in January 1950. 

In its report on the January 1958 Economic Report of the President, 
the Joint Economic Committee pointed out that the conflict between 
the free world and Communist-bloc nations imposed a responsibility 
upon the United States to remain strong, and stated that our economic 
superiority may be as important as military supremacy, if not more 
so. Therefore, the committee concluded— 


the current decline in the Nation’s economy assumes an im- 
portance beyond that of purely domestic concern. 


The joint committee then set forth six main considerations for eco- 
nomic policy. Among them is the following: 


Similarly, expanded grants to accelerate the Federal aid 
highway program, stepped-up urban-renewal programs, pro- 
grams for needed public buildings such as post offices, the 
revision of present public and private housing programs to 
meet the accumulated backlog and demands of our expand- 
ing population, * * * would stimulate economic activity 
and contribute to long-run growth. 


The Committee on Banking and Currency agrees that the housing 
industry, with proper assistance, can make a significant contribution 
to stabilizing the Nation’s economy while at the same time providing 
housing to fill unmet needs. This bill is designed to provide those 
aids to the industry in the most expeditious manner possible. 


HOUSING PRODUCTION CAN HELP PROMOTE PROSPERITY 


The nature of the housing industry is such that it affects many other 
industries. The following figures indicate what the estimated effect 
of the:bill would be in terms of employment and materials. 
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If enacted in time, the bill could provide financing for an additional 
volume of housing starts in 1958 which can be conservatively estimated 
at 200,000 units. 

Those who advocated the slight increase in interest rates provided 
for in the bill expressed the hope that this action would remove the 
necessity for purchase of mortgages by FNMA. The majority of the 
committee believes, however, that additional funds for FNMA are 
necessary and the following table shows estimates of the units which 
could be produced by this bill: 

This estimate is arrived at as follows: 

(a) $1,000,000,000 of special assistance; at $13,500 per mortgage this Homes 
would provide financing for-_.-.........-.------.-....--.----- 75, 000 


(b) $500,000,000 additional to be used at the discretion of the President as 
an antirecession measure at $13,500 per mortgage would provide 


Rvasnciie tor GPT AA. 6 oo oy oes cde ca keene 38, 000 
(c) $25,000,000 for purchase of Capehart housing mortgages at an average 

of $16,500 per unit would provide financing for____.-_-.-.------ 1, 515 
(d) $25,000,000 for purchase of FHA sec. 809 housing mortgages at an 

average of $12,000 per unit would provide financing for___.___--- 2, 083 
(e) $150,000,000 for VA direct loans, at an assumed $13,500, would pro- 

Vide Tanda [08 6. 6..dene< thn bun@anechss seein diate 11, 000 
(f) Extension of VA loan guaranty program and revision of FHA down- 

payment schedule privately financed could produce_____...-..--- 72, 500 


To the extent that the average mortgage amount is lower than the 
$13,500 figure assumed above, the volume of units financed would be 
correspondingly larger. 

It is estimated that each housing unit built in recent years has 
provided between 2% and 3 man-years of employment, composed of 
1 man-year of employment on the job, 1 man-year of employment 
directly in the factories producing the materials that go into the 
house, and an additional half man-year to a year in such related items 
as transportation of materials and in the multiplier effect of new home 
building in such fields as retail sales, additional commercial construc- 
tion in growing communities, and the like. 

Assuming a volume of 200,000 units produced as a result of this 
bill, it would appear that employment could be increased, during a 
l-year period, by 500,000 to 600,000 man-years of work. 

So far as new homes are concerned, this would provide, in the 
remainder of 1958 alone, markets for an additional: 2 billion feet of 
lumber; 900 million to 950 million bricks; 460 million pounds of 
cement; 400,000 tons of steel; 1,800,000 doors; 2 million kitchen 
cabinets; 2 million asphalt roofing shingles; 5 million wall plug outlets; 
and 2.2 million electric switches. 


HOUSING NEEDS 


The construction of housing as provided in this bill will meet a 
definite need. A 1956 survey Be the Bureau of the Census concluded 
that over 13 million dwelling units in the United States were below 
the standards of decent and adequate housing. During the last 2 
years, the Nation has produced slightly over 2 million new nonfarm 
dwelling units. At the same time, some 2,100,000 new nonfarm 
households have been formed. Thus, the production over the last 
2 years was hardly sufficient to provide dwellings for new families 
formed during the same period, but was not sufficient to replace units 
lost through fire, flood, and demolition, nor did it provide replacement 
for substandard units. 
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As Administration witnesses testified, “housing expenditures bulk 
large in our economy; upswings and downswings i in the level of housing 

roduction have in the past played a strategic role in influencing the 

evel of general economic activity.” Feeling that efforts to stimulate 
housing production could play a significant role in arresting the cur- 
rent recession, the Administration has already taken a series of ad- 
ministrative actions designed to increase housing production. While 
these administrative actions have had some beneficial effects, they do 
not permit the housing industry to make its full contribution toward 
reversing the present downward economic trend. The committee 
agrees that the housing industry is a significant and sensitive area of 
our economy; and that it is in a position to expand its production. 


NEW PROVISIONS WILL PRODUCE HOUSING 


The committee bill makes the following major changes in existing 
law: 

Reduces the minimum downpayment requirements for FHA 
sales-type housing programs. 

2. Authorizes an additional $1.55 billion for the Federal National 
Mortgage Association to use in purchasing FHA and VA mortgages 
($500 million to be allocated by the President, $25 million for regular 
military housing mortgages, $25 million for housing at research and 
development centers, and $1 billion for new FHA and VA mortgages 
not exceeding $13,500). 

3. Extends the VA direct loan program and authorizes $150 million 
for each of the next 2 fiscal years. 

4. Extends the loan guaranty program for 2 years and authorizes 
an eer rate ¢ veiling of 4% percent. 

. Authorizes an interest rate ceiling of 4% percent for military 
bisvining mortgages. 

6. Repeals unworkable provisions in existing law relating to mort- 
gage loan discounts. 


EXPLANATION OF THE BILL 
FHA DOWNPAYMENT REQUIREMENTS 


Under existing law, minimum downpayments required for mortgage 
loans insured for sales housing under sections 203 and 220 of the 
National Housing Act are as follows: 3 percent of the first $10,000 of 
value,' 15 percent of the next $6,000, and 30 percent of value! above 
$16,000. Section 1 of this bill revises existing law to reduce down- 
payments by requiring only 3 percent of the first $13,500 of value.'| The 
effect of this change is illustrated by the following table: 


1 Under FHA sec, 220 mortgage amounts are based on replacement cost. 
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Existing law Proposed law 


FHA appraised value 


Amount Percent Amount Percent 





$300 3.0 $300 3.0 
450 4.0 330 3.0 
600 5.0 360 3.0 
750 5.7 390 3.0 
825 6.1 405 3.0 
900 6.4 480 3.4 

1, 050 7.0 630 4.2 
1, 200 7.5 780 4.9 
1, 500 8.8 1, 080 6.4 
1, 800 10.0 1, 380 7.7 
2, 100 11.0 1, 680 8.8 
2, 400 12.0 1, 980 9.9 
2, 700 12.8 2, 280 10.9 
3, 000 13. 6 2, 580 11.7 
3, 300 14.3 3, 000 13.0 
4, 000 16.7 4, 000 16.7 
5, 000 20.0 5, 000 20.0 








The committee believes that one of the best ways to stimulate the 
home building industry and the general economy is by increasing the 
market for homes. Reduced downpayments, particularly for low 
and moderate priced homes, will make it possible for thousands of 
additional families to enter the market for new homes. The conse- 
quent stimulation of demand should have a significant effect upon 
the volume of new home construction and thereby increase the con- 
tribution of home building to economic recovery. This change in 
law will have the corollary effect of reducing the instances of secondar 
financing which can prove hazardous to the home buyer and which 
have increased rapidly in recent months. 


MILITARY HOUSING MORTGAGES 


Section 803 of the National Housing Act, as amended in 1955, 
permits a ceiling of 4-percent interest on FHA-insured mortgage loans 
for the construction of military housing projects. The committee 
is advised that for more than a year and a half, the shortage of long- 
term mortgage financing has impeded the progress of this program. 
Long-term mortgage money has not been available at a 4-percent 
return. Consequently, 72 percent of all projects contracted to date 
have been financed under the special assistance program of the 
Federal National Mortgage Association. 

In order to attract private capital to this essential housing pro- 
gram and to reduce reliance upon the Federal National Mortgage 
Association, section 3 (b) of this bill increases the maximum permissi- 
ble interest rate to 4% percent. At the present time, these 4 percent 
mortgage loans are demanding discounts equivalent to about one- 
half of 1 percent. There is every indication that long-term mortgage 
funds are becoming more plentiful and that an increase of only one- 
fourth of 1 percent should be sufficient to attract investors. The 
following testimony, received by the committee during its hearings, 
reinforces this belief: 


Senator SPARKMAN. So if you were getting 4% percent 
they ought to move quite well. 

Mr. Arrineton. That is correct. In a few weeks’ time 
we estimate, in accordance with present trends. 


S. Rept. 1849, 85-2-——-2 
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For this reason, the committee is recommending an increase in the 
interest rate ceiling and is recommending only a small increase in 
special assistance funds for the Federal National Mortgage Associa- 
tion to purchase military housing mortgages. This increase in 
FNMA funds is discussed elsewhere in the report. 

The following table is presented to inform the Senate of the progress 
of this program as of March 1, 1958: 


























Total Army Navy Air Force 

Approved by Assistant Secretary of Defense 
(Properties and Installations) -..........--- 86, 97% 27, 131 13, 054 46, 778 
In process !_____....---.-- idee Meike: 36,780 = 9,580| = 6, 507 | 20, 702 
Being advertised_-.___._- et RE 9, 314 | 1, 284 | 3, 782 4, 248 
I ibaa ein nest neietinne ==] 5, 633 250 710 4, 673 
PU SING Fino on os don nck cen 35, 237 16, 017 | 2, 055 17, 165 
a a cca 9, 946 | 3, 602 0 6, 344 
I a cient ali ttle ebtaeel 25, 291 | ‘12, 415 | 2, 055 10, 821 
Total cost of units under contract. ._......_---- "$555, 349, 206 | $256, 11 5, 649 | $32, 835, 384 ” $266, 398, 263 
itis a tracite eathin cies Dembinlinat tavenleiies 15, 760 15, 990 15, 978 15, 520 
Mortgage proceeds. _ ag Atean side dabocinani nna ae 242, 596, 349 31, 347, 219 254, 731, 455 
Ns en CE SLC aes laabicetd bétoldnt 15, 003 15, 146 | 15, 254 14, 840 
ae ag Satara dele Dionisio 147,125,115 | 54,641,315 |....-- a 92, 483, 800 
FNMA. es Med Juacasdecknly ae a 187, 955, 034 31, 347, 219 162, 247, 655 
Appropriated STE eae - 26, 674, 2 273 | 13, 519, 300 | 1, 488, 165 11, 666, 808 
tits boise; uence: hosel idntplcaasndiake 757 | 844 | aarti 680 


1 Includes 10,530 units for which development has been deferred (Army, 6,208; Navy, 1,742; and Air 
Force, 2,580). 
2 Includes 3,159 units in completed projects (Army, 1,093 and Air Force, 2,066). 


FNMA SPECIAL ASSISTANCE PROGRAMS 


One of the principal functions of the FNMA is to provide special 
assistance for the financing of selected types of home mortgages, 
pending the establishment of their acceptability in the private mort- 
gage market. Funds authorized for the special assistance program 
are divided generally into two categories: (1) funds made available 
for Presidential allocation when in his rth ok the conditions in the 
building industry and the national economy require the use of such 
funds for the purchase of mortgages on a special assistance basis, 
and (2) funds earmarked specifically by statute for the purchase of 
certain types of Government-guaranteed mortgages. The status of 
these funds as of February 20, 1958, is shown in the following table: 


Status of FNMA special assistance programs at Feb. 20, 1958 
PRESIDENTIAL ALLOCATION (TOTAL AUTHORIZED BY LAW $450 MILLION) 














Amount Amount Amount 
Program authorized Obligated | Recoveries available 
| at Feb. 20 | at Feb. 20 
|— ~ — 
Der atk. Ke dake ade wctchittaciab liked $10, 000, 000 $369, 000 | $1, 000 $9, 632, 000 
RDS cts cto deten un minbddeni qantas 15, 000, 000 |__.__- : i dinititats 15, 000, 000 
rn eo kass yale 150, 000,000 | 135, 783,000 | 104, 000 | 14, 321, 000 
pS SSETOYE GS ORE ee ee ee ipo pbel eit 4 10, 000, 000 7, 897,000 |....---.---- | 2, 103, 000 
Nd es a ce eee nib 7 11, 131, 000 Ris Sl okceuinssiee hed 
ST i Oe on aint mmerneiinion 20, 000, 000 13, 819, 000 | vetidaseebiuaZ 6, , 181, 000 
NS ke, nat ebiy ‘sshd t Aalntetbscko wal diballe | 216, 131, 000 168, 999, 000 105, 000 47, 237, 000 
I oo cca gee asa coi cinisacataabl 233, 869, 000 |_...-- capil alo 233, 869, 000 
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Status of FNMA special assistance programs at Feb. 20, 1958—Continued 
ALLOCATED BY LAW (TOTAL AUTHORIZED $650 MILLION) 


Cooperative: 
PORN ak. cncnanacqpeniencnieaatinnton $150, 000, 000 | $149, 985, 000 $200, 000 $215, 000 
CORRE cb de cone wvdsdetdnlibectisiimesdd 50, 000, 000 4, TH, 000 Fs. hess 45, 280, 000 
Wee. scat eee checks Saha 200, 000,000 | 154, 705, 000 200, 000 45, 495, 000 
Armed services: 
DERN ORO Ss sc enu a cncuctsasccbasbocs 416, 250,000 | 381, 579, 000 18, 000 34, 689, 000 
Military Research Center............-.-- 33, 750, 000 21, 795, 000 61, 000 12, 016, 000 
TUNE senses igs Giidipcamubais sin edutnan iam 450,000,000 | 403, 374, 000 79, 000 46, 705, 000 


This bill makes three changes in the authorization of special assistance 
funds as discussed below. 


Presidential allocation 


Section 2 increases by $500 million the autborization for funds 
subject to Presidential allocation. As noted above, this authoriza- 
tion may be used to purchase FHA or GI mortgage loans of any kind 
designated by the President when in his opinion national economic 
conditions so indicate. The committee believes that this amount 
should be available to the President for use if necessary to hasten 
economic recovery. 


Statutory allocation 


Section 3 (a) increases by $50 million the special assistance allocation 
for purchasing mortgages secured by housing built for military per- 
sonnel generally and for essential civilian employees stationed at 
military research or development centers. 

In order for programs such as the development of the intercon- 
tinental ballistic missile to proceed at top speed, it has been necessary 
for the Federal Government to recruit large numbers of scientists 
and technicians and at times to station them in areas where housing 
is in short supply. The FHA section 809 program was developed to 
aid Government employees and employees of contractors engaged in 
guided missile work. 

Since this is a new program, although it is similar in many respects 
to the regular FHA section 203 program, private investors have 
not been willing to purchase FHA section 809 mortgages. Conse- 
quently, special assistance through the FNMA has been essential and 
$25 million of the total increase is reserved for the purchase of these 
mortgages. This increase in authorization should insure the con- 
struction of needed units at these research and development centers 
and should also contribute to the general economic impact of the bill. 

The committee believes that the increased interest rate ceiling for 
section 803 (regular military housing) should permit an increase in 
rate sufficient to attract private investors. In this belief, the bill 
provides only $25 million in additional authority for FNMA to 
purchase such mortgage loans. 

Section 4 creates a new special assistance category and authorizes a 
revolving fund of $1 billion reserved specificially for purchasing 
mortgage loans of $13,500, or less, insured by the FHA or guaranteed 
bythe VA. The committee is deeply concerned with present economic 
conditions and looks upon this $1 billion fund as an immediate stimulus 
to new home construction. There are many encouraging signs that 
FHA and GI loans will become increasingly attractive and that these 
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programs can play a significant role in creating useful economic 
activity. 

By providing $1 billion for immediate use, the Senate can bolster 
the market for FHA and GI loans during the several months during 
which investors may delay a return to this market. If economic 
conditions worsen and private investors do not respond, it may be 
necessary for the Senate to consider increasing this fund later in 
the session. 

The use of these funds is governed by language in existing law 
which reads as follows: 


The association may issue to the Secretary of the Treasury 
its obligations in an amount outstanding at any one time 
sufficient to enable the Association to carry out its functions 
under this section, such obligations to mature not more than 
5 years from their respective dates of issue, to be redeemable 
at the option of the association before maturity in such 
manner as may be stipulated in such obligations. Each 
such obligation shall bear interest at a rate determined by 
the Secretary of the Treasury, taking into consideration 
the current average rate on outstanding marketable obliga- 
tions of the United States as of the last day of the month 
preceding the issuance of the obligations of the association. 
The Secretary of thé Treasury is authorized to purchase any 
obligations of the association to be issued under this section, 
and for such purpose the Secretary of the Treasury is 
authorized to use as a public debt transaction the proceeds 
from the sale of any securities issued under the Second 
Liberty Bond Act, as now or hereafter in force, and the 

urposes for which securities may be issued under the 
Second Liberty Bond Act, as now or hereafter in force, are 
extended to include any purchases of the association’s 
obligations hereunder. 


This provision of law is quoted in its entirety in order to make the 
following points: 

(1) The committee does not wish to change the legal basis 
upon which special assistance funds (allocated by statute) are 
made available to FNMA. This bill is not intended to give the 
President any power over these funds which he does not already 
have under this provision. 

(2) It does wish to point out that although the Secretary of 
the Treasury is “authorized” to purchase obligations of FNMA, 
he is neither “directed” nor “required’”’ to do so; and, to this 
extent, there is power in the President and his Secretary of the 
Treasury, to control the use of these funds. 

In order that there may be no misunderstanding as to the profit 
made by the Federal Government in operating these special assistance 
functions, the following table shows the income and expense record 
through November 30, 1957. 


1958 EMERGENCY HOUSING LEGISLATION 9 


Federal National Mortgage Association—Special assistance functions—Statement of 


income and expenses 
Pertod Nor. 1, 1964, 


Income: through Nov. 30, 1957 
Enrberest os = bc. ones oan soc ne deg Rennes + dnt ew eo nnigeteine $1, 080, 032 
Commitment. and othel 40068. 4... <3. wnwdewdhensnssane rena 3, 939, 910 
Purchese and marketing fee... .....n«nc<che-pane~nehbaraee 295, 104 
Purchiiee discounts realised 2. so on Sa eae 458 
Serviee den! inlc OC eae 21s US eee ae 635 

TRIN os card erate mis cay cen tie do eee O-4ek ences ae 5, 316, 139 

Expense: 

Interest on notes to U. S. Treasury.-..--------------------- 755, 157 
Aehwinistvating - 335 £66 vices Se lel kee 182, 565 
Fees for servicing mortgages. ....-- +4 .- 45-2 --- he nee se nee 102, 030 
Provision for lomees Om TOG eo nk ee nn eae 28, 205 
CORE oo tooo ct ecb cero week chuennssabiecmeba song wannee 638 

Tetehis ioc. i. 26s Ss CN A whi sect 1, 068, 595 

Te I Se ie ke ew i eee ee 4, 247, 544 


VA DIRECT LOAN PROGRAM 


Sections 5 (a) and (b) of the bill are concerned with the direct loan 
program of the Veterans’ Administration. 


Designation of direct loan area 


This bill would direct the Administrator of Veterans’ Affairs, when- 
ever he finds that private capital is not generally available in any 
rural area or small city or town for the financing of loans guaranteed 
under section 501 of the Servicemen’s Readjustment Act of 1944, to 
designate such rural area or small city or small town as a “housing 
credit shortage area’ in order to make direct loans and commitments 
for loans for— 

(a) The construction of a dwelling. 

(0) The purchase of a farm with a dwelling. 

(c) The construction of a farm dwelling on land owned by the 
veteran. 

(2) Repair, alteration, and improvement of a farm residence 
or other dwelling owned by the veteran. 

Loans may be made only upon a finding that the veteran is a 
satisfactory credit risk, that the payments required bear a proper 
relationship to his present and anticipated income, that he is unable 
to obtain from a private lender appropriate housing credit at an in- 
terest rate not in excess of the amount authorized for guaranteed 
loans, and that he is unable to obtain a loan under the Bankhead- 
Jones Farm Tenant Act or the Housing Act of 1949. 

Existing law does not contain any geographica] limitations as to 
where the direct loan program will be operated. Direct loans may be 
made at the discretion of the Administrator, upon a finding that pri- 
vate capital is not available for the financing of housing for veterans. 

The bill therefore provides the Administrator with more specific 
instructions and guidelines as to the areas in which these loans may 
be made. Limitations by geographical area become mandatory upon 
the Administrator rather than subject to his discretion or rules and 
regulations promulgated by the Veterans’ Administration. The com- 
mittee believes that such action will eliminate some of the inequalities 
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of the program and will provide a direct loan program more beneficial 
to all veterans living outside metropolitan areas. 


INTEREST RATE 


The bill provides that the interest rate for direct loans to veterans 
shall be determined by the Administrator and shal! not exceed the 
rate authorized for guaranteed home loans. The statutory maximum 
interest rate provided for guaranteed home loans under section 501 of 
the Servicemen’s Readjustment Act of 1944 is presently fixed at 4% 
percent. Under existing law the guaranteed home-loan program and 
the direct-loan program have statutory provisions defining the interest 
rate on each program. This bill would permit the interest rate on 
direct loans to be identical with the interest rate on guaranteed loans. 
The committee believes that it will be possible for the interest rates 
of both programs to move together rather than to require separate 
action by the Congress to vary the interest rate of each program. 
A recommended change in the interest-rate ceiling for the guaranty 
program is discussed hereafter. 


MAXIMUM MORTGAGE AMOUNT 


The bill would increase the present maximum mortgage amount 
from $10,000 to $13,500. The committee has found that the present 
limit of $10,000 has not been sufficient to keep up with the increased 
cost of construction. In many instances, this limitation has been 
responsible for a veteran not being able to obtain a home of his choice. 

The new maximum of $13,500 will afford an opportunity to many 
veterans to obtain a home for the first time. It will also enable many 
veterans who have previously obtained a direct loan to obtain a second 
loan, the total of the two loans not to exceed $13,500. Where a vet- 
eran has purchased a home with a direct loan under the existing ceiling 
of $10,000, he would, under the provisions of this bill, be able to 
get an additional loan for up to $3,500 for repairs, alterations, or 
improvements. 

BUILDER COMMITMENTS 


The administrator is authorized to issue commitments to builders 
and sponsors for the construction of new homes in direct loan areas. 
The commitments are to be valid for 3 months, subject to extension 
for longer periods as the Administrator in his discretion may authorize. 
The commitments are not transferable except with the written ap- 
proval of the Administrator. The builders or sponsors must pay to 
the Administrator an amount not exceeding 2 percent of the funds 
reserved for his commitment as a nonrefundable commitment fee. 

The bill places no limitation on the funds which may be reserved 
by any particular builder or sponsor. However, the committee ex- 
pects that in issuing commitments the Veterans’ Administration will 
take into account the demand in the area, the number of applications 
for commitments by builders or sponsors, and the availability of funds. 

If, during the life of the commitment, the sponsor enters into 
contracts with eligible veterans who wish to purchase homes, the 
Administrator will then enter into a commitment with the veteran 
for a loan for the purchase of such dwelling Further, the Adminis- 
trator can make advances to the builder on the veteran’s loan during 


1958 EMERGENCY HOUSING LEGISLATION 1l 


the construction up to a maximum of the total cost of the land plus 
80 percent of the value of the construction in place. 

n order to avoid any delays in the proposed construction cases 
which may be caused by the Veterans’ Administration referring an 
individual veteran’s direct loan application to the voluntary home 
mortgage credit program, the Administrator may refer the completed 
loans to the voluntary home mortgage credit program. The Admin- 
istrator is authorized to pay any or all of the commitment fee received 
on each loan to the private purchaser of the loan, if the purchase is 
made within 60 days after disbursement. In the event no direct 
loan is made, or if the loan is sold without payment of all or any part 
of the commitment fee, or if the loan is not sold before the expiration 
of the 60 days, the commitment fee not otherwise disbursed shall 
become a part of the special deposit account for direct loans. 

In recognition of the fact that land planning and subdivision 
requirements which are imposed in or near metropolitan centers often 
would represent overimprovements or otherwise would not be feasible 
in rural areas and small cities and towns, this bill would authorize the 
Veterans’ Administration to exempt such dw ellings from the minimum 
land planning and subdivision requirements generally imposed under 
section 504 (b). However, the bill would require the Veterans’ 
Administration to prescribe land planning and subdivision require- 
ments that are in keeping with the general housing facilities in the 
locality. In addition, the modified minimum property requirements 
shall be such that the structural soundness and general acceptability 
of the dwellings are not impaired. It is expected that the modified 
requirements will be made applicable to guaranteed loans in these 
areas as well as to direct loans. 


EXPIRATION DATE 


The present direct loan program is scheduled to expire June 30, 
1958. The bill extends the program until July 25, 1960, the same 
date recommended for extension of the guaranteed home-loan program. 
The committee believes that this loan program cannot be permitted 
to end in 1958. This activity, small though it has been, is the only 
hope of veterans from small towns to achieve benefits comparable to 
those received by veterans in metropolitan areas where the loan- 
guaranty program has been so helpful. 

The Senate is assured that this direct loan program has been tightly 
administered and that any veteran who received a loan has demon- 
strated conclusively that funds were not available from any other 
source. In order that the Senate may have some idea of activity 
under this program, the following table shows activity for calendar 
year 1957: 
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VA direct loan activity, 12 months ending Dec. 31, 1957 















































Loans closed and fully disbursed Unreserved 
i | unds 
State or Territory ! Number to field sta- 
a) Ae as s Total tions as of 
amount Dec. 31, 1957 
Nonfarm! Farm Total 
United States, total_............--...-- 24, 419 1, 701 26, 120 | $207, 679, 177 $2, 905, 520 
cidade thnnecbemabbiabecvubincned 571 38 609 5, 264, 809 13, 786 
i cctaitiadntinigtiptebpicnghieccanteud | 47 0 7 439, 430 57,011 
a ssa aire dian etn cheese | 108 0 108 799, 657 97 
I Dibncid dnnacd dead tuadbbndoncetnai’ 538 61 599 4, 570, 519 55, 185 
i lash he | 266 0 266 2, 436, 945 74, 721 
Seno patuasnhepcetontorvworena==- tex 207 12 | 219 1, 620, 399 75, 206 
D6 nc cheap nipuiygb tian abe ciwmpptinkenil pe eiii es ol bckibwge php aaupiddesecdb eee chgpebooke 
a a antl celia ea dallacntadencwee ap tacetiadict -| icine ieee Bide niga a 
District of Columbia ?._..........-..------ hats 37 ee Jandtkgh odes de ctuddbious 
a 497 6 503 | 4, 680, 479 0 
oens Sl Macead bative bashes waded 1, 114 | 153 1, 267 9, 867, 022 4, 644 
NN tie agtigg ance deans hoes ete — oh Wiiestcsl alien as Sek ak tM dhegan ds ean 
PE Kunde smutene sali inseam 894 0 894 7, 704, 589 54, 667 
Meret 8h SRLS Si i es 934 1 935 6, 859, 857 15, 707 
eR a ee 769 55 824 5, 905, 566 25, 080 
lowe... <.-:- Ldib cok coucktpebes 495 | 18 513 3, 745, 899 40, 940 
Kansas a pik. as dbeaepvebeaesta . 151 | 5 156 1, 088, 241 8, 786 
Kentucky-.--- ; euras 1, 365 175 1,540 | 11, 664, 642 7, 152 
RID. 63 bso dint nad 756 9 | 765 6, 468, 172 43, 505 
Maine... ‘ ‘ spiicditanatattie een tad sili 346 16 362 2, 450, 249 1, 358 
+ ator aes ‘ ine Riein adieu 136 0 136 1, 151, 155 3, 048 
NNO iis rdsipadrdeoesmegessoe wien on nat bn lice w hci della dh inet 
EE tik a pbginn dns iceow papanel 473 40 513 4, 220, 816 16, 868 
Minnesota_........--.- S : 845 127 972 7, 220, 757 11, 698 
Mississippi- --- 968 101 1, 069 8, 900, 764 314, 493 
Missouri - - -- a 895 | 337 1, 232 9, 230, 798 311, 478 
Montana. ._---- shaped dead 619 23 642 5, 298, 730 3, 668 
Nevada. -_-.- te Speed ablal 53 | 0 | 5s 71, 106 5 
New Hampshire ?_-- i cnedeadl | eceutaoe 
New Jersey 2___- A patie Getee eter et | . jee edecs ad oho 
New Mexico. . 189 12 201 1, 674, 289 90, 441 
New York... 106 17 | 123 | 922, 422 62, 213 
North Carolina... | 1,792 | 0| 1,792] 14,820, 139 1, 122 
North Dakota- : pee c cee 291 26 | 317 | 2, 229, 665 36, 902 
Ohio. __- natin let ‘ at 1, 234 47 | 1, 281 | 9, 710, 712 393, 474 
Oklahoma... eben 569 163 | 732 5, 795, 980 16, 053 
Oregon. __- es a a 297 | 2 299 | 2, 510, 855 | 108, 836 
Pennsylvania. - __- : 397 | 25 | 422 3, 086, 688 | 56, 223 
Puerto Rico__- aud 352 1 353 | 3, 177, 874 1, 093 
Rhode Island 2_..- ork Feehan ad 
South Carolina | 550 0 | 550 | 4, 618, 720 | 8, 316 
South Dakota. 396 20 | 416 | 8, 089, 333 1, 429 
Tennessee - 532 | 45 577 | 4, 296, 810 174, 546 
Texas. .... | 624 45 669 | 5, 410, 379 127, 345 
Utah__ 629 | 22 | 651 | 5, 742, 727 | 4, 890 
Vermont. .--- A abode 19 | 1} 20 | 128, 353 53, 820 
Virginia. : 1, 428 | 2 | 1, 430 | 11, 754, 911 217, 449 
Washington. 351 25 | 376 | 3, 023, 792 34, 774 
West Virginia__-. 910 2 912 | 7, 660, 862 189, 466 
Wisconsin. 362 64 426 3, 177, 575 106, 418 
Wyoming. - - 80 | 2 32 | 708, 754 | 4, 201 


1 State totals based on VA regional office jurisdictional boundaries; in a fe 


do not conform exactly with State lines. 


2 No portion of State eligible for direct loans. 


| 


»w instances these boundaries 


Source: Veterans’ Administration, Department of Veterans Benefits, Loan Guaranty Service. 


There are waiting lists of deserving veterans in every State of the 
Union where there are eligible direct-loan areas. 
program is certainly desirable under present economic circumstances. 


Extension of this 
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VOLUNTARY HOME MORTGAGE CREDIT PROGRAM REFERRALS 


Under existing law and regulations, a direct-loan application re- 
ceived by the Veterans’ Administration is referred to the voluntary 
home mortgage credit program in order to give the private market an 
opportunity to place the loan before action is taken on the application 
by the Veterans’ Administration. In some instances this procedure 
has entailed considerable delay, especially since VA processing of the 
direct-loan application is delayed until the voluntary home mortgage 
credit program action has been taken. The bill would require the 
Veterans’ Ldmiivletention: to begin immediate processing of all applica- 
tions, such processing to run concurrently with a 20-day period 
allowed for voluntary home morigage credit program action. eg 


AUTHORIZATION 


The bill provides an authorization of $150 million for the direct-loan 
program for each of the fiscal years 1959 and 1960, and $50 million 
for each quarter of fiscal year 1958 which remains unexpired upon 
enactment of this bill. The following tables show the present status 
of direct-loan funds, the extent to which applications greatly exceed 
loans made even though it has been widely known that funds were 
limited, and that income has exceeded expense by over $33 million: 


Status of direct-loan funds 


Funds available for loans, end of June 1957.._.._._- <wew-swes  O120, 708,000 
Principal and other repayments July 1—Dec. 31, 1957____- eae 16, 476, 000 
Total available for making loans July 1—Dec. 31, 1957_________- 137, 240, 000 
Net increase in funds encumbered July 1—Dec. 31, 1957__ _- ‘ 133, 760, 000 
Unencumbered funds, end of December 1957__.__-....--..----- 3, 480, 000 


Estimated principal repayments, Jan, 1—-June 30, 1958_._-.___- 17, 520, 000 


Estimated funds available for loans Jan. 1—June 30, 1958___ _- rah 21, 000, 000 


United States monthly trends in direct-loan activity during 1957 











Month ending— Applications | Loans closed 











receive 

JQUIEET occ cnc encnnscccccnevenessnsncctcnsacighhtahbalyahaeeend 2, 085 1,211 
PROCTOR .~ cok ancwey cen coddhoeddauher cue vebeeepaieeangedp<pbietiia dehee 2, 076 1, 206 
Bhs bas 8bo <b ants noe pancetta paserices toheemeamiedee tteaetebaeineene eae en 2, 495 1, 582 
BOR, 2. in bitin bt gnsQds4~ addbeidisicc habe pbb eddaeetid-wbdglbdasaioladene 3, 049 1, 601 
BED 6 cquis nha be dbp heosde ogi bilinisd Uieipaiad tidiinagih kd ate a Sd 3, 726 1, 834 
PON hb T BSD E bi. ccidwotnb dddundatanckithctabhedlduesduibbabuinktetensasost 4, 588 1, 845 
SUG cc cecddincakvoandctuvccdddhacthdubdedéésddidcctdddadss bade 5, 489 2, 182 
August........ spn tgs dT eighth me ttn tage ee eceglicittmpedeiimatnaaln amag aai 5, 531 2, 593 
GREE pateekeiec es Lb. UE stu cccdecaeeeeee 5, 472 | 2, 670 
ORNs i i itch bc cctenn cnnscvecdpaiiatess a 3, 026 3, 470 
I uitineterteddntiendusseubiinnkaaamtadciaaeel dtnibaian ‘ nn 1, 746 3, 193 
DOT «625-2. ar. e Suabeesdbbiobeiedeaie Eduivcboubaabeuasdesenniok wae 1, 144 2, 733 

I COR aiclnts ed cp ektcptin ces tench thts a atbitdecenabadhucnsaen 40, 427 26, 120 


S. Rept. 1349, 85-23 
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Income and expense statement as of Dec. 81, 1957 
Income: 
Interest on direct loans___ $83, 481, 000 
Gross profit on sales of property 59, 000 
Interest income on mortgage receivables 140, 000 
Miscellaneous___ A LE UO Et ce 80, 000 


Total... me eeteeieticniie dA -_ 83, 760, 000 


Expense and losses: 
Interest expense on Treasury advances fi 46, 481, 000 
Property management and selling costs__ 169, 000 
Fees to attorney______-_- ; 3, 246, 000 
Liquidation expense_____________- 40, 000 
Charges against reserves. $502 De Hoo} s9 150, 000 


082, 000 


poet weeth..........-.. oe aoe ee “33, 678, 000 
Under these circumstances, the committee believes that an author- 
ization of $150 million for each of the next 2 years is by no means 
excessive. These funds can be put to use quickly and can be helpful 
in reversing current downward trends in the economy. 


TECHNICAL AMENDMENT 


Section 5 (ce) of the bill would amend section 500 and section 501 
of the Servicemen’s Readjustment Act of 1944 to make a technical and 
clarifying change relating to the date on which the VA guaranty 
of home loans made by supervised lenders becomes effective. 


LOAN#*GUARANTY PROGRAM 


Under present law the loan-guaranty program for World War II 
veterans will expire on July 25, 1958. Section 5 (d) of this bill extends 
this program for 2 years until July 25, 1960. There are approximately 

14,250,000 World War II veterans. Of that total some 4,800,000 
veterans have exercised their rights to obtain a home through the 
medium of either the VA direct-loan or guaranteed home-loan pro- 
grams. This extension would allow the remaining 9,400,000 World 
War II veterans another 2 years to use their privilege to obtain 
a home through the loan-guaranty program. 

The following table shows the signiiicant contribution which this 
program has made since 1951 in providing homes for veterans and 
has thereby created useful employment for workers in hundreds of 
industries all over the Nation: 


Number of loans guaranteed 





| 
Purchase Purchase | Home im- 
Total of new of existing provement 
homes homes loans 


Period 


a | 
77 | 
539 | 189, 455 109, 606 
’ 833 | 202, 015 | 114, 810 | 
9, 183 242, 150 | 163, 615 
360, 338 397, 66 256, 360 
7, 743 | 313, 334 188, 714 
3, 717 218, 800 83, 247 


| 
| 
| 
| 
| 
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Although activity has declined since 1955, there is every reason to 
believe that a significant upturn in the volume of housing produced 
by the VA program can occur through funds provided chinhere in 
this bill, especially if these loans again become competitive. In order 
to improve the attractiveness of these loans to private investors and 
to reduce the disparity with the interest rate permitted on FHA 
loans, section 5 (e) of the bill raises the ceiling on loans guaranteed 
by the VA. The committee recommends that the VA interest rate 
be allowed to vary under a ceiling of 4% percent provided that the 
VA rate is always at least one-half percent lower than the FHA rate. 
It would be a grave error to abandon a program which can be so 
economically useful at a time when millions of veterans are still eligible 
and when the Nation needs the economic revival which increased home 
construction could certainly provide. 


DISCOUNT CONTROLS 


In response to very forceful presentations by the Federal Housin 
Administration and the Veterans’ Administration, section 6 of the bill 
would repeal certain provisions of law which require detailed regula- 
tion of discounts charged by lenders to increase the yield on FHA 
insured and VA guaranteed loans. The statement made by the Com- 
missioner of the Federal Housing Administration reads, in part, as 
follows: 


* * * FHA has made every effort to administer the provi- 
sions of this section in a manner that would cause as little 
disruption of the normal practices of the home building and 
financing industries as possible, while at the same time pre- 
venting any excessive charges to home buyers. In spite of 
these efforts this provision has created confusion and reluc- 
tance on the part of lenders toward using FHA-insured 
financing. This is working a hardship against prospective 
home buyers, particularly in the lower priced housing area 
where higher loan-value-ratio mortgages are most needed. 

These controls should be repealed for the following reasons 
also: 

1. They tend to increase costs for mortgage money because 
the permitted maximum discount becomes the standard 
charge for the best transactions. 

2. Discount controls actually have the effect of excluding 
from FHA programs those categories of borrowers who are 
most in need and whom the controls are intended to aid—low 
income families, minority group families, and residents of 
small towns. 

3. It is not administratively feasible to establish variations 
in permissible discounts for all of the factors which are 
believed by secondary market buyers to constitute justifica- 
tion for variations in discounts. Furthermore, effective 
understanding and enforcement by both FHA and industry 
requires that discount controls be simplified to a maximum 
extent, Under these conditions, all scarcities of mortgage 
money for specific situations tend to be ascribed to the inad- 
equacies of discount controls and the administration of such 
controls is made still more difficult. 
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4. Costs of enforcing such controls are great and are un- 
avoidable if industry’s respect for FHA regulations is to be 
maintained. 

5. Aggregate funds for FHA-insured mortgages tend to be 
less under discount controls. These controls unnecessarily 
complicate the operations of the mortgage lending industry 
and as such many lenders will favor alternative investments 
rather than attempting to operate under such control 
regulations. Also, funds which would otherwise be allo- 
cated to marginal cases because of the higher yields on cases 
with greater than average discounts, will seek other areas of 
investment. 

We believe these controls, in reality, penalize those they 
are supposed to benefit * * * 


Without endorsing specifically any of the Commissioner’s views, 
the committee believes that existing law on this subject is not accom- 
plishing the desired objectives. Consequently, this bill would repeal 
section 605 of the Housing Act of 1957. The committee will continue 
its study of this problem, however, in the hope that some more 
workable solution may be found. 


SECTION-BY-SECTION ANALYSIS 


Section 1: Amends section 203 (b) (2) and section 220 (d) (3) of 
the National Housing Act by decreasing the minimum downpay- 
ment under FHA’s sales housing programs to 3 percent of the first 
$13,500 of value or replacement cost, as the case may be (now 3 percent 
of the first $10,000). 

Section 2: Amends section 305 (c) of the National Housing Act by 
increasing from $450 million to $950 million the Federal National 
Mortgage Association’s special assistance fund made available to the 
President for the purchase’of home mortgages which are not otherwise 
marketable, and tor the purchase of home mortgages generally as a 
means of aiding and maintaining the stability of a high-level national 
economy. 

Section 3: (a) Amends section 305 (f) of the National HousingAct 
by authorizing an additional $25 million to FNMA for the purchase 
of military housing mortgages insured under FHA section 803 and 
$25 million for the purchase of housing at research and development 
centers insured under section 809. 

(b) Amends section 803 (b) of the National Housing Act by in- 
creasing from 4 percent to 4% percent the interest rate ceiling on FHA 
section 803 military housing mortgages. 

Section 4: Amends section 305 of the National Housing Act by 
creating a new Federal National Mortgage Association special assist- 
ance category, with a revolving fund of $1 billion, for the purchase of 
and GI mortgage loans on new homes where the loan does not exceed 
$13,500. 

Section 5: (a) Amends section 512 of the Servicemen’s Readjust- 
ment Act of 1944, by revising and extending the entire section in order 
to— 

(1) Define direct-loan areas as rural areas and small cities and 
towns not near large metropolitan areas. (Existing law does not 
contain geographical limitations.) 


1958 EMERGENCY HOUSING LEGISLATION 17 


(2) Provide that the interest rate on direct loans may not 
exceed the interest rate on guaranteed loans. 

(3) Increase the maximum loan amount under the direct loan 
program from $10,000 to $13,500. 

(4) Authorize the VA Administrator to reserve direct loan 
funds for 3 months under commitments to builders for a 2-percent 
fee. Private lenders would receive the commitment fee, if such 
lenders purchase these loans within 60 days following VA dis- 
bursement. The VA would make construction advances up to 
an amount equal to cost of land, plus 80 percent of value of 
improvements. 

(5) Extend the direct loan program by 2 years and 25 days 
to July 25,1960. The extra 25 days is added in order to make the 
expiration date of the direct loan program coterminus with the 
expiration date of the loan guaranty program for World War II 
veterans. 

(6) Require VA to begin immediate processing of all direct 
loan applications, such processing to run concurrently with a 
20-day period allowed for Voluntary Home Mortgage Credit 
Program action. 

(b) Amends section 513 of the Servicemen’s Readjustment Act of 
1944 to make available $150 million for the direct loan program during 
each of the fiscal years 1959 and 1960, and $50 million for each quarter 
of fiscal year 1958 remaining unexpired upon enactment of this bill. 

(c) Technical amendment relating to the date on which the VA 
guaranty of home loans made by supervised lenders becomes effective. 

(d) Amends section 500 and 507 (a) of the Servicemen’s Readjust- 
ment Act of 1944 to extend the loan guaranty program for 2 years until 
July 25, 1960, for World War II veterans. 

(e) Amends section 500 (b) of the Servicemen’s Readjustment Act 
of 1944, to permit the interest rate to be adjusted by the VA Adminis- 
trator, with approval of the Secretary of the Treasury, up to a ceiling 
of 4% percent, provided that the rate established must be at least % 
percent below the rate established by the FHA Commissioner for 
FHA loans under section 203 (b) (5) of the National Housing Act. 

Section 6: Repeals section 605 of the Housing Act of 1957 which 
authorized the Commissioner of the FHA and the Administrator of the 
VA to regulate discounts on FHA-insured and VA-guaranteed loans. 


CHANGES IN Existinec Law 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as 
reported, are shown as follows (existing law proposed to be omitted 
is enclosed in black brackets, new matter is printed in italic, existing 
law in which no change is proposed is shown in roman): 
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NATIONAL HOUSING ACT 


- * * * * * . 


Titte I]—MorrtGace INSURANCE 


* * * * * * * 
INSURANCE OF MORTGAGES 


Sec. 203 (a) * * * 
. * . * . + 


(b) To be eligible for insurance under this section a mortgage shall— 
* * * * * * * 


(2) Involve a principal obligation (including such initial service 
charges, appraisal, inspection, ‘and other fees as the Commissioner 
shall approve) in an amount not to exceed $20,000 in the case of 
property upon which there is located a dwelling designed principally 
(whether or not it may be intended to be rented temporarily for 
school purposes) for a one- or two-family residence, or $27,500 in the 
case of a three-family residence; or $35,000 in the case of a four- 
family residence; and not to exceed an amount equal to the sum of 
(i) 97 per centum (but, in any case where the dwelling is not approved 
for mortgage insurance prior to the beginning of construction, unless 
the construction of the dwelling was completed more than one year 
prior to the application for mortgage insurance, 90 per centum) of 
[$10,000] $13,500 of the appraised value of the property, as of the 
date the mortgage is accepted for insurance, (ii) 85 per centum of 
such value in excess of [$10,000] $13,500 but not in excess of $16,000, 
and (iii) 70 per centum of such value in excess of $16,000. 


REHABILITATION AND NEIGHBORHOOD CONSERVATION HOUSING 
INSURANCE 
Sec. 220 (a) * * * 
* ~ * * * * * 
(d) To be eligible for insurance under this section a mortgage shall 
meet the following conditions: 
* * * * * * a 


(3) The mortgage shall— 

(A) (i) involve a principal obligation (including such initial service 
charges, appraisal, inspection, and other fees as the Commissioner 
shall approve) in an amount not to exceed $20,000 in the case of prop- 
erty upon which there is located a dwelling designed principally for a 
one- or two-family residence; or $27,500 in the case of a three-family 
residence; or $35,000 in the case of a four-family residence; or in the 
case of a dwelling designed principally for residential use for more than 
four families (but not exceeding such additional number of family 
units as the Commissioner may prescribe) $3,000 plus not to exceed 
$7,000 for each additional family unit in excess of four located on 
such property; and not to exceed an amount equal to the sum of (1) 
97 per centum (but, in any case where the dwelling is not approved 
for mortgage insurance prior to the beginning of construction, unless 
the construction of the dwelling was completed more than one year 

rior to the application for mortgage insurance, 90 per centum) of 
Fsi0, 000] $13,500 of the Commissioner’s estimate of replacement cost 
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of the property, as of the date the mortgage is accepted for insurance, 
(2) 85 per centum of such replacement cost in excess of [$10,000] 
$18,500 but not in excess of $16,000, (3) 70 per centum of such replace- 
ment cost in excess of $16,000: Provided, That in the case of proper- 
ties other than new construction, the foregoing limitations upon the 
amount of the mortgage shall be based upon appraised value rather 
than upon the Commissioner’s estimate of the replacement cost; 


Tirte IJ]—Frperat Nationa MortGace ASsociaTION 


* * * * + * * 
SPECIAL ASSISTANCE FUNCTIONS 


Src. 305 (a) * * * 
* * 5 * * * * 


(c) The total amount of purchases and commitments authorized by 
the President pursuant to subsection (a) of this section shall not exceed 
[$450,000,000] $950,000,000 outstanding at any one time. 


+ * * * * * * 


(f) Notwithstanding any other provision of this Act, the Associa- 
tion is authorized to make commitments to purchase and to purchase, 
service, or sell, any mortgage (or participation therein) which is 
insured under title VIII of this Act, as amended on or after August 11, 
1955: [Provided, That the total amount of purchases and commit- 
ments authorized by this subsection shall not exceed $450,000,000 
outstanding at any one time: Provided further, That not less than 
7.5 per centum of the amount authorized in the preceding proviso 
shall be available for such purchases and commitments with respect 
to mortgages insured under section 809.] Provided, That the total 
amount of purchases and commitments authorized by this subsection 
shall not exceed $500,000,000 outstanding at any one time: Provided 
further, That of the amount authorized in the preceding proviso not less 
than $58,750,000 shall be available for such purchases and commitments 
with respect to mortgages insured under section 809. 

(g) With a view to further carrying out the purposes set forth in sec- 
tion 301 (6), and notwithstanding any other provision of this Act, the 
Association is authorized to make commitments to purchase and to pur- 
chase, service or sell any mortgages which are insured under title II of 
this Act or guaranteed under the Servicemen’s Readjustment Act of 1944, 
if the original principal obligation thereof does not exceed $13,500: Pro- 
vided, That the total amount of purchases and commitments authorized 
by this subsection shall not exceed $1,000,000,000 outstanding at any one 
tume: Provided further, That applicants for such commitments shall be 
required to certify that construction of the housing to be covered by the 
mortgages has not commenced. 

* * * * * * * 
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Trrte VIII—Armep Services Houstna Morreace INSURANCE 


~*~ a ” = * * * 
Src. 803. * * * 
a » * - * * a 


(b) To be eligibile for insurance under this title a mortgage shall 
meet the following conditions: 
*x * * * * * x 


The mortgage shall provide for complete amortization by periodic 
payments within such terms as the Commissioner shall prescribe, 
have a maturity not to exceed twenty-five years, and shall bear 
interest (exclusive of premium charges for insurance) at not to exceed 
[4] 4% per centum per annum of the amount of the principal obligation 
outstanding at any time. The Commissioner may consent to the 
release of a part or parts of the mortgaged property from the lien of 
the mortgage upon such terms and conditions as he may prescribe and 
the mortgage may provide for such release. 


* * * * * * * 
SERVICEMEN’S READJUSTMENT ACT OF 1944 
* * . . + * « 


Trrte IJJ—Loans ror THE PuRCHASE OR CONSTRUCTION OF HomEs, 
Farms, AND Business Property 


CHAPTER V—-GENERAL PROVISIONS FOR LOANS 


Sec. 500. (a) Any person who shall have served in the active mili- 
tary or naval service of the United States at any time on or after 
September 16, 1940, and prior to the termination of the present war, 
or at any time on or after June 27, 1950, and prior to such date as 
shall be determined by Presidential proc lamation or concurrent reso- 
lution of the Congress, and who shall have been discharged or released 
therefrom under conditions other than dishonorable after active serv- 
ice of ninety days or more, or by reason of an injury or disability 
incurred in service in line of duty, shall be eligible for the benefits 
of this title. Entitlement derived from service on or after June 27, 
1950, shall (1) cancel any unused entitlement derived from service 
prior to June 27, 1950, and (2) be reduced by the amount entitlement 
from such prior service shall have been used to obtain a direct, guaran- 
teed, or insured loan (a) on real property which the veteran owns at 
the time of application or (b) as to which the Administrator shall 
have incurred actual liability or loss, unless in the event of loss or 
the incurrence and payment of such liability by the Administrator, 
the resultant indebtedness of the veteran to the Government shall 
have been paid in full. The unremarried widow of any person who 
met the service ee for benefits under this title and who 
died, either in service after separation from service under con- 
ditions other than ishosiivabie. as a result of injury or disease in- 
curred in or aggravated by such service in line of duty (other than 
any such widow who by reason of her own service is eligible for the 
benefits of this title), shall also be eligible for the benefits of this 
title; and the term “veteran” as used in this title shall include any 
such unremarried widow. Any loan made by such veteran within 
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[eleven] thirteen years after the termination of the war, and any loan 
to a veteran eligible by virtue of active service on or after June 27, 
1950, if made within ten years after such date as shall be determined 
by Presidential proclamation or concurrent resolution of the Congress, 
for any of the purposes, and in compliance with the provisions, 
specified in this title, [is automatically guaranteed by the Govern- 
ment by this title in an amount not exceeding fifty per centum of the 
loan: Provided, That the aggregate amount guaranteed shall not 
exceed $2,000 in the case of nonreal-estate loans, nor $4,000 in the 
case of real-estate loans; or a prorated portion thereof on loans of 
both types or combination thereof.] is automatically guaranteed by 
the Government by this title in an amount not exceeding 60 per centum 
of the loan if the loan is made for any of the purposes specified in section 
501 of this title and not exceeding 50 per centum of the loan if made for 
any of the purposes specified in section 502, 508, or 507 of this title: 
Provided, That unless the loan is made for one of the purposes specified 
in section 501 of this title the aggregate amount guaranteed shall not 
excced $2,000 in the case of non-real-estate loans, nor $4,000 in the case 
of real-estate loans, or a prorated. portion thereof on loans of both types 
or combination thereof. In computing the aggregate amount of 
guaranty or insurance entitlement available to a veteran under this 
title, the Administrator may in his discretion exclude the initial use 
of the guaranty or insurance entitlement used for any loan with 
respect to which the security (1) has been taken (by condemnation 
or otherwise) by the United States, any State, or a local government 
agency for public use, or (2) has been destroyed by fire or other 
natural hazard, or (3) has been disposed of because of other compelling 
reasons devoid of fault on the part of the veteran and, notwithstanding 
any other provision of this section to the contrary, an entitlement 
may be so excluded and restored to the use of any veteran at any time 
prior to January 31, 1965, for the purpose of obtaining a loan which 
will be guaranteed or insured in accordance with the provisions of 
this title: Provided, That any amount paid by the Administrator 
under section 500 (c) of this part shall be deducted from the amount 
payable on the succeeding loan under that section. In computing 
the aggregate amount of guaranty or insurance entitlement available 
to a veteran under this title, the Administrator shall exclude the 
amount of guaranty or insurance entitlement previously used for 
any loan guaranteed or insured under section 501 which has been 
repaid in full, and with respect to which the real property which 
served as security for the loan has been disposed of because the veteran, 
while in the active service, was transferred by the military department 
with which he was serving. 

(b) Loans guaranteed under this title shall be payable under such 
terms and conditions as may be agreed upon by the parties thereto, 
subject to the conditions and limitations of this title and the regula- 
tions issued pursuant to section 504: Provided, That the liability 
under the guaranty within the limitations of this title shall decrease 
or increase pro rata with any decrease or increase of the amount of 
the unpaid portion of the obligation: Provided further, That loans 
guaranteed under this title shall bear interest at a rate not exceeding 
4 per centum per annum and shall be payable in full in not more 
than thirty years, or in the case of loans on farm realty in not more 
than forty years: And provided further, That (1) the maturity on a 
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non-real estate Joan shall not exceed ten years; (2) any loan for @ 
term in excess of five years shall be amortized in accordance with 
established procedure; (3) except as provided in section 505 any real 
estate loan, other than for repairs, alterations, or improvements, shall 
be secured by a first lien on the realty, and a non-real estate loan, 
except as to working or other capital, merchandise, good will and 
other intangible assets, shall be secured by personality to the extent 
legal and practicable: [And provided further, That the Administra- 
tor, with the approval of the Secretary of the Treasury, may prescribe 
by regulation from time to time such rate of interest, not in excess of 
4% per centum per annum, as he may find the loan market demands.] 
And provided further, That the Administrator, with the approval of the 
Secretary of the Treasury, may prescribe by regulation from time to time 
such rate of interest as he may find the loan market demands, but the 
rate of interest so prescribed by the Administrator shall not exceed at 
any time the rate of interest (exclusive of premium charges for insurance, 
and service charges if any), established by the Federal Housing Commis- 
sioner under section 203 (b) (5) of the National Housing Act, less one- 
half of 1 per centum per annum; except that such rate shall in no event 
exceed 4% per centum per annum. 

(2) The provisions of the Servicemen’s Readjustment Act of 1944 with 
respect to the interest chargeable on loans made or guaranteed under such 
Act which were in effect prior to the date of enactment of this Act shall, 
notwithstanding the amendment made by this subsection, continue to be 
applicable (1) to any loan made or guaranteed prior to such date of enact- 
ment, and (2) to any loan with respect to which a commitment to guarantee 
has been entered into by the Veterans’ Administration prior to such date. 


* x * * * » * 


(g) Notwithstanding any other provision of this title, if a loan report 
or an application for loan guaranty relating to a loan under this title 
has been received by the Administrator on or before July 25, [1958] 
1960, such loan may be guaranteed or insured under the provisions of 
this title on or before July 25, [1959] 1961. 


PURCHASE OR CONSTRUCTION OF HOMES 


Sec. 501 (a) * * * 


* * * * * * * 


(b) [Any loan made to a veteran for the purposes specified in 
subsection (a) or subsection (c) of this section 501 may notwithstand- 
ing the provisions of subsection (a) of section 500 of this title relating 
to the percentage or aggregate amount of loan to be guaranteed, be 
guaranteed, if otherwise made pursuant to the provisions of this title, 
in an amount not exceeding 60 per centum of the loan.J Any loan 
made to a veteran for any of the purposes specified in subsection (a) 
or subsection (c) of this section 501 is automatically guaranteed, vf 
otherwise made pursuant to the provisions of this title, in an amount not 
exceeding 60 per centum of the loan: Provided, That the aggregate 
amount of any guaranties to a veteran under this title shall not exceed 
$7,500, nor shall any gratuities payable under subsection (c) of 
section 500 of this title exceed the amount which is payable on loans 
guaranteed in accordance with the maxima provided for in subsection 
(a) of section 500 of this title: And provided further, That no such loan 
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for the repair, alteration, or improvement of property shall be insured 
or guaranteed under this Act unless such repair, alteration, or im- 
provement substantially protects or improves the basic livability or 
utility of the property involved. 

(c) Notwithstanding section 502 of this title, but subject to para- 
graphs (1), (2), and (3) of subsection (a) of this section, any loan made 
to a veteran under this title [may be guaranteed] is automatically 
guaranteed if the proceeds thereof will be used for any of the following 
purposes: 

(1) To purchase a farm on which there is a farm residence to 
be occupied by the veteran as his home; 
(2) To construct on land owned by the veteran a farm residence 
to be occupied by him as his home; or 
(3) To repair, alter, or improve a farm residence owned by the 
veteran and occupied by him as his home, 
If there is an indebtedness which is secured by a lien against land 
owned by the veteran, the proceeds of a loan for the construction of a 
farm residence on such land may be expended also to liquidate such 
lien, but only if the reasonable value of the land is equal to or in excess 
of the amount of the lien. 
* * * * * * * 


LOANS ON DELINQUENT INDEBTEDNESS 


Sec. 507. Any loan made to a veteran, the proceeds of which are 
to be used to refinance any indebtedness of the veteran which is 
secured of record on property to be used or occupied by the veteran 
as a home or for farming purposes, or indebtedness incurred by him 
in the pursuit of a gainful occupation which he is pursuing or which 
he proposes in good faith to pursue, or any delinquent taxes or assess- 
ments on such property or business, is automatically guaranteed if 
made pursuant to the provisions of this title, including the following: 

(1) Such loan became in default or the delinquency occurred 
not later than [eleven] thirteen years after the termination of 
the war or, in the case of a veteran eligible by virtue of active 
service on or after June 27, 1950, but not later than ten years 
after such date as shall be determined by Presidential proclama- 
tion or concurrent resolution of the Congress; 

(2) Such refinancing will aid the veteran in his economic re- 
adjustment; and 

(3) The amount of the guaranteed loan does not exceed the 
reasonable value of the property or business, as determined by 
the Administrator. 

* * * * * * * 


[SUPPLEMENTAL] DIRECT LOANS TO VETERANS 


[Sec. 512. (a) (1) Upon application by a veteran eligible for the 
benefits of this title, the Administrator is authorized and directed to 
make, or enter into a commitment to make, the veteran a loan for any 
of the following purposes: 

[(A) To purchase or construct a dwelling to be owned and 
occupied by him as a home; 

[(B) To purchase a farm on which there is a farm residence 
to be occupied by the veteran as his home; 
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[(C) To construct on land owned by the veteran a farm 
residence to be occupied by him as his home; or 

[(D) To repair, alter, or improve a farm residence or other 
dwelling owned by the veteran and occupied by him as his home; 

if the Administrator finds that in the area in which the dwelling, 
farm, or farm residence is located or is to be constructed, private 
capital is not available for the financing of the purchase or construc- 
tion of dwellings, the purchase of farms with farm residences, or the 
construction, repair, alteration, or improvement of farm residences or 
other dwellings, as the case may be, by veterans under this title. In 
case there is an indebtedness which is secured by a lien against land 
owned by the veteran, the proceeds of a loan made under this section 
for the construction of a dwelling or farm residence on such land may 
be expended also to liquidate such lien, but only if the reasonable 
value of the land is equal to or in excess of the amount of the lien. 

[(2) No loan shall be made under this section to a veteran unless 
he shows to the satisfaction of the Administrator— 

[(A) that he is a satisfactory credit risk; 

[(B) that the payments to be required under the proposed 
loan bear a proper relation to the veteran’s present and antici- 
pated income and expenses; 

[(C) that he is unable to obtain from private lending sources 
in such area at an interest rate not in excess of the rate authorized 
for guaranteed home loans a loan for such purpose for which he 
is qualified under section 501 of this title; and 

[(D) that he is unable to obtain a loan for such purpose from 
the Secretary of Agriculture under the Bankhead-Jones Farm 
Tenant Act, as amended, or under the Housing Act of 1949. 

[(b) Loans made under this section shall bear interest at the rate 
to be determined by the Administrator of Veterans’ Affairs, not to 
exceed the rate authorized for guaranteed home loans, and in no event 
to exceed 4% per centum per annum and shall be subject to such 
requirements or limitations prescribed for loans guaranteed under 
this title as may be applicable: Provided, That— 

[(A) the original principal amount of any such loan shall not 
exceed an amount which bears the same ratio to $10,000 as the 
amount of guaranty to which the veteran is entitled under section 
501 at the time the loan is made bears to $7,500; 

[(B) the guaranty entitlement of the veteran shall be charged 
with an amount which bears the same ratio to $7,500 as the 
amount of the loan -bears to $10,000; 

[(C) the authority to make loans under this section shall 
expire June 30, 1958, except that if a commitment to make 
such a loan was issued by the Administrator prior to that date 
the loan may be completed subsequent to such date. 

[(c) In connection with any loan under this section, the Admin- 
strator is authorized to make advances in cash to pay the taxes and 
assessments on the real estate, to provide for the purpose of makin 
repairs, alterations, and improvements, and to meet the incidenta 
expenses of the transaction, and shall credit to the principal of the 
loan an amount equal to that which would have been payable under 
section 500 (c) of this title had the loan been made by a private 
institution. 
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[(d) The Administrator is authorized to sell, and shall offer for 
sale, to any person or entity approved for such purpose by the 
Administrator, any loan made under this section at a price not less 
than par; that is, the unpaid balance plus accrued interest, and may 
guarantee any loan thus sold subject to the same conditions, terms, 
and limitations which would be applicable were the loan guaranteed 
under section 501 of this title. 

[(e) Loans made under this section shall be repaid in monthly 
installments; except that in the case of loans made for any of the 
purposes described in clause (B), (C), or (D) of commana (1) of 
subsection (a), the Administrator may provide that such loans shall 
be repaid in quarterly, semiannual, or annual installments. 

[(f{) No veteran may obtain loans under this section aggregating 
more than $10,000.] 

Sec. 512. (a) The Congress finds that housing credit under section 501 
of this title is not and has not been generally available to veterans living 
in rural areas, or in small cities and towns not near large metropolitan 
areas. It is therefore the purpose of this section to provide housing credit 
Sor veterans living in such rural areas and such small cities and towns. 

(b) Whenever the Administrator finds that private capital is not 
generally available in any rural area or small city or town for the financing 
of loans guaranteed under section 501 of this title, he shall designate 
such rural area or small city or town as a “housing credit shortage area’, 
and shall make, or enter into commitments to make, loans for any or all 
of the following purposes in such area— 

(1) For the purchase or construction of a dwelling to be owned and 
occupied by a veteran as his home; 
(2) For the purchase of a farm on which there is a farm residence 
to be owned and occupied by a veteran as his home; 
(3) For the construction on land owned by a veteran of a farm 
residence to be occupied by him as his home; or 
(4) For the repair, alteration, or improvement of a farm residence 
or other dwelling owned by a veteran and occupied by him as his 
home. 
If there is an indebtedness which is secured by a lien against land owned 
by a veteran, the proceeds of a loan made under this section for the con- 
struction of a dwelling or farm residence on such land may be expended 
also to liquidate such lien, but only if the reasonable value of the land is 
equal to or in excess of the amount of the lien. 

(c) No loan may be made under this section to a veteran unless he 
shows to the satisfaction of the Administrator that— 

(1) he is a satisfactory credit risk; 

(2) the payments to be required under the proposed loan bear a 
proper relation to his present and anticipated income and expenses; 

(3) he is unable to obtain from a private lender in such housing 
credit shortage area, at an interest rate not in excess of the rate 
authorized for guaranteed home loans, a loan for such purpose for 
which he is qualited under section 501 of this title; and 

(4) he is unable to obtain a loan for such purpose from the Sec- 
retary of Agriculture under the Bankhead-Jones Farm Tenant Act 
or under the Housing Act of 1949. 

(d) (1) Loans made under this section shall bear interest -at a rate 
determined by the Administrator, not to exceed the rate authorized for 
guaranteed home loans, and shall be subject to such requirements or 
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limitations prescribed for loans guaranteed under this title as may be 
applicable. 

(2) The original principal amount of any loan made under this sec- 
tion shall not exceed an amount which bears the same ratio to $13,500 as 
the amount of guaranty to which the veteran is entitled under section 501 
at the time the loan is made bears to $7,500; and the guaranty entitlement 
of any veteran who heretofore or hereafter has been granted a loan under 
this section shall be charged with an amount which bears the same ratio 
to $7,500 as the amount of the loan bears to $13,500. 

(3) In connection with any loan under this section, the Administrator 
is authorized to make advances in cash to pay the taxes and assess- 
ments on the real estate, to provide for the purpose of making repairs, alter- 
ations, and improvements, and to meet the incidental expenses of the 
transaction. The Administrator shall determine the expenses incident to 
origination of loans made under this section, which expenses, or a 
reasonable flat allowance in lieu thereof, shall be paid by the veteran in 
addition to the loan closing costs. 

(4) Loans made under this section shall be repaid in monthly install- 
ments; except that in the case of loans made for any of the purposes de- . 
scribed in paragraph (2), (3), or (4) of subsection (b), the Administrator 
may provide that such loans shall be repaid in quarterly, semiannual, or 
annual installments. 

(5) The Administrator may sell, and shall offer for sale, to any person 
or entity approved for such purpose by him, any loan made under this 
section at a price not less than par; that 1s, the unpaid balance plus accrued 
interest, and shall guarantee any loan thus sold subject to the same 
conditions, terms, and limitations which would be applicable were the 
loan guaranteed under section 501 of this title. 

(6) No veteran may obtain loans under this section aggregating more 
than $13,500. 

(e) (1) If any builder or sponsor proposes to construct one or more 
dwellings in a housing credit shortage area, the Administrator may enter 
into commitment with such builder or sponsor, under which funds available 
for loans under this section will be reserved for a period not in excess of 
three months, or such longer period as the Administrator may authorize 
to meet the needs in any particular case, for the purpose of making loans 
to veterans to purchase such dwellings. Such commitment may not be 
assigned or transferred except with the written approval of the Adminis- 
trator. The Administrator shall not enter into any such commitment 
unless such builder or sponsor pays a nonrefundable commitment fee 
to the Administrator in an amount determined by the Administrator, not 
to exceed 2 per centum of the funds reserved for such builder or sponsor. 

(2) Whenever the Administrator finds that a dwelling with respect to 
which funds are being reserved under this subsection, has been sold, or 
contracted to be sold, to a veteran eligible for a direct loan under this 
section, the Administrator shall enter into a commitment to make the 
veteran a loan for the purchase of such dwelling. With respect to any loan 
made to an eligible veteran under this subsection, the Administrator may 
make advances during the construction of the dwelling, up to a maximum 
in advances of (A) the cost of the land plus (B) 80 per centum of the 
value of the construction in place. 

(3) After the Administrator has entered into a commitment to make 
a veteran a loan under this subsection, he may refer the proposed loan to 
the Voluntary Home Mortgage Credit Committee, in order to afford a 
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private lender the opportunity to acquire such loan subject to guaranty 
as provided in paragraph (5) of subsection (d) of this section. If, before 
the expiration of sixty days after the loan made to the veteran by the 
Administrator is fully disbursed, a private lender agrees to purchase 
such loan, all or any part of the commitment fee paid to the Administrator 
with respect to such loan may be paid to such private lender when such 
loan is so purchased. 

If a private lender has not purchased or agreed to purchase such loan 
before the expiration of sixty days after the loan made by the Adminis- 
trator is fully disbursed, the commitment fee paid with respect to such loan 
shall become a part of the special deposit account referred to in subsection 
(c) of section 513 of this title. If a loan is not made to a veteran for the 
purchase of a dwelling, the commitment fee paid with respect to such 
dwellings shall become a part of such special deposit account. 

(4) The Administrator may exempt dwellings constructed through 
assistance provided by this subsection from the minimum land planning 
and subdivision requirements prescribed pursuant to subsection (6) of 
section 504 of this title, and with respect to such dwellings may prescribe 
special minimum land planning and subdivision requirements which 
shall be in keeping with the general housing facilities in the locality but 
shall require that such dwellings meet minimum requirements of structural 
soundness and general acceptability. : 

(f) The authority to make loans under this section shall expire July 26, 
1960, except that if a commitment to a veteran to make such a loan was 
issued by the Administrator before that date the loan may be completed 
after that date. 

(g) (1) The Administrator shall commence the processing of any 
application for a loan under this section upon the receipt of such appli- 
cation, and shall continue such processing notwithstanding the fact that 
the assistance of the Voluntary Home Mortgage Credit Committee has 
been requested by the Administrator for the purpose of ascertaining 
whether or not such loan can be placed with a private lender. 

(2) If the assistance of such Committee has been requested by the 
Administrator in connection with any such application, and the Adminis- 
trator is not notified by such Committee within (A) twenty days after such 
assistance has been requested, or (B) twenty days after the date of enact- 
ment of this subsection, whichever is the later, that it has been successful in 
enabling the applicant to place such loan with a private lender, the Ad- 
ministrator shall proceed forthwith to complete any part of the processing 
of such application remaining unfinished, and to grant or deny the appli- 
cation in accordance with the provisions of this section. 

Sec. 513. (a) For the purposes of section 512 of this title, the 
Secretary of the Treasury is hereby authorized and directed to make 
available to the Administrator such sums not in excess of $150,000,000 
(plus the amount of any funds which may have been deposited to 
the credit of miscellaneous receipts under subsections (a) and (c) 
hereof), as the Administrator shall request from time to time except 
that no sums may be made available after [June 30, 1957,] July 25, 
1960. After the last day on which the Administrator may meke loans 
under that section, he shall cause to be deposited with the Treasurer 
of the United States, to the credit of miscellaneous receipts, that part 
of all sums in the special deposit account referred to in subsection (c) 
of this section, and all moneys received thereafter, representing un- 
expended advances or the repayment or recovery of the principal of 
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loans made pursuant to section 512 of this title, retaining, however, a 
reasonable reserve for making loans with respect to which he has entered 
into commitments with veterans before such last day. Interest collected 
by the Administrator on loans made under section 512 in excess of the 
amount payable by him to the Treasurer of the United States under 
subsection (b) of this section, together with any miscellaneous income 
or credits, shall constitute a reserve for payment of losses, if any, and 
expenses incurred in the liquidation of said obligations. The Admin- 
istrator shall have power to invest such reserves, or any unexpended 
part thereof, from time to time in obligations of the Government of 
the United States. 

(6) On advances by the Secretary of the Treasury under subsec- 
tion (a) of this section, less those amounts deposited in miscellaneous 
receipts under subsections (a) and (c) thereof the Administrator shall 
pay semiannually to the Treasurer of the United States interest at 
the rate or rates determined by the Secretary of the Treasury, taking 
into consideration the current average rate on outstanding marketable 
obligations of the United States as of the last day of the month 
preceding the advance. 

(c) In order to make available the sums payable under subsec- 
tion (a) of this section and to effectuate the purposes and functions 
authorized in section 512 of this title, the Secretary of the Treasury 
is hereby authorized to use, as a public debt transaction, the proceeds 
of the sale of any securities issued under the Second bisecias Bond 
Act as now in force or as hereafter amended, and the purposes for 
which securities may be issued under the Second Liberty Bond Act 
as now in force or as hereafter amended, are hereby extended to in- 
clude such purposes. Such sums, together with all receipts here- 
under, shall be deposited with the Treasurer of the United States, in 
a special deposit account, and shall be available, respectively, for dis- 
bursement for the purposes of section 512 of this title. Except as 
otherwise provided in subsection (a) of this section, the Adminis- 
trator shall from time to time cause to be deposited into the Treas- 
ury of the United States, to the credit of miscellaneous receipts, such 
of the funds in said account as in his judgment are not needed for 
the purposes for which they were provided, including the proceeds of 
the sale of any loans, and not later than [June 30, 1958] June 30, 
1961, he shall cause to be so deposited all sums in said account and 
all moneys received thereafter in repayment of outstanding obliga- 
tions, or otherwise, except so much thereof as he may determine to 
be necessary for purposes of liquidation. Without regard to any 
other provisions of this title, said Administrator shall have authority 
to take or cause to be taken such action as in his judgment may be 
necessary or appropriate for or in connection with the custody, man- 
agement, protection, and realization or sale of such investments, to 
determine his necessary expenses and expenditures, and the manner 
in which the same shall be incurred, allowed and paid, to make such 
rules, regulations, and orders as he may deem necessary or appro- 
priate for the carrying out of the functions hereby or hereunder 
authorized and, except as otherwise expressly provided in this title, 
to employ, utilize, compensate, and delegate any of his functions 
hereunder’ to, such persons’ and such*corporate or other agencies, 
including agencies of the United States, as he may designate. 
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(d) For the purposes of further augmenting the revolving fund 
established in subsection (a) hereof the Secretary of the Treasury is 
authorized and directed between the effective date of this subsection 
and July 1, 1952, to make availablé to the Administrator such addi- 
tional sums not in excess of $25,000,000 as the Administrator may 
request, and is authorized and directed to advance from time to 
thereafter until June 30, [1957] 1960, such additional sums (not in 
excess of $150,000,000 in any one fiscal year) as the Administrator may 
request, except that the aggregate so advanced in any one quarter 
annual period shall not exceed the sum of $50,000,000 less that amount 
which had been returned to the revolving fund during the preceding 
quarter annual period from the sale of loans pursuant to section 512 (d) 
of this title. Except for the limitation on the sums authorized in 
subsection (a) hereof, this subsection shall be subject to the other pro- 
visions of this section and of this title. 


HOUSING ACT OF 1957 


* * : * * * * * 


[DISCOUNT CONTROL 


Src. 605. The Federal Housing Commissioner shall fix reasonable 
limits on the charges, fees, and discounts imposed upon the builder, 
seller, or purchaser in connection with the financing of the construction 
or sale of any housing covered by a mortgage insured under the 
National Housing Act, whether or not such charges, fees, and dis- 
counts are imposed in connection with the financing under such 
mortgage. The Administrator of Veterans’ Affairs shall fix reason- 
able limits on the charges, fees, and discounts imposed upon the 
builder, seller, or purchaser in connection with the financing of the 
construction or sale of any housing which is built or purchased with 
a home loan insured or guaranteed under the Servicemen’s Readjust- 
ment Act of 1944, whether or not such charges, fees, and discounts 
are imposed in connection with such home loan. Such limits may 
vary in accordance with the terms of the mortgage involved, the geo- 
graphical area in which the housing is located, and such other perti- 
nent factors as the Commissioner or the Administrator deems advis- 
able. As a condition of eligibility for such guaranty or insurance, 
the lender shall certify that no charge, fee, or discount has been 
imposed by it in excess of the limits fixed pursuant to this section.] 
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AUTHORIZING LOAN OF CERTAIN EQUIPMENT AND USE 
OF CERTAIN LANDS BY GIRL SCOUTS 


Marcu 6, 1958.—Ordered to be printed 


Mr. SALTONSTALL, from the Committee on Armed Services, submitted 
the following 


REPORT 


[To accompany 8. 2630] 


The Committee on Armed Services, to whom was referred the bill, 
S. 2630, to authorize the Secretary of Defense to lend certain Army, 
Navy, and Air Force equipment, and to provide certain services to 
the Girl Scouts of the United States of America, and to permit use of 
certain lands of the Air Force Academy for use at the Girl Scout 
senior roundup encampment, and for other purposes, having con- 
sidered the same, report favorably thereon without amendment and 
recommend that the bill do pass. 


PURPOSE OF THE BILL 


This bill proposes to authorize the Secretary of Defense to lend 
equipment and to provide certain services to the Girl Scouts of the 
United States of America in connection with the senior roundup 
encampment to be held at Colorado Springs, Colo., in June—July 1959. 


EXPLANATION 


Approximately 10,000 Girl Scouts are scheduled to attend the 1959 
senior roundup encampment of the Girl Scouts. It has become 
traditional for the Government to assist the Boy Scouts and the Girl 
Scouts in connection with national jamborees and roundups by lend- 
ing them the necessary camping, messing, refrigeration, and medical 
equipment needed at the site of the encampment. 

This bill is similar to Public Law 236, 84th Congress, which author- 
ized the lending of equipment and providing services for the 1956 
roundup in the Highland State recreation area of Michigan. Public 
Law 638, 84th Congress, authorized the loan of equipment and the 
providing of services for the 4th national jamboree of the Boy Scouts. 
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The bill requires that the Secretary of Defense take an appropriate 
bond for the safe return of such property as is loaned and that no 
expense shall be incurred by the United States Government for the 
delivery, return, rehabilitation, or replacement of any equipment that 
is furnished. The equipment authorized to be loaned is only that 
which is in stock and available and the issue of which would not 
jeopardize the national defense program. 

The bill also would authorize the Secretary of Defense to permit 
use of undeveloped lands of the Air Force Academy that are adjacent 
to the proposed encampment. Such use may not interfere with the 
activities of the Academy. 

COST DATA 


The Department of Defense has been unable to estimate the cost of 
this bill. The equipment that may be loaned must be without expense 
to the Government and the Department estimates that the cost of the 
services authorized will be nominal. 


DEPARTMENTAL RECOMMENDATION 


Printed below and hereby made a part of this report is a letter from 
the Secretary of the Air Force dated November 22, 1957, indicating 
that the Department of Defense does not object to the bill. 


DEPARTMENT OF THE AIR ForCE, 
OFFICE OF THE SECRETARY, 
Washington, November 22, 1957. 
Hon. Ricuarp B. RussgE.1, 
Chairman, Committee on Armed Services, 
United States Senate. 


Dear Mr. CuartrMan: Reference is made to your request for the 
views of the Department of Defense on S. 2630, 85th Congress, a bill 
to authorize the Secretary of Defense to lend certain Army, Navy, 
and Air Force equipment, and to provide certain services to the Girl 
Scouts of the United States of America, and to permit use of certain 
lands of the Air Force Academy for use at the Girl Scout senior roundup 
encampment, and for other purposes. The Secretary of Defense has 
delegated to this Department the responsibility for expressing the 
views of the Department of Defense. 

S. 2630 authorizes the Secretary of Defense to lend equipment, 
provide services, and permit the use of land to the Girl Scouts of 
the United States of America for the accommodation of approximately 
10,000 Girl Scouts and officials in the Girl Scout senior roundup 
encampment to be held during the period beginning in June 1959 and 
ending in July 1959. Equipment authorized to be lent includes tents, 
cots, blankets, commissary equipment, flags, refrigerators, and 
other equipment and services as may be necessary for the encampment 
to the extent that items are in stock and available and issue would 
not jeopardize the national defense. The land which the Secretary 
of Defense is authorized to permit the Girl Scouts to use is such 
portions of undeveloped lands of the United States Air Force Academy 
adjacent to such encampment as may be necessary or useful, if use by 
the encampment will not interfere with activities of the Ac ademy and 
will not jeorpardize the national defense program. The Girl Scouts 
of the United States of America are required to give a good and 
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sufficient bond for the return of such property in good order and 
condition without expense to the United States. 

The Department of the Air Force on behalf of the Department of 
Defense interposes no objection to S. 2630. 

Under the authority of the language “other equipment and services 
as may be necessary or useful’? appearing in previous enactments 
for similar support of Scouting the following types of support have 
been furnished on a nonreimbursable basis: 

(1) Specialized equipment for administrative support, and the oper- 
ation of such equipment. 

(2) Personnel for security, accounting, and organizational mainte- 
nance of equipment loaned. 

(3) Administrative support personnel such as supervisors, medical 
and dental technicians, military police, and bandsmen. 

(4) Temporary duty and per diem costs of the foregoing support 
personnel as authorized by law. 

The fiscal effects of this iehdasion are not known to the Department 
of Defense. The bill, however, provides that no expense shall be 
incurred by the United States Government for the delivery, return, 
rehabilitation, or replacement of the equipment or for the use of the 
land. It is believed that the expenses arising from the provision of 
services will be nominal. 

This report has been coordinated within the Department of Defense 
in accordance with procedures prescribed by the Secretary of Defense. 

The Bureau of the Budget has advised that there is no objection to 
the submission of this report. 

Sincerely yours, 
James H. Dove.as. 


O 
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85TH CoNGRESS t SENATE REpPortT 
2d Session No. 1351 


AUTHORIZING CERTAIN PERSONS TO WEAR THE UNI- 
FORM OF A RESERVE OFFICERS’ TRAINING CORPS 


Marcu 6, 1958.—Ordered to be printed 


Mr. Busn, from the Committee on Armed Services, submitted the 
following 


REPORT 


[To accompany H. R. 7696] 


The Committee on Armed Services, to whom was referred the bill 
(H. R. 7696) to authorize certain persons to wear the uniform of a 
Reserve Officers’ Training’Corps, having considered the same, report 
favorably thereon without amendment and recommend that the 
bill do pass. 

PURPOSE OF THE BILL 


This bill would permit informally enrolled cadets of the ROTC to 
wear the ROTC uniform. 
BACKGROUND 


To be a formally enrolled member of an ROTC unit a person must 
be a citizen of the United States and must be physically qualified to 
perform military duty upon reaching military age. Some schools and 
ROTC units permit students who are noncitizens, or who have minor 
physical defects, or who do not otherwise qualify for formal enroll- 
ment, to take the ROTC course in a status other than as fully 
enrolled cadets. These informally enrolled cadets now may not 
legally wear the prescribed uniform. This bill would permit these 
informally enrolled cadets to wear the ROTC uniform to military 
functions, parades, ceremonies, and for unit training. 

The Department of Defense considers that it is desirable to permit 
these students to participate in the ROTC program even though they 
cannot qualify for formal enrollment. This practice contributes to 
the maintenance of good relations with the schools involved and it 
gives highly motivated and patriotic students an opportunity for 
military education and training that they would not otherwise receive. 
For students who are noncitizens there is a precedent at the military 
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academies for their training. Such training of noncitizens has served 
to foster friendship and good will with friendly foreign nations. 


COST DATA 


The Department of Defense informed the committee that this bill 
would not increase the budgetary requirements of the Department. 
Informally enrolled cadets are not chargeable against enrollment 
quotas and are not entitled to commutation of subsistence, Govern- 
ment uniforms, or uniform allowances. These students will purchase 
the ROTC uniform from their own funds. 


DEPARTMENTAL RECOMMENDATION 


Printed below and hereby made a part of this report is a letter from 
the Secretary of the Air Force dated May 17, 1957, requesting enact- 
ment of this measure. 


DEPARTMENT OF THE Arr Force, 
OFFICE OF THE SECRETARY, 
Washington, May 17, 1957. 
Hon. Sam Raysurn, 
Speaker of the House of Representatives. 


Dear Mr. Speaker: There is enclosed herewith a draft of legisla- 
tion, to authorize certain persons to wear the uniform of a Reserve 
Officers’ Training Corps. 

This proposal is a part of the Department of Defense legislative 
program for 1957, and the Bureau of the Budget has advised that 
there would be no objection to the presentation of this proposal for the 
consideration of the Congress. The Department of the Air Force 
has been designated as the representative of the Department of 
Defense for this legislation. It is recommended that this proposal 
be enacted by the Congress. 


PURPOSE OF THE LEGISLATION 


The purpose of the proposed legislation is to provide authority 
for those persons who are allowed to pursue informally a course of 
study prescribed for members of a Reserve Officers’ Training Corps, to 
wear the uniform of that training corps while pursuing that course of 
study. No such authority exists at the present time. 

Section 771, title 10, United States Code, restricts the wearing of 
the uniform, or a distinctive part of the uniform, to a member of the 
Army, Navy Air Force, or Marine Corps, “except as otherwise 
provide sd by law.” There are a number of statutory exceptions to this 
general prohibition. One of the exceptions, section 773 (a) of title 
10, United States Code, pertains to organizations such as the ROTC 
and provides that a “member” may wear the prescribed uniform ‘‘if it 
includes distinctive insignia prescribed by the Secretary of the mili- 
tary department concerned to distinguish it from the uniform of the 
Army, Navy, Air Force, or Marine Corps, as the case may be.” 

In aeder to become a “member” of an ROTC unit and thus be 
eligible to wear its uniform, a person is normally required by law to 
have the following qualifications: (a2) He must be a citizen of the 
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United States; (6) he must be at least 14 years of age; (c) he must be a 
student at an institution where a unit of the corps is established, and 
(d) he must be physically able to do so on becoming of military age. 
(See secs. 4382 (d), 6901 (a), 9382 (d), title 10, U.S.C.) However, it 
has been the practice and policy of the Army, Navy, and Air Force, at 
the request of institutional authorities, to permit “nonmembers” to 
participate in the institutional phase of the ROTC course of study for 
academic credit only and not as a candidate for appointment as a 
commissioned officer. These “informally enrolled cadets’ are highly 
selected individuals who for reasons of noncitizenship, age, limited 
production quota spaces, and minor physical disqualifications, can- 
not be formally enrolled in the ROTC. Such ‘informally enrolled 
cadets” are not chargeable against enrollment quotas and are not 
entitled to commutation of subsistence, Government uniforms, or 
uniform allowances. Acceptance of such persons into the ROTC pro- 
gram is on an individual selection basis and must be within the class- 
room space available at a particular institution. They may, however, 
use arms and other equipment for instructional purposes. Cadets so 
enrolled understand that they are not ‘members’ of the ROTC and 
are not qualified for, nor will they be tendered, a commission upon 
completion of the institutional phase of the ROTC course of study. 
This policy is desirable in the interest of maintaining good relations 
with institutional authorities, as well as giving certain highly moti- 
vated and patriotic students an opportunity for military training 
which they would otherwise not receive. In the case of informal 
enrollment of noncitizens, this is in keeping with a precedent already 
established by the service academies and serves to foster friendship and 
good will with many friendly foreign nations. 

It is inconsistent with the spirit of this practice of permitting ‘‘in- 
formally enrolled cadets’’ to participate in the ROTC program, to 
simultaneously prohibit them from wearing its uniform during that 
course of study. All “members’’ of the ROTC are normally required 
to wear the ROTC uniform to military functions, parades, ceremonies, 
and for unit training during the institutional phase. In order for “‘in- 
formally enrolled cadets” to actively participate in these functions, 
they should be authorized to wear the ROTC uniform and thus be 
identified as participating students in the program of that training 
corps. This is especially desirable for those ‘informally enrolled 
cadets” who are noncitizens because the wearing of the ROTC uniform 
would be a major factor in preserving and increasing their morale and 
in giving such individuals the feeling of ‘‘belonging’”’ to an American 
military organization. 


COST AND BUDGET DATA 


This proposal would cause no increase in budgetary requirements 
for the Department of Defense since the uniforms will be purchased 
at no expense to the Government by those persons authorized to 
pursue informally the institutional phase of an ROTC course of study. 

Sincerely yours, 
James H. Doveuas. 
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CHANGES IN EXISTING LAW 





In compliance with subsection 4 of rule XXIX of the Standing 
Rules of the Senate there is printed in parallel columns the text of 
provisions of existing law which would be amended by the various 
provisions of the bill. 






EXISTING LAW THE BILL 















(Section 773 of title 10, United That section 773 of title 10, 
States Code) United States Code, is amended 
by adding the following new 
773. When distinctive insignia subsection at the end thereof: 
required 



































(a) A person for whom one of 
the following uniforms is _pre- 
scribed may wear it, if it includes 
distinctive insignia prescribed by 
the Secretary of the military de- 
partment concerned to distinguish 
it from the uniform of the Army, 
Navy, Air Force, or Marine Corps, 
as the case may be: 

(1) The uniform prescribed by 
the university, college, or school 
for an instructor or member of the 
organized cadet corps of— 

(A) a State university or 
college, or a public high 
school, having a_ regular 
course of military instruction; 
or 

(B) an educational institu- 
tion having a regular course 
of military instruction, and 
having a member of the 
Army, Navy, Air Force, or 
Marine Corps as instructor 
in military science and tactics. 

(2) The uniform prescribed by 
a military society composed of 
persons discharged honorably or 
under honorable conditions from 
the Army, Navy, Air Force, or 
Marine Corps to be worn by a 
member of that society when 
authorized by regulations pre- 
scribed by the President. 

(b) A uniform prescribed under 
subsection (a) may not include 
insignia of grade the same as, or 
similar to, those prescribed for 
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officers of the Army, Navy, Air 
Force, or Marine Corps. 


TRAINING CORPS 


THE BILL 


“(c) Under such regulations as 
the Secretary of the military de- 
partment concerned may pre- 
scribe any person who is permitted 
to attend a course of instruction 
prescribed for members of a re- 
serve officers’ training corps, and 
who is not a member of that 


corps, may, while attending that 
course of instruction, wear the 
uniform of that corps.” 
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85TH CONGRESS o SENATE REPORT 
9d Session No. 1352 


ELIMINATE EXTENSION OF THE UNITED STATES 
CAPITOL BUILDING 


Marcu 7, 1958.—Ordered to be printed 
Filed, under authority of the order of the Senate of March 6, 1958 


Mr. Cuavez, from the Committee on Public Works, submitted the 
following 


REPORT 


[To accompany 8S. 2883] 


The Co:nmittee on Public Works, to whom was referred the bill 
(S. 2883) to amend the Legislative Appropriation Act, 1956, to 
eliminate the requirement that the extension, reconstruction, and 
replacement of the central portion of the United States Capitol be in 
substantial accord with scheme of the architectural plan of March 3, 
1905, having considered the same, report favorably thereon without 
amendment and reco:nmend that the bill do pass. 


PURPOSE 


The purpose of this bill is to amend the Legislative Appropriation 
Act, 1956, which authorized the extension and reconstruction of the 
east central portion of the Capitol Building, by eliminating the require- 
ment that such work be in substantial accord with scheme B of the 
architectural plan submitted by a joint committee of Congress, and 
reported to the Congress in House Document No. 385, 58th Congress, 
on March 3, 1905, but with modifications and additions. 


HISTORY 


The last important alteration in the design of the Capitol Building 
was the construction of the north and south wings and the dome, 
which was carried out between 1851 and 1865. At that time it was 
proposed to extend the central portion of the Capitol eastward, to 
make the eastern portion symmetrical with the western portion, and 
to give the dome an adequate appearance of support. The advent of 
the Civil War interrupted the progress of the work at the Capitol 
and the modification of the east front was never carried out. 
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The Congress, in 1904, established a joint commission to investigate 
and report on the extension of the Capitol Building. The Commission 
appointed consulting architects to study the problem involved, who 
reported to the Commission, which in turn made its report to Congress, 
which is printed as House Document No. 385, 58th Congress. In that 
report the consulting architects expressed the opinion that the previous 
proposal to extend the central portion to the line of the two wings 
would be excessive, and presented two schemes A and B, recommend- 
ing the scheme A, which provided the least amount of projection which 
would provide the desired appearance of support for the skirting of 
the dome. 

Hearings were held in 1935 and 1937 on bills that would authorize 
a pian which was a modification of scheme B, and the bills passed the 
Senate, but were never enacted into law. 

The Legislative Appropriation Act of 1956 included authorization 
for initiating the work and appropriated $5 million for such start. 
That law also established a Commission for Extension of the United 
States Capitol, to be composed of the President of the Senate, the 
Speaker of the House, the minority leader of the Senate, the minority 
leader of the House and the Architect of the Capitol. The Legislative 
Appropriation Act of 1957 included $12 million to continue the 
extension, reconstruction, and replacement of the central portion of 
the Capitol. 

The Commission directed the Architect of the Capitol to retain the 
services of architects and engineers and also a consulting and advisory 
group of architects to prepare preliminary plans and estimates of 
cost for the extension of the Capitol in such manner that the Com- 
mission could approve the program in whole or in part. A report 
on this work was presented to the Senate in August 1957. In that 
report, the Architect proposed a master plan, scheme C, for recon- 
struction and remodeling the Capitol on both the east and west sides, 
which recommended scheme B as the first logical step to proceed with 
at this time. Under this plan it is proposed to leave the old east 
sandstone walls remain as interior walls wherever possible, and to 
make an exact replica of the present front in marble at a distance of 
32 feet 6 inches beyond the present walls. 

On October 28, 1957, the Commission directed the Architect of the 
Capitol to proceed with the preparation of contract drawings and 
specifications at a cost of $312,500. Those plans and specifications 
are now essentially complete. 

The Subcommittee on Public Buildings held a hearing on 8. 2883 on 
February 17, 1958. At the hearing the Architect of the Capitol and 
three of the advisory and consu lting architects discussed the work 
proposed and explained the reasons for reaching their conclusions on 
the necessity for the work. Two of the authors of the bill, representa- 
tives of the Committee To Preserve the National Capitol, American 
Institute of Architects, National Trust for Historic Preservation, and 
others appeared in favor of enactment of S. 2883, stating that the re- 
moval of the road block of scheme B would permit the architects to 
have a free hand in developing the best plan for work in connection 
with the Capitol. 

At a meeting of the Commission on February 21, 1958, the pl ins 
were approved ‘and the Commission directed the Architect of the ( ‘api- 
tol to proceed with the extension of the east central front of the 
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Capitol, including the letting of construction contracts and all other 
necessary items. 
DISCUSSION 


The committee is aware of the early plans for completion of the 
United States Capitol Building, and of the opposition that has de- 
veloped each time initiation of work on reconstruction of the east 
front appeared imminent. It also recognizes that the east front sand- 
stone wall has deteriorated to a degree and is in need of repair. 

The committee further realizes and appreciates the esthetic beauty 
and historic significance of the Capitol Building, and how it is regarded 
by people all over the Nation as a part of our national heritage, and 
as a symbolic monument revered by all. Any major disturbance of 
the original historic east facade is not believed justified at the present 
time without further study and consideration. 

The completion of the Capitol to its present state was performed in 
stages, but represents the work of many of the best architects of the 
early period of our country, and is a classic example of the architecture 
of those early periods, which has earned a niche in the hearts and minds 
of the American people. 

It was the opinion of the committee that adequate hearings had not 
been held on recent proposals to modify the east facade of the Capitol 
Building, in order to give the opponents to the plan an opportunity to 
present their views on the matter. 

The committee gave careful consideration to the testimony pre- 
sented at the hearing held by the Subcommittee on Public Buildings 
and Grounds on S. 2883 on February 17, 1958. Both opponents and 
proponents testified on the measure. There remained before the 
committee the fundamental question as to whether the rebuilding 
should be done under scheme B, or some other plan. 

The authority for extending the east front of the Capitol is con- 
tained in Public Law 242, 84th Congress. The provisions of S. 2883 
would eliminate from the authorizing act the requirement that the 
work be in substantial accord with scheme B of the architectural plan 
of March 3, 1905. 

The committee does not consider that S. 2883 nullifies the present 
authorization for extension, reconstruction, or replacement of the cen- 
tral portion of the Capitol Building, but rather that it leaves such 
matter entirely open, without limitation to plan B, and that after 
further consideration the Commission for Extension of the United 
States Capitol can proceed with scheme B, any other scheme or 
modification thereof, or repair of the existing wall in its present 
location. 

The committee fully discussed the possibility of repairing or rebuild- 
ing the existing wall in its present location. Conflicting testimony 
was presented as to the estimated cost of performing such work. 
The Architect of the Capitol described the present condition of the 
east front, stating that the chipping and spalling of the paint and 
stone is becoming progressively worse. The committee believes that 
the Architect has adequate funds for proper maintenance and repair 
of this existing wall, or replacement of individual stones as they spall 
or become badly deteriorated. 

The committee also discussed the question of the overhang of the 
Dome of the Capitol, and the matter of its safety. The Architect 
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advised that a visual inspection of the dome has been made, and that 
a contract is in effect for a complete structural engineering study and 
survey thereof, and for the preparation of plans and specifications for 
repairs to improve the stability of the dome. 

The committee was somewhat concerned about the charges made 
by certain witnesses relative to the secrecy that has surrounded the 
activities in connection with this project from the time of its author- 
ization. It is believed that improved public relations would have re- 
sulted if public hearings had been held earlier, or if sketch plans had 
been released from time to time. 

The committee also gave consideration to the estimated cost of the 
proposed work, $10,100,000. It is clearly indicated that the project 
is not justified on the basis of providing a relatively small amount of 
additional space, and that cognizant of the fact that certain activities 
of the legislative branch must be performed in the Capitol Building 
an equal amount of space, 100,000 square feet gross area, can be more 
economically provided at other locations. 

The committee realizes the gravity of this situation in dealing with 
a building with the historic significance of the Capitol Building, and 
believes that before proceeding with the proposed work further studies 
should be made, further hearings held, and all possible plans and ideas 
be thoroughly investigated, and that any remodeling of the historic 
east front facade be performed only as a last resort, and only for its 
safety and preservation. Accordingly the committee recommends 
enactment of S. 2883. 

The comments of the Architect of the Capitol on this legislation 
are as follows: 

ARCHITECT OF THE CAPITOL, 
Washington, D. C., February 13, 1958. 
Hon. Dennis CHAVEZ, 
Chairman, Committee on Public Works, 
United States Senate. 


My Dear Mr. CuarrMan: In compliance with your request that 
I submit to your committee a report containing such suggestions as I] 
may deem proper touching the merits of S. 2883, 85th Congress, and 
the propriety of its passage, I submit the following report on S. 2883, 
‘A bill to amend the Legislative Appropriation Act, 1956, to eliminate 
the requirerrent that the extension, reconstruction, and replacement 
of the central portion of the United States Capitol be in substantial 
accord with scheme B of the architectural plan of March 3, 1905.” 

It is my recommendation that no chenge be made in the present 
legislation authorizing the extension of the Capitol project, Public 
Law 242, 84th Congress, as amended by Public Law 406, 84th Congress. 


CONTROL AND SCOPE OF PROJECT 


The present legislation governing the extension of the Capitol 
project provides that all work in connect’on with this project, including 
the preparation of plans and the letting of contracts, shall be performed 
under the direction of 2 commission to be composed of the President 
of the Senate, the Speaker of the House of Representatives, the 
minority leader of the Senate, the minority leader of the House of 
Representatives, and the Architect of the Capitol. 
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The present legislation provides for the extension, reconstruction, 
and replacement of the central portion of the Capitol in substantial 
accordance with scheme B of the architectural plan reported to Con- 
gress, March 3, 1905, in House Document 385, 58th Congress. This 
plan provides that that part of the east central front of the Capitol, 
constructed of sandstone and located between the Senate and House 
wings, be extended eastward 32 feet 6 inches, and that the extended 
section be constructed of marble; also, that that part of the west 
central front of the Capitol, similarly constructed and located, be 
refaced with marble. 

The present legislation, however, authorizes the Commission to 
effect modifications of the 1905 plan, so long as the substance of that 
plan is followed, and also authorizes the Commission to effect additions 
to that plan. 

The present legislation further authorizes the construction of such 
facilities in the Capitol Grounds and such approaches, appurtenant 
or other necessary items as the Commission may approve. The 
hearings before the Senate and House Appropriations Committees 
show that this authorization was included to cover such items as under- 
ground garages, security vaults, underground transportation systems, 
and other improvements in the Capitol Grounds. 

To date, a total of $17 million has been appropriated for the project 
and, under the provisions of the authorization act, such additional 
amounts as may be necessary are authorized to be appropriated. 


LEGISLATIVE BACKGROUND 


Opponents of the plan to extend the east central front of the Capitol 
and to construct the extended section in marble have indicated that 
such extension is being carried into effect without adequate consider- 
ation by the Congress. 

The facts of record do not bear out this contention. 

The House of Representatives, in 1903, considered and passed legis- 
lation authorizing the extension of the east central front of the Capitol 
and provided an initial appropriation to start such work. The item 
at that time was not, however, approved by the Senate. 

The United States Senate has twice considered and passed bills 
authorizing the extension of the east central front of the Capitol, 
in addition to the legislative action taken in 1955. One of those 
bills was passed in 1935 and the other in 1937, following hearings 
conducted by the Senate Committee on Public Buildings and Grounds 
at that time. The committee, in 1937, not only had the benefit of 
the hearings which it had held in 1935 and the 3 days’ hearings 
which it held in 1937, but also of 9 days’ hearings held on such pro- 
posed legislation by the House Committee on Public: Buildings and 
Grounds in 1935. Proponents and opponents of the legislation were 
given full and free opportunity to testify on these occasions and their 
testimony is a matter of record in the printed hearings of those com- 
mittees for such years. 

Although neither the 1935 nor the 1937 bill was reported out by 
the House committee, the action taken by the Senate is significant. 

In 1935, the Senate authorization bill was reported out unanimously 
by the Senate Committee on Public Buildings and Grounds and was 
considered and passed on the Consent Calendar, when the objection 
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of a single Senator would, in that case, have prevented its consideration 
and passage. 

In 1937, after being favorably reported by the Senate Committee on 
Public Buildings and Grounds, the Senate authorization bill was con- 
sidered under regular order of the Senate and was passed immediately 
following a quorum call to which 82 Senators responded. When this 
bill was considered and approved, two present Members of the Senate, 
Senator Chavez, the present chairman of the Senate Committee on 
Public Works, and Senator Green, were members of the Senate Com- 
mittee on Public Buildings and Grounds. 

The present authorization for the extension project is contained in 
the Legislative Appropriation Act, 1956, as amended by Public Law 
406, 84th Congress—the amendment being in the nature of correction 
of technical defects. This authorization, together with an initial 
appropriation, was included in the Legislative Appropriation Act, 
1956, by the House Committee on Appropriations, following con- 
sideration of the item by that committee, and was retained in the bill 
upon recommendation of the Senate Committee on Appropriations, 
following consideration of the item by that committee. Before 
action was taken on this item by the House and Senate committees, 
these committees were furnished copies of the 1935 and 1937 — 
Senate and House hearings on the extension of the Capitol and 
résumé of previous action taken by the Senate and House selaeiiens 
and by the Senate, itself. 

The 1935 and 1937 printed hearings covered a complete exposition 
of all possible arguments, pro and con, relating to the extension. 
The validity of those arguments, whether they be pro or be con, does 
not change with the years. 

The facts which I have just presented certainly render untenable 
any charges that the extension of the Capitol is a matter that has not 
received due consideration on the part of the Senate and the House. 


PURPOSE OF LEGISLATION 


Just what has béen the intention of the Congress in its introduction 
and consideration of these bills and passage of the present legislation? 
I think the intent is obvious. 

Correction of the architectural defect caused by the overhang of the 
dome over the east portico. 

Reconstruction of the central portion in marble in order to provide a 
durable material for the exterior of this part of the building, in replace- 
ment of the deteriorated sandstone exterior. 

Provision of much-needed additional space in the Capitol for the 
Congress, its officers and employees, and functions required to be 
carried on in this building. 

In every previous hearing, there have been those who were opposed 
to the passage of the bill then in question. Their opposition centered 
around what its opponents have characterized as ‘desecration,’ and 
more recently as “vandalism.” It was their desire that no stone be 
touched, no wall be moved, and that painting be continued down the 
long stretch of the centuries. Sentimentel attachment to the old work 
was their one motivating force, without regard to other factors which 
must necessarily be considered and which the Congress has consid- 
ered. It is fair to state that those Members of the Senate and of the 
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House who have voted to approve the proposed work would yield to 
no one in their devotion to this grand old building. 

I feel I should review in this report the intentions cited above, 
weigh the objections, and attempt to reach some conclusions. 


EXTENSION OF THE EAST FRONT 


Opponents of the plan to extend the east central front of the Capitol 
have, as stated, referred to such extension as desecration and van- 
dalism, but almost without exception have frankly admitted the 
existence of the architectural defect which the Congress is attempting 
to correct. 

The need, architecturally, for this extension of the east front dates 
back to the addition of the House and Senate wings and the construc- 
tion of the present great dome. As soon as the wings were com- 
pleted, and probably as soon as they were designed, it was obvious 
that the existing low wooden dome designed by Charles Bulfinch was 
entirely inadequate to dominate the greatly extended mass of the 
Capitol Building; and because the east wall behind the portico was 
also the wall of the rotunda, it was equally obvious that a dome of 
proper size and proportion would extend beyond the rotunda wall 
and hang out over the portico. What actually is the case is that the 
lower columns of the dome are bracketed out from the rotunda wall 
so that both the columns and the octagonal skirt below them appear 
to rest entirely on the roof of the pediment over the portico. No 
other support is visible. This does violence to the one universally 
accepted tenet of good classic architecture—that is, that adequate 
and proper support for every load should be apparent. When viewed 
from any angle, except “‘straight-on,” not only can this lack of appar- 
ent support be readily seen, but the mass of skirt and dome seem to 
overpower the portico and detract from its beauty. Conversely, the 
simple portico crushed against the great mass of the dome detracts 
from the dome’s magnificance. 

This may seem to be a technical matter. Those who have opposed 
its correction for the sake of preserving a sort of architectural status 
quo have called the proponents of the correction “purists,” which is 
not necessarily a bad charge. For architecturally, it is a matter of 
real importance and has always been so considered by those who both 
know good architecture and are anxious that the Capitol Building of 
the United States be without correctible defect. It was one of great 
importance to Thomas U. Walter, the designer of the wings and the 
dome, for he not only urged the extension of the east front as soon 
as recovery from the Civil War would permit but also made sketch 
plans for such extension before his departure from office. The need 
for this extension has, as previously brought out, been felt by the 
Congress, and its position in the matter has been supported by all 
architects identified with the Capitol since Walter’s time, including 
Robert Mills, the architect of the Washington Monument and the 
Treasury Building. 

In 1904, Carrere & Hastings, who designed the original Senate and 
House Office Buildings, were engaged to make studies and prepare 
plans for the proposed extension of the east central front of the Capitol 
under the direction of a joint commission of Congress. They sub- 
mitted two schemes—one scheme A, which provide d for e ‘xtending the 
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east central front eastward 12 feet 10 inches, and the other scheme B, 
which provided for an extension of 32 feet 6 inches, as an alternate, if 
the needs of Congress for additional accommodations required the 
greater extension. They expressed their decided preference for scheme 
A, but in a letter to the joint commission, September 23, 1904, they 
stated “* * * If your Commission decides that more room must be 
provided we would submit scheme B. This in our opinion is the plan 
which least changes the artistic character of the building at the same 
time giving a large number of committee rooms; it would affect the 
appearance of the building very slightly and make an excellent second 
best plan and we would advise the selection of this plan in case you 
require the rooms. * * *,”’ 

Their proposed schemes are contained in House Report 385, 58th 
Congress, cited in the present legislation authorizing the extension 
of the Capitol project. A model, prepared at that time, showing a 
proposed extension substantially in accordance with scheme B has 
been on exhibit in the crypt of the Capitol for a nuinber of years. 

Extension of the east front has also been advocated by most of the 
architects who have done monumental work in Washington—Carrere 
& Hastings; Bacon; Cass Gilbert; McKim, Mead & White; Platt; 
Coolidge; Pope; York & Sawyer; Zantzinger; Wyeth; Sullivan; and 
Cunningham. Totten, Hirons, Howells, Swartwout, and Magonigle 
have also expressed their approval. A number of these architects 
appeared at the hearings in 1935 and 1937 in support of the extension. 

The works of these men include such monumental achievements as 
the Senate and House Office Buildings, the Archives Building, Na- 
tional Gallery of Art, Jefferson Memorial, Lincoln Memorial, Consti- 
tution Hall, Red Cross Building, Department of Justice Building, 
Freer Art Gallery, Supreme Court Building, Philadelphia Museum 
of Art, Panhellenic Tower, Liberty Memorial in Kensas City, 
McKinley National Memorial in Ohio, Philadelphia Mint, Meine 
Memorial, Missouri State Capitol, Museum of Fine Arts at Yale 
University, additions to the British Museum; also, the recent re- 
modeling of the Senate and House Chambers. 

The National Commission of Fine Arts approved of the extension 
in 1919 and in 1935, and its Chairman, Charles Moore, in the 1935 
hearing, lent to it the weight of his 36 years of experience in the 
Washington plan. 

On June 12, 1956, at a hearing before the Senate Committee on 
Appropriations, on a request for a second appropriation of $12 million, 
Mr. Edmund Purves, executive director of the American Institute of 
Architects, appeared to state that the official position of the Ameri- 
can Institute of Architects was that of opposition to the proposed 
extension, but, under questioning, he disclosed that this position was 
in conflict with’ the position of the institute’s own committee on the 
National Capitol and in conflict with his own personal sentiments. 

The foregoing evidence and the impressive record of the proponents 
of the project during the past century should be enough to refute the 
charge of vandalism which has been leveled at the Congress and to 
point up the fact that objections to the extension are solely senti- 
mental ones. These I will subsequently consider. 
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RECONSTRUCTION OF CENTRAL PORTION IN MARBLE 


Opponents of the east front extension have objected to replacing 
the existing sandstone front with marble. 

Thornton, the first Architect of the Capitol, whose design for the 
Capitol was adopted by President Washington, urged that marble be 
used for the exterior facings. He felt that only marble could be 
satisfactory to give true definition to the moldings and carved orna- 
ments and to serve as a proper and durable dress for so monumental 
a building. In the absence of a domestic source for such material, he 
even advocated that it should be imported. In spite of his strong 
recommendation, the President, in the interest of economy, finally 
ordered the building to be built of Virginia sandstone. 

This sandstone, taken from the Acquia Creek Quarries in Virginia, 
is a soft friable material which is uneven in color and texture. The 
variations in color detract from the sharpness of the moldings and 
carved ornaments, and its soft friable quality has been the cause of 
progressive deterioration. It was heavily damaged by the fire set by 
the British in 1814 and very considerable repair and replacement were 
required. At this time, according to testimony in the 1935 hearing, 
Latrobe, who followed Thornton as Architect of the Capitol, recom- 
mended that marble be used as a new covering for the Capitol. 

Shortly after the reconstruction of the Capitol was completed in 
1819, the entire structure was painted and has been a painted building 
ever since. Recent research of old records discloses that exterior paint- 
ing was done in 1819, 1822, 1827, 1832, and 1849, and that this painting 
was done primarily for preservation of the stonework. This corrects 
previous statements that painting began in 1862 with the erection of 
the House and Senate wings. There have been some beneficial 
results of this painting: One, the color was improved so that the detail 
was clarified; and, two, the rate of deterioration of the sandstone was 
somewhat reduced. There has been, however, in spite of repeated 
paintings over the years, a positive and progressive deterioration of 
the stone and a concurrent deterioration of the paint film. Many 
stones have had to be replaced, moldings and ornament have eroded, 
cornice stones and balustrade members have fallen out, and in one 
instance the parts of a capital are wired together. 

The paint film peels and the scaling paint frequently takes the 
surface of the stone with it, leaving unsightly blisters on the surface. 
An impartial observer is bound to judge the present appearance of 
the surface of the building to be far short of that rightfully expected 
of the ¢ Capitol of our great Nation. The ever thickening paint more 
and more obscures the sharp detail of the original designs. Even 
now one cannot see the actual details of the. work of Thornton, 
Latrobe, and Bulfinch. All one.can see is paint. This matter of 
appearance is, however, secondary to the integrity of the structure 
and of its priceless detail. Unless it is faced, and its rich ornamenta- 
tion faithfully reproduced, in a durable material, there will eventually 
be nothing left but a drawing in the files to bear witness to the art of 
Thornton, Latrobe, and Bulfinch. 

Mere refacing of the present east front, however, is not enough. 
Here a number of cracks extend the full height of the wall, from 
balustrade to footing, and extend completely through the masonry 
behind the sandstone facing. It is probable that if this facing were 
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cut back and replaced with marble, the cracks would immediately 
recur in the new facing. The proper repair, therefore, involves partial 
reconstruction of the wall. As the several floors of the building are 
supported on masonry arches and vaults which bear upon and thrust 
against the exterior walls, their reconstruction is a major operation, 
which would be difficult, costly, and disrupting. For it is unlikely 
that the areas inside the walls could be continued in use during the 
construction period. If a new exterior wall is constructed to the east 
and the present wall becomes an interior one, and is thus protected, it 
should endure for centuries. 

There are those who object to the replacement of any stone however 
deteriorated. There are those who oppose replacement of deteriorated 
sandstone with any material except sandstone. There are also those 
who, while objecting to any other change in the building, are willing 
to see a more durable material used as a replacement for deteriorated 
stones. These are the ones who feel that painting of the building 
must continue—and confront the Congress and the American people 
with an everlasting undertaking. Decade after decade, century after 
century, down the vista of vears beyond man’s imaginative vision,the 
painting continues. Whereas there are now 35 coats of paint, a 
hundred years from now there would be 60, in another century 85 
a staggering prospect. Already peeling and cracking, already ob- 
scuring fine “detail, the building would be a mass of poc ckmarks—and, 
of detail, there would only be a trace. Such treatment of a fine old 
building can only be called desecration. 

When Thomas U. Walter submitted his design for the enlargement 
of the Capitol, which resulted in erection of the Senate and House 
wings, he insisted on the use of a white marble for the exterior facing 
and suggested that refacing the old center part with marble was both 
practicable and desirable. In a letter to the Senate Committee on 
Public Buildings, dated November 21, 1850, he stated: 

“In the adoption of this, or any other plan for an enlargement of 
the Capitol, it is essential to the beauty and durability of the structure, 
that its exterior be composed, if possible, of an imperishable material. 
| would therefore strongly recommend that white marble be used for 
facing all the new work, and that the old work be painted to imitate it. 

“T may. venture further to suggest, that it would by no means be 
impracticable to remove all the facing of the present building, and sub- 
stitute marble, without interfering at all with the stability of the 
structure. If, therefore, the work is commenced by facing the new 
part with marble, the day will no doubt come when we shall have a 
marble Capitol, upon which time can work but little change.” 

The plans prepared by Carrere & Hastings in 1904 for the east front 
extension provided for reconstruction of the central portion of the 
Capitol in marble. Without exception, the great architects who 
appeared at the 1935 hearing in favor of the east front extension 
expressed themselves as being in favor of the use of marble for the 
facing of the east central portion of the building. 

From this record, it is evident that the decision to use marble to 
preserve the details of the present design in durable material has not 
been a hasty one, but is the result of mature deliberation by the Con- 
gress. The charge of vandalism on the part of the Congress is not 
substantiated and the objections raised to replacement of the old 
work in marble again boil down to the matter of sentiment. 
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NEED FOR ADDITIONAL SPACE 


One of the intentions of the Congress in the passage of the 1955 
act, as evidenced by its adoption of scheme B, was to secure additional 
space for carrying on its functions in the Capitol. The Capitol is 
a workshop—and the workshop of a growing Nation whose needs 
have made more varied and complex the activities of the Congress, 
its Members, and employees. If these activities are not to be hamp- 
ered at every turn and if committees and offices are to function 
efficiently and not be handicapped in their efforts to serve the people, 
the space in the Capitol must expand as tae Nation expands and 
grows in population and in power. This is recognized by the Con- 
gress, but implementation of plans to meet these needs may possibly 
run afoul of some of those, outside of Congress, who would keep the 
building as it is, unchanged through the years. 

The Capitol is not a museum, even though many areas of it are 
now largely devoted to museum purposes. But insofar as it is a 
museum, it is a living one—the live seat of a great Government 
the activities of which give to the building its dynamic quality. 
Remove these activities and it becomes a relic. But if these activities 
are not to be removed, the building must be expanded; it must grow 
now and in the future, just as it has grown in the past. The action 
of the Congress, in taking steps to provide more space by the creation 
of new areas, is indicative of its vision. 


CHANGES AND ADDITIONS TO THE CAPITOL 


The Capitol, as seen today, is the composite of many building 
projects. Construction began in 1793 with the section north of the 
rotunda in accordance with plans prepared by Thornton, and it was 
at the southeast base of this section that George Washington laid the 
cornerstone. Then came the construction of the section south of the 
rotunda, now called the Statutary Hall section, which was also planned 
by Thornton. The two sections were joined by a wooden breezeway 
across the area now occupied by the rotunda. At this stage of 
development, the building was burned by the British and in the fire 
very considerable damage was done to the soft sandstone with which 
the building was faced. 

The rebuilding of the heavily damaged structure was entrusted to 
Latrobe, who took great liberties with the design of Thornton, who 
at the time was already incensed by the changes attempted by Hat- 
field and H: re Latrobe completely revised the plan of the Hall of 
the House of Representatives, discarding Thornton’s elliptical plan 
and allan es a semicircular one, around the perimeter of which 
was placed a row of marble columns, the first use of marble in the 
building. 

He changed the design of both the east and west central elements, 
providing ae wider east portico than Thornton had designed and 
introducing the great flight of steps on the east and omitting them on 
the west. These changes made the east the important entrance, 
whereas the original concept was for the building to face west down 
the mall. On the exterior there was much work done to repair the 
ravages of the fire of 1814 and, part of this work was the removal of a 
very considerable amount of the stonework, parts of the cornice and 
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balustrade. In fact, there are now but few stones one can say with 
certainty were a part of the original work. 

Bulfinch followed Latrobe and carried out his designs for the east 
portico and steps and for the section west of the rotunda. He took 
considerable liberty with Latrobe’s details, however, and changed the 
latter’s design for the west portico. Bulfinch designed the original 
dome and in his design departed entirely from that of Thornton. 

In 1849 a considerable amount of stone in the three lower courses 
were so eroded and deteriorated that they were replaced with granite. 

After the 1851 fire in the west area occupied by the Library of Con- 
gress, extensive repairs and alterations ensued. 

Between 1851 and 1865 the House and Senate wings were added 
and the low wooden dome of Bulfinch was replaced by the great cast- 
iron dome of Walter. 

In 1892 the construction of the terraces was completed by Olmstead 
and a marked change in the aspect of the Capitol from the west 
resulted. 

In 1897, the Library of Congress left its quarters in the west section 
of the building to occupy its own new building. The area was divided 
into offices and this effected a complete change in the plan and aspect 
of this historic area. 

After the gas explosion of 1898, the small domes over the Supreme 
Court chamber and Statuary Hall were replaced with replicas of the 
early stone originals. 

The original roof construction over the east and west porticoes and 
over the central portion of the building has been replaced with fire- 
proof construction. The new roof over the central section was lowered 
several feet, changing the silhouette, but in accord with Walter’s 
plan for the east front extension. 

In 1915, the original sandstone steps on the east central front were 
replaced with granite steps. 

In 1949, the roofs over the Senate and House wings were in such a 
dangerous condition that they were replaced by fireproof roof con- 
struction. The huge skylights over the Chambers were eliminated. 
The large skylights over the west central section of the building have 
likewise been eliminated. These changes have changed the original 
roof lines and markedly altered the appearance of the building. 

In 1950, the Senate and House Chambers were completely remodeled 
to meet the present-day requirements of the Congress, and in this 
work their interior designs were subjected to major changes and im- 
provements. Thus two historic rooms gave way to changes before 
the needs of Congress. 

Many other changes were made to the interior of the building when 
the needs of the,Congress dictated. These include changes in the 
restaurant and kitchen location and facilities, the installation of 
central heating and then that of year-round air-conditioning, the 
introduction of, first, gas and, then, electricity for lighting, and the 
installation of elevators for vertical transportation. , 

It is obvious from the foregoing that the Capitol has undergone 
almost constant change and, in the last analysis, the needs of the 
Congress and its offices and committees have brought about those 
changes. This is as it should be. In any event, there is ample 
evidence—the building itself is sufficient evidence—that the changes 
have been thoughtfully made by men in whom devotion to the build- 
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ing was instinctive. What is considered today should no more be 
characterized as vandalism or desecration than the thoughtful studied 
changes of the past. 


EAST AND WEST EXTENSIONS 


There have been proposals that the extensions be to the west 
rather than to the east. Based on surveys that have been made, 
there is strong evidence that the ultimate needs of the Congress can 
be met only through extensions to both the east and the west, but 
the following considerations give emphasis to the need for proceeding 
with the work to the east. 

Among the items which were authorized by the present legislation 
are improvements to the restaurant facilities of both Houses; under- 
ground transportation systems, and an underground garage designed 
to rid the forecourt of the Capitol from its present sea of asphalt 
and row upon row of cars. The authorization also includes security 
vaults and other improvements to the Capitol Grounds. It further 
permits modifications and additions to scheme B. 

The present restaurant facilities are all located on the east side of 
the existing building; the dining rooms are on the first floor, and the 
kitchens are in the basement. Supplies to these kitchens and, in fact, 
all supplies to the building and all garbage and trash are now handled 
by sidewalk lifts in the east plaza. When and if an underground 
service approach is achieved, it will of necessity be on the east side. 

The logical—and the only practical—location for the underground 
garage is below the east plaza; in fact, below the present parking area. 
Logically, the entrance to it is from the east side of the building. This 
garage can be approached by underground tunnels from the north 
and south and, possibly, from the west, so that all vebicular traffic 
can be reroved fron the area in front of the building. The landscape 
treatment, which now exists east of the present parking area, can then 
be extended up to te building itself. Klirination of cars and traffic 
from the forecourt of the Capitol and proper landscape treatrent. will 
give to the setting of the building the dignity which the building 
deserves. 

The east side is the nearest and most convenient to the House 
and Senate Office Buildings and it is on the east side that the tunnels 
connecting the Capitol with these office buildings terminate. 

Very few utilities of a nature which would be difficult to move exist 
under the east plaza. Those which do exist are steam and water 
mains, the moving of which creates no great problem. There exists 
a book tunnel from the Library of Congress, but this needs only to be 
shortened to be continued in use, at least until such time as the under- 
ground development takes place. 

The east front urgently requires immediate attention, not only 
because the sandstone is badly cracked and deteriorated, but also 
because the east front constitutes the main approach to the Capitol 
for both pedestrians and vehicles and, in its present condition, con- 
stitutes a hazard, due to the possibility of injury to persons or vehicles 
from any sandstone which may erode and fall. So extensive is the 
deterioration of both stone and paint, the face which the building 
presents to the four or five million persons who annually use it is an 
unhappy one. 
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Any extensions to be made to the west front would require the 
demolition of a portion of the existing terraces, as it would be im- 
practicable, even though possible, to attempt an extension of the 
west front without first removing part of the terraces and then re- 
constructing the central area. Changes to the electrical systems of 
the Capitol and conversion from direct to alternating current, now 
planned, must be accomplished before any move can be made to 
change the structure on the west; also, most of the large air-condition- 
ing equipment would necessarily have to be relocated in space not 
vet found or determined, and complex service and delivery problems 
would have to be resolved, provided a practical solution can be worked 
out, before extensions to the west front could be effected. Although 
extension of the west front would result in the acquisition of more space 
than on the east, the acquisition would be at a much greater cost. 

From the viewpoint of those concerned with sentiment and with 
the preservation of the Capitol intact, in its present state and condi- 
tion, it must be remembered that extension of the west front also 
affects the work of our first three Architects and, on such basis, would 
fall into the same category of ‘desecration’ and ‘‘vandalism”’’ as is 
alleged against the east front extension: Should it happen that the 
same hue and cry which has been raised over the extension of the 
east front should occur if the extension of the west front were at- 
tempted, the Congress would really be in a sorry plight for adequate 
space in which to do its work. 

Extension of the east front will certainly afford immediate ard 
substantial relief to the overcrowded and space-shortage conditions 
that now exist in the Capitol. Although there is good reason to believe 
that it, alone, will not meet the ultimate requirements of the Congress, 
it will alleviate conditions in this part of the building and provide 
much-needed additional office, committee, restaurant, and storage 
space. No matter what else is done about the building, expansion on 
the east side fulfills a logical demand. It is believed that any attempt 
to solve space requirements, without extension of the east front, would 
fail to satisfactorily accomplish its objectives. 

The associate architects for the extension of the Capitol project, 
in collaboration with the Advisory Board of Consultants, have pre- 
pared preliminary plans and estimates of cost for the enlargement of 
the Capitol, which include the extension of the east front in sub- 
stantial accordance with scheme B, but with the retention of the 
deep recesses now existing between the House and Senate wings and 
the central portion—this recess not having been provided in the 
original scheme B; also, another scheme, identified as scheme C, 
which, in essence, is a comprehensive or master plan for the Capitol 
Building and grounds. Scheme C is inclusive of scheme B and goes 
farther to include not only a subsequent extension of the west front 
and enlargement of the west terrace area, but also the underground 
garage, underground approaches and transporietion systems and the 
development of the Capitol Grounds. 

The extension of the east front is the logical “rst step in this overall 
plan for the reasons which have been pointed out. No such logical 
iirst step could be taken on the west, as there would remain too many 
unresolved matters on the east. It is essential therefore that the 
‘ast front be undertaken first. 
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PLANS FOR EXTHNSION 


The associate architects retained for the extension of the Capitol 
project are: Roscoe DeWitt and Fred L. Hardison, architects of 
Dallas, Tex.; Alfred Easton Poor and Albert Homer Swanke, archi- 
tects of New York City; and Jesse M. Shelton, architect of Atlanta, 
Ga. They are all members of the American Institute of Architects, 
and two are fellows of the Institute. Alan G. Stanford, engineer, of 
Atlanta, Ga., has been retained with this group. 

A board of consultants retained for this project consists of John F. 
Harbeson, architect of Philedelphia, and Henry R. Shepley, architect 
of Boston end, until his death, July 7, 1957, the board also included 
Arthur Brown, Jr., architect of San Francisco, Calif.—all fellows of 
the American Institute of Architects. Advisory services for this 
project are also being furnished by Gilmore D. Clarke, consulting 
landscape architect and engineer. 

All were retained by the Architect of the Capitol at the direction 
of the Commission and were instructed by the Architect of the Capitol, 
also at the direction of the Commission, to prepare preliminary plans 
and estimates of cost for the project in such a manner that the Com- 
mission would be in a position to approve the program in whole or 
in part. 

Last August, I submitted to the Commission for the Extension of 
the United States Capitol a report on the preliminary plans and esti- 
mates of cost for this project, which embodied the recommendations 
of the associate architects and the consultants and my own approval 
of the plans and estimates. This report was presented to the Senate 
by Senator Knowland and is contained in the Congressional Record 
of August 30, 1957. I am prepared to furnish copies of my report to 
the committee, if you wish me to do so, together with letters from 
the consultants endorsing my report as a correct presentation of their 
views. 

As stated in my discussion of the east and west extensions, it is 
proposed to proceed at this time with work under scheme B, as the 
first logical step of the master plan. 

Under Scheme B, it is proposed to leave most of the existing east 
front sandstone undisturbed; to let the old east sandstone walls 
remain as interior walls, wherever possible; and to make an exact 
replica of the present front in marble at a distance of 32 feet 6 inches 
beyond the present walls, but still well behind the front of the House 
and Senate wings. The details of the eastern central portion will be 
faithfully reproduced in marble for future generations to have and 
to hold. 

This work should be done now when architects are still alive who 
are sensitive to the meaning and substance of traditional architecture 
and while artisans still live who can transmit traditional design to 
enduring stone. That time is not long. 

Respectfully yours, 
J. GEORGE STEWART, 
Architect of the Capitol. 


CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as re- 
ported, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets): 
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LEGISLATION GOVERNING EXTENSION OF THE CAPITOL PROJECT 


(Public Law 242, 84th Cong., as amended by Public Law 406, 84th 
Cong.) 


“Extension of the Capitol: The Architect of the Capitol is hereby 
authorized, under the direction of a Commission for Extension of the 
United States Capitol, to be composed of the President of the Senate, 
the Speaker of the House of Representatives, the minority leader of 
the Senate, the minority leader of the House of Representatives, and 
the Architect of the Capitol, to provide for the extension, reconstruc- 
tion, and replacement of the central portion of the United States 
Capitol [in substantial accordance with scheme B of the architectural 
plan submitted by a joint commission of Congress and reported to 
Congress on March 3, 1905 (House Document numbered 385, Fifty- 
eighth Congress), but with such modifications and additions, ] includ- 
ing provisions for restaurant facilities, and such other facilities in the 
Capitol Grounds, together with utilities, equipment, approaches, and 
other appurtenant or necessary items, as may be approved by said 
Commission, and for such purposes there is hereby appropriated 
$5,000,000, to remain available until expended, and there are hereby 
authorized to be appropriated such additional sums as may be deter- 
mined by said Commission to be ae for the purposes hereof: 
Provided, That the Architect of the Capitol under the direction of 
said Commission and without regard to the provisions of section 3709 
of the Revised Statutes, as amended, is authorized to enter into con- 
tracts and to make such other expenditures, including expenditures 
for personal and other services, as may be necessary to carry out the 
purposes of this Act and to obligate the additional sums herein -au 
thorized prior to the actual appropriation thereof.” 


O 








am 
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PROVIDING THAT THE FORT GAINES LOCK AND DAM ON THE 
CHATTAHOOCHEE RIVER SHALL HEREAFTER BE KNOWN AND 
DESIGNATED AS THE WALTER F. GEORGE LOCK AND DAM 


Marcu 7, 1958.—Ordered to be printed 
Filed under authority of the order of the Senate of March 6, 1958 


Mr. Cuavez, from the Committee on Public Works, submitted the 
following 


REPORT 


[To accompany H, R. 9653] 


The Committee on Public Works, to whom was referred the bill 
(H. R. 9653) to provide that the Fort Gaines lock and dam on the 
Chattahoochee River shall hereafter be known and designated as the 
Walter F. George lock and dam, having considered the same, report 
favorably thereon without amendment and recommend that the bill 
do pass. 

PURPOSE OF THE BILL 


The purpose of the bill is to change the designation of the Fort 
Gaines lock and dam on the Chattahoochee River in Georgia and 
Alabama to the Walter F. George lock and dam in honor of the late 
Senator Walter F. George of Georgia. Any law, regulation, docu- 
ment, or record of the United States in which such lock and dam is 
designated or referred to under the name of Fort Gaines lock and dam 
shall be held to refer to such lock and dam under and by the name of 
the Walter F. George lock and dam. 


GENERAL STATEMENT 


The Fort Gaines lock and dam was authorized by the River and Har- 
bor Act of 1946. It is located on the Chattahoochee River, 75.2 
miles above its mouth and about 1.5 miles above the town of Fort 
Gaines, Ga. The project is a multiple-purpose development for navi- 
gation, development of hydroelectric power, and water supply. The 
lock will have clear inside dimensions 82 feet wide by 450 feet long 
with a maximum lift of 88 feet. The powerplant will have an instal- 
lation of 130,000 kilowatts. 
20006 
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The reservoir will have a total capacity of 924,000 acre-feet, of which 
209,800 acre-feet will be reserved for power development, and will 
extend about 85 miles upstream along the Chattahoochee River, which 
forms the boundary between Alabama and Georgia at this point. 
The project is now under construction at an estimated cost of $88 
million. 

The committee is in accord with the renaming of this lock and 
dam for the distinguished and able statesman from Georgia who so 
capably served the State of Georgia and the Nation in the United 
States Senate from 1922 to 1957, and was loved and held in high 
esteem by his colleagues and by all Americans and foreign dignitaries 
with whom he came in contact. 

The committee is advised that the bill has the support of interested 
groups and individuals in the State of Georgia, believes it proper and 
fitting to honor and recognize the long and outstanding service of 
the late Senator Walter F. George, and accordingly recommends 
enactment of H. R. 9653. 

Correspondence relative to this measure is as follows: 


Unitrep StTates SENATE, 
COMMITTEE ON ARMED SERVICE 
March 4, 1958 


8, 
Hon. Dennis CHAVEZ, 
Chairman, Public Works Committee, 
United States Senate, Washington, D. C. 

Dear Dennis: Congressman E. L. Forrester of Georgia introduced 
in this session H. R. 9653, to provide that the Fort Gaines lock and 
dam on the Chattahoochee River shall be known and designated as 
the Walter F. George lock and dam. 

1 understand that this bill passed the House yesterday and was 
referred to vour committee. 

While I do not wish to presume in any way, I do hope that your 
committee’s schedule is such that this measure honoring our esteemed 
late colleague may be placed on the committee’s agenda at an early 
date. 

With cordial personal regards, 1 am 

Sincerely, 
Dick Russet. 
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House or REPRESENTATIVES, 
CoMMITTEE ON JUDICIARY, 
Washington, D. C., March 8, 1958. 
Hon. Dennis CHAVEZ, 
Senate Office Building, Washington, D. C. 

Dear Senator: H. R. 9653, a bill for the purpose of naming the 
Fort Gaines lock and dam, on the Chattahoochee River north of 
Fort Gaines, Ga., after the late Senator Walter F. George, passed 
the House today. 

Knowing of your friendship with Senator George, I believe you 
will be interested in this legislation, and will have the legislation 
brought before your committee at the earliest possible date. 

It would be highly pleasing to Mrs. George and the family if this 
bill can be passed speedily, for it will be another indication of the 
affection that the Members of the House and Senate held for Senator 
George. 

Cordially, 


E. L. Forrester, 
Member of Congress. 
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PROVIDING FOR THE TRANSFER OF THE CIVIL SERVICE COM- 
MISSION BUILDING IN THE DISTRICT OF COLUMBIA TO THE 
SMITHSONIAN INSTITUTION TO HOUSE CERTAIN ART COLLEC- 
TIONS OF THE SMITHSONIAN INSTITUTION 


Marcu 7, 1958.—Ordered to be printed 
Filed under authority of the order of the Senate of March 6, 1958 


Mr. Cuavez, from the Committee on Public Works, submitted the 
following 


REPORT 
[To accompany 8. 1984] 


The Committee on Public Works, to whom was referred the bill 
(S. 1984) to provide for the transfer of the Civil Service Commission 
Building in the District of Columbia to the Smithsonian Institution 
to house certain art collections of the Smithsonian Institution, having 
considered the same, report favorably thereon with amendments, 
and recommend that the bill as amended do pass. 

The amendments are as follows: 

On page 2, line 5, of the bill as reported, change the semicolon to a 
period and strike out the remainder of the sentence. 

On page 2, line 10, strike out “entirely’’. 

On page 2, line 11, strike out the period and add “upon transfer of 
funds available to the Smithsonian Institution for such purposes.” 


PURPOSE 


The purpose of S. 1984 as amended is to authorize the Administrator 
of General Services to transfer the Civil Service Commission Building, 
located between Seventh and Ninth Streets and F and G Streets NW.., 
in the District of Columbia, to the Smithsonian Institution, without 
reimbursement, for the use of certain art collections of the Institution. 
The transfer would be made at such time as the Administrator 
determines that the use of the building by the Federal Government 
for office purposes is no longer essential. The Administrator of 
General Services in consultation with the Smithsonian Institution 
would be authorized to enter into contracts and take such other 
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action as is necessary to remodel the building to make it suitable to 
house certain art galleries of the Smithsonian Institution, vpon 
transfer of funds available to the Institution for such purposes. 


GENERAL STATEMENT 

The Civil Service Commission Building, formerly known as the 
Old Patent Office Building, is one of the landmarks of the District of 
Columbia. It was designed by Robert Mills, an eminent architect 
of early America, during the administration of President Andrew 
Jackson, is considered by architects as an outstanding architectural 
structure of that period, and is looked upon by professionals as an 
excellent example of pure Greek architecture. 

The Civil Service Commission Building is located in a rather central 
downtown location in the District of Columbia, on a very valuable 
area from a commercial standpoint. Although the building does not 
compare in its efficiency and comforts with more recently constructed 
office buildings, it is by no means surplus or excess to the Govern- 
ment’s needs, as it houses a portion of the staff of the Civil Service 
Commission. 

The committee is aware of the great amount of space now leased by 
the Federal Government in the District of Columbia, and the large 
amount of substandard space being utilized in temporary buildings. 
The Civil Service Commission Building compares favorably with other 
buildings considered satisfactory for continued occupancy and use as 
Federal office space, and must be utilized as such until an adequate 
amount of space to accommodate the employees housed therein is 
provided elsewhere. 

The Committee on Public Works has approved Federal Office 
Building No. 9 for offices for the Civil Service Commission as a lease- 
purchase project. The General Services Administration is preparing 
plans and specifications for the building, to be located between 19th 
and 20th Streets and New York Avenue and E Street NW. Use of 
this one large building for the Civil Service Commission will permit 
concentration of all its activities in one building, provide more efficient 
operations, and result in economy to the Federal Government. It 
will probably be several years before the building will be completed 
and the space made available for occupancy by the personnel of the 
Civil Service Commission. The committee has amended the bill to 
permit transfer of the present Civil Service Commission Building at 
such time as the new building is completed, or adequate space made 
available elsewhere. 

The Smithsonian Institution has served the Nation well for over a 
century by the increase and diffusion of knowledge, and as the principal 
repository of the Government for objects of historic, scientific, and 
cultural value, many of which are irreplaceable national treasures. 
It is world famous for its art galleries and museums. It is one of the 
major points of interest for visitors in Washington, of whom about 6 
million, including many thousands of schoolchildren on class pilgrim- 
ages from all over the country, annually visit its buildings and view 
its exhibits. 

The present buildings now in use by the Smithsonian Institution are 
badly overcrowded, and the valuable collections have grown to such 
an extent that they can no longer be safely housed or properly 
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exhibited in these buildings. Many of the collections have been 
placed in storage, and many portraits and paintings have been hung 
in other Federal buildings and in scattered locations in the area. 

An art-museum building is urgently needed to display national 
collections of fine arts, comprising paintings, sculptures, bronzes, 
glass, porcelain, tapestry, furniture, jewelry, and other types of art. 
It would also be used to display portraits of eminent American men 
and women, and to exhibit the works of artists deserving of recognition. 

The Civil Service Building, located in a downtown area, has a 
shortage of parking space available, but is well served by public 
transportation facilities, and is not too far distant from the other 
activities of the Smithsonian Institution. The building is structurally 
sound, reasonably inexpensive to operate, and has some historical and 
architectural significance. Its conversion into an art gallery would 
require some interior remodeling and partitions and the installation of 
air conditioning for temperature and humidity control, which should 
present no major problems, and should be much more economical 
than construction of a new building. The Regents of the Smithsonian 
Institution advise that this would be an ideal building and location 
for an art museum. 

The committee believes that enactment of this legislation will per- 
mit careful planning for use of the Civil Service Building and its 
eventual conversion, which will permit economical and efficient opera- 
tion of the activities of the Smithsonian Institution, and will be a 
major cultural contribution to the national interest by maintaining 
and exhibiting its vast archives of art treasures for the public benefit. 
The committee therefore recommends enactment of this legislation. 

The bill has the approval of the Smithsonian Institution, the General 
Services Administration, and the Bureau of the Budget, as indicated 
in the following communications. The Civil Service Commission 
commented on the bill but made no recommendation. 


SMITHSONIAN INSTITUTION, 
August 21, 1987. 
Hon. Dennis CHAVEZ, 
Chairman, Committee on Public Works, 
Senate Office Building, Washington, D. C. 


Dear Mr. Cuavez: Reference is made to your request of July 2 
1957, for comments on Senator Anderson’s bill, S S. 1984, to Sad 
for the transfer of the Civil Service Commission Building in the Dis- 
trict of Columbia to the Smithsonian Institution to house certain art 
collections of the Smithsonian Institution. 

In this bill, Senator Anderson, who is a member of the Smithsonian 
Institution’s Board of Regents, presents the wishes of that. Board. 
The bill is fully acceptable to the Smithsonian Institution and we 
urge its approval. 

The Bureau of the Budget advises there is no objection to the 
submission of this report to the Congress. 

Sincerely yours, 
J. E. Grar, Acting Secretary. 
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GENERAL SERVICES ADMINISTRATION, 
Washington, D. C., August 22, 1957. 
Hon. Dennis CHAVEZ, 
Chairman, Committee on Public Works, 
United States Senate, Washington, D. C. 

Dear Mr. CuarrmMan: Your letter of July 23, 1957, requested the 
views of this agency on S. 1984, to provide for the transfer of the Civil 
Service Commission Building in the District of Columbia to the 
Smithsonian Institution to house certain art collections of the Smith- 
sonian Institution. 

Due to the extent of Federal construction requirements in the 
District of Columbia and the many uncertainties involved, it is rec- 
ommended that on page 2 of the bill, line 5, the semicolon be changed 
to a period, and the words, “but in any event such transfer shall be 
made within five years after the date of the enactment of this Act” 
be deleted. 

Subsection C does not cover the provision of funds for the altera- 
tions that might be required. It is recommended that on page 2 of 
the bill, line 11, the period be eliminated and there be added, “upon 
transfer of funds available to the Smithsonian Institution for such 
purposes.”’ 

Subject to the foregoing, this agency would favor the enactment of 
the proposed legislation. 

The Bureau of the Budget has advised that there is no objection to 
the submission of this report to your committee. 

Sincerely yours, 
FRANKLIN G. FLOETE, 
Administrator, 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BuREAU OF THE BupbGET, 
Wash ington, mm. €.. August 19, 1987. 
Hon. Dennis CHAVEZ, 
Chairman, Committee on Public Works, 
United States Senate, Washington, D. C. 

My Dear Mr. Cuatrman: This is in reply to your letter of July 
23, 1957, requesting the views of the Bureau of the Budget on S. 1984, 
to provide for the transfer of the Civil Service Commission Building 
in the District of Columbia to the Smithsonian Institution to house 
certain art collections of the Smithsonian Institution. 

The Bureau of the Budget concurs with the reports of the Smith- 
sonian Institution and the General Services Administration which 
favor enactment of the legislation. The General Services Adminis- 
tration suggests, and the Bureau agrees, that the bill should be 
amended to (a) delete the 5-year time limit for making the transfer 
of property, and (6) authorize the transfer of funds for remodeling 
purposes. 

Sincerely yours, 
Percy Rappaport, 
Assistant Director. 
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Unirep States Crvit Service Commission, 
August 23, 1957. 
Hon. Dennis CHAVEZ, 
Chairman, Committee on Public Works, 
Senate Office Building. 

Dear Senator Cuavez: This is in reply to your request of July 
23, 1957, for the Commission’s comments on S. 1984, a bill to provide 
for the transfer of the Civil Service Commission Building in the 
District of Columbia to the Smithsonian Institution to house certain 
art collections of the Smithsonian Institution. 

Since this proposed legislation does not involve personnel adminis- 
tration, the bill was no doubt referred to us because a portion of the 
Commission’s staff is located in the building suggested for transfer. 

The Public Buildings Service of the General Services Administra- 
tion is responsible for control of buildings, both federally owned and 
leased, in which are provided housing accommodations for Govern- 
ment activities which are not conducted on military or special-service 
reservations. Therefore, the Civil Service Commission does not have 
the final decision as to where its staff is to be housed. 

We feel that the ultimate use to be made of this building is one 
of legislative policy not within the scope of the Commission’s activities. 
Thus we are not in a position to comment either favorably or un- 
favorably on this bill. 

The Bureau of the Budget advises that there would be no objection 
to the submission of this report to your committee. 

By direction of the Commission: 

Sincerely yours, 


Harris Evitsworts, Chairman. 


O 
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IMMEDIATE STAY OF REDUCTIONS IN PRICE SUPPORTS 
AND ACREAGE ALLOTMENTS 


Marcu 7, 1958.—Ordered to be printed 
Filed under authority of the order of the Senate of March 6, 1958 


Mr. Exvienper, from the Committee on Agriculture and Forestry 
submitted the following 


REPORT 


{To accompany 8. J. Res. 162] 


The Committee on Agriculture and Forestry reported an original 
joint resolution (S. J. Res. 162), to stay any reduction in support 
prices or acreage allotments until Congress can make appropriate 
changes in the price support and acreage allotment laws, with a 
recommendation that it do pass. 

This joint resolution is an emergency measure to stay any reduction 
in the support price or the acreage allotted for any agricultural 
commodity, except tobacco, until Congress has had an opportunity 
to consider such changes in the law as are necessary in the light 
of current conditions. 

The resolution provides that the support price for any commodity, 
except tobacco, shall not be reduced below the 1957 level (in dollars 
and cents) until Congress can act. A comparison of 1957 and 1958 
support prices is made in table 1. 
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TABLE 1.—Commodity Credit Corporation price-support levels and prices for 1957 
and 1958 crops 














1957 crops 1958 crops 
Commodity Unit 
Support | Support | Support | Support 
level price level price 
Basic commodities: 
Corn !.__.. ...-| Bushel.--.- 77.0 $1. 40 (3) (2) 
Cotton, extra long staple. - em a 75.0 . 5970 (2) (2) 
Cotton, upland_. esa Sik sO 78.0 . 2881 81 3 $0. 3075 
Peanuts...__..-.--- ; esses 81.4 . 1135 (?) (?) 
Rice, rough. Sedibedin ews ic Hundredw ee. 82.0 4.72 75 3 4,33 
Wheat___. ae a . Bushel 79.0 2. 00 75 31.78 
Mandatory nonbasic commodities: 
Honey...---- piredes : Pound... 70.0 . 97 70 . 96 
Dairy products: 
Manufacturing milk_. ...| Hundredw ne 82.0 3. 25 75 3. 03 
Butterfat_- _..-| Pound. 79.0 . 586 7 . 562 
Tere. su... 5 ...| Ton. 65. 0 52. 13 (2) (2) 
eda cso aod “ Pound. : . 205 (2) (2) 
Mohair... edie ecoithiainies ‘ = fe ae 87.0 70 82 70 
Wool.. ‘ aie 101.0 . 62 95 62 
Other nonbasic commodities: 
Barley... ae Bushe!} 70.0 . 95 70 93 
Beans, dry edible_- ea Hundredw eight _- 68.0 6. 31 68 6. 18 
Cottonseed_____- Ton... 65.0 |46. 00-42. 00 65 |45.00-41.00 
Flaxseed _. _.| Bushel 65. 0 2.92 65 2.7 
Gum naval stores.- Barrel (435 90.0 28. 29 490 29. 04 
pounds proc- 
essed basis). 
Oats..... Pe eaiekiimsien x Sao<ckwune| Se 70. 0 . 61 7 . 61 
TN sacieig ania eats  éédeneed |- -do.-- -=] 70.0 1.18 7 1.10 
Sorghums, grain. ....----| Hundredweight. 70.0 1.86 | 70 1.83 
pepeeeee. suc... ...- . | Bushel 70.0 | 2.09 | 7 2.09 
1 





! Commercial support for corn 1 eetiianl in jaiiataaies v ith acreage allotments. 
2 Not announced. 

3 Minimum. 

4 Unprocessed basis. 


The resolution provides further that the total acreage allotted to 
any commodity under the Agricultural Adjustment Act of 1938 shall 
not be reduced below the total acreage allotted to such commodity 
for 1957. The national acreage allotments for wheat and rice for 
1958 are the same as for 1957, the minimum provided by law, as 
follows: Wheat, 55 million acres and rice, 1,652,596 acres. The total 
acreage allotted for corn in 1958 in the commercial corn area, which 
includes 38 more counties than in 1957, is 38,818,381 acres as compared 
to 37,288,889 acres in 1957. The total acreage allotted to cotton for 
1958 (17,554,528 acres) is slightly below the total acreage allotted to 
cotton in 1957 (17,585,463 acres) because the acreage required to 
provide the minimum State acreage allotments under section 302 of 
the 1956 act was only 63,224 acres in 1958 as compared to 94,159 
acres in 1957. The total acreage allotted to extra long staple cotton 
is 83,286 acres in 1958 as compared with 89,357 acres in 1957, and the 
total acreage allotted for peanuts is 1,610,000 acres for 1958 as 
compared with 1,611,441 acres in 1957. 

Several provisions of law governing the distribution of the total 
allotted acreage to States (in the case of rice) and to States, counties, 
and farms (in the case of cotton) expire with the 1958 crop. In the 
case of rice the provision establishing the minimum national acreage 
allotment and providing that the States share in it in the same propor- 
tion that they shared in the previous year’s allotment expires this year. 
In the case of cotton the following provisions expire this year: (1) The 
provision for a minimum national acreage allotment equal to the 1956 
allotment of 17,391,304 acres; (2) the provision for minimum. State 
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acreage allotments; and (3) the provision for minimum farm allotments 
and for the national acreage reserve established to provide additional 
acreage for Nevada and for other States to meet their needs in provid- 
ingyminimum farm allotments. In line with the purpose of the resolu- 
tion to maintain the status quo until Congress can take appropriate 
further action, the resolution would prevent these provisions from 
expiring during the period covered by the resolution. The total acre- 
age to be allotted for upland cotton under the resolution will thus be 
not less than 17,585,463 acres, the total acreage allotted in 1957; and 
this will be allotted in the following manner. As required by section 
302 of the Agricultural Act of 1956, a national acreage allotment equal 
to not less than the 1956 national acreage allotment of 17,391,304 
acres will be apportioned to States as provided in section 344 (b) of 
the Agricultural Adjustment Act of 1938, as amended. An additional 
100,000 acres will be set aside for apportionment as required by sec- 
tion 303 of the Agricultural Act of 1956 (to provide additional acreage 
for Nevada and for minimum farm allotment requirements). The 
remainder of the total acreage to be allotted (or 94,159 acres if the 
national allotment is not more than 17,391,304 acres) will be used to 
inerease each State allotment to 99 percent of its share of the national 
acreage allotment for the preceding year. Any part of such 94,159 
acres not so used, will be apportioned to States on the basis of their 
applicable 5-year base. 

If the provisions of the joint resolution should require an increase 
in the 1958 acreage allotment for any commodity in an amount which 
would be so small as to make its allotment to States, counties, and 
farms impractical and too small to be of material benefit to farmers, 
it is not intended that such allotment would be made. 

The committee has just completed hearings on general farm legis- 
lation and has received a number of varying views as to what action 
should be taken. It is clear that a satisfactory, long-range program 
cannot be worked out in time to prevent the substantial harm that 
would be done to farmers and to the program if support prices were 
permitted to drop temporarily. 

The committee therefore recommends prompt enactment of this 
joint resolution. 

CHANGES IN EXISTING LAW 


The resolution makes no direct amendment of existing law, but 
extends the following provisions (which are now applicable only to 
1957 and 1958) for the period covered by the resolution: 


AGRICULTURAL AcT oF 1956 


Sec. 302. Section 342 of the Agricultural Adjustment Act of 1938, 
as amended, is hereby amended by adding at the end thereof the 
following: ‘“‘Notwithstanding the foregoing provisions of this section, 
the national marketing quota for cotton for 1957 and 1958 shall be not 
less than the number of bales required to provide a national acreage 
allotment for 1957 and 1958 equal to the national acreage allotment 
for 1956: Provided, That if the acreage allotment for any State for 
1957 or 1958 is less than its allotment for the preceding year by more 
than 1 per centum, such State allotment shall be increased so that 
the reduction shall not exceed 1 per centum per annum, and the acre- 
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age required for such increase shall be in addition to the national acre- 
age allotment for such year. Additional acreage apportioned to a 
State for 1957 or 1958 under the foregoing proviso shall not be taken 
into account in establishing future State allotments.” 

Sec. 303. (a) Section 344 (b) of the Agricultural Adjustment Act 
of 1938, as amended, is amended by inserting before the period at the 
end thereof a colon and the following: “‘Provided, That there is 
hereby established a national acreage reserve consisting of one hun- 
dred thousand acres which shall be in addition to the national acreage 
allotment; and such reserve shall be apportioned to the States on the 
basis of their needs for additional acreage for establishing minimum 
farm allotments under subsection (f) (1), as determined by the Secre- 
tary without regard to State and county acreage reserves (except 
that the amount apportioned to Nevada shall be one thousand acres), 
and the additional acreage so apportioned to the State shall be appor- 
tioned to the counties on the same basis and added to the county acre- 
age allotment for apportionment to farms pursuant to subsection (f) 
of this section (except that no part of such additional acreage shall 
be used to increase the county reserve above 15 per centum of the 
county allotment determined without regard to such additional acre- 
age). Additional acreage apportioned to a State for any year under 
the foregoing proviso shall not be taken into account in establishing 
future State acreage allotments. Needs for additional acreage under 
the foregoing proviso and under the last proviso in subsection (e) 
shall be determined as though allotments were first computed without 
regard to subsection (f) 

(b) Section 344 (e) of the Agricultural Adjustment Act of 1938, as 
amended, is amended by inserting before the period at the end thereof 
a colon and the following: “Provided further, That if the additional 
acreage allocated to a State under the proviso in subsection (b) is 
less than the r ‘quirements as determined by the Secretary for estab- 
Cm minimum farm siotneats for the State under subsection (f) 
(1), the acreage reserved by the State committee under this subsection 
Shall not be less than the smaller of (1) the remaining acreage so 
determined to be required for establishing minimum farm allotments 
or (2) 3 per centum of the State acreage allotment; and the acreage 
which the State committee is required to reserve under this proviso 
shall be allocated to countries on the basis of their needs for additional 
acreage for establishing minimum farm allotments under subsection 
(f) (1), and added to the county acreage allotment for apportionment 
to farms pursuant to subsection (f) of this section (except that no part 
of such additional acreage shall be used to increase the county reserve 
above 15 per centum of the county allotment determined without 
regard to such additional scresges, 

(c) Section 344 (f) of the Agricultural Adjustment Act of 1938, 
as amended is amended by changing paragraph (1) to read as follows: 

**(1) raudter as such acreage is available, there shall be allotted the 
smaller of the following: (A) four acres; or (B) the highest number 
of acres planted to cotton in any year of such three-year period.” 

(d) The first se nte nee of section 344 (f) (6) of such Act is amended 


to read as follows: “Notwithstanding the provisions of paragraph (2) 
of this subsection, if the county committee recommends such action 
and the Secretary determines that such action will result in a more 
equitable distribution of the county allotment among farms in the 
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county, the remainder of the county acreage allotment (after making 
allotments as provided in paragraph (1) of this subsection) shall be 
allotted to farms other than farms to which an allotment has been 
made under paragraph (1) (B) of this subsection so that the allotment 
to each farm under this paragraph together with the amount of the 
allotment of such farm under paragraph (1) (A) of this subsection 
shall be a prescribed percentage (which percentage shall be the same 
for all such farms in the county) of the average acreage planted to 
7 on the farm during the three years immediately preceding the 

for which such allotment is determined, adjusted as may be 
necessary for abnormal conditions affecting plantings during such 
three-year period: Provided, That the county committee may in its 
discretion limit any farm acreage allotment established under the 
provisions of this paragraph for any year to an acreage not in excess 
of 50 per centum of the cropland on the farm, as determined pursuant 
to the provisions of paragraph (2) of this subsection: Provided fur- 
ther, That any part of the county acreage allotment not apportioned 
under this paragr aph by reason ‘of the initial application of such 50 
per centum limitation shall be added to the county acreage reserve 
under paragraph (3) of this subsection and shall be available for the 
purposes specified therein.”’ 

(e) The amendments made by this section shall be effective only 
with respect to 1957 and 1958 crops. For the 1956 crop, an acreage 
in each State equal to the acreage allotted in such State which the 
Secretary determines will not be planted, placed in the acreage reserve 
or conservation reserve, or considered as planted under section 377 
of the Agricultural Adjustment Act of 1938, as amended, may be 
apportioned by the Secretary among farms in such State having allot- 
ments of less than the smaller of the following: (1) four acres, or 
(2) the highest number of acres planted to cotton in any of the years 
1953, 1954, and 1955. 

Sec. 304. Section 353 (c) of the Agricultural Adjustment Act of 
1938, as amended, is amended by adding at the end thereof the 
following: 

(5) Each of the State acreage allotments for 1956 heretofore pro- 
claimed by the Secretary, after adding thereto any acreage apportioned 
to farms in the State from the reserve ac reage set aside pursuant to 
subsection (a) of this section, shall be increased by such amount as 
may be necessary to provide such State with an allotment of not less 
than 85 per centum of its final allotment established for 1955. Any 
additional acreage required to provide such minimum allotment shall 
be additional to the national acreage allotment. In any State having 
county acreage allotments for 1956, the increase in the State allotment 
shall be apportioned among counties in the State on the same basis as 
the State allotment was heretofore apportioned among the counties, 
but without regard to adjustments for trends in acreage. 

: The national acreage allotments of rice of 1957 and 1958 shall 
be not less than the national acreage allotment for 1956, including any 
acreage allotted under paragraph (5) of this subsection, and such 
national allotments for 1957 and 1958 shall be apportioned among the 
States in the same proportion that they shared in the total acreage 
allotted in 1956.” O 
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2d Session 


IMMEDIATE STAY OF REDUCTIONS IN DAIRY PRICE 
SUPPORTS 


Marcu 7, 1958.—Ordered to be printed 
Filed under authority of the order of the Senate of March 6, 1958 


Mr. E.LenperR, from the Committee on Agriculture and Forestry, 
submitted the following 


REPORT 


(To accompany S. J. Res. 163] 


The Committee on Agriculture and Forestry reported an original 
joint resolution (S. J. Res. 163) to stay any reduction in support 
prices for dairy products until Congress can make appropriate provi- 
sion for such support prices, with a recommendation that it do pas# 

This joint resolution is an emergency measure to stay any reduction 
in dairy price supports until Congress has had an opportunity to 
consider such changes in the price-support law as are necessary in the 
light of current conditions. Present price supports are $3.25 (83 per- 
cent of parity) per hundredweight for manufacturing milk and 58.6 
cents per pound for butterfat (80 percent of parity). On December 18, 
1957, the Secretary of Agriculture announced that dairy-price supports 
for the marketing year which begins April 1, 1958, will be at levels 
which reflect 75 percent of the parity price of manufacturing milk 
and butterfat at the beginning of the marketing year. Support prices 
at this lower level would be $3.03 per hundredweight for manufactur- 
ing milk and 56.2 cents per pound for butterfat, based on the current 
parity price. 

The committee has just completed hearings on dairy-product-price 
supports and has received a number of varying views as to what action 
should be taken. It is clear that a satisfactory, long-range program 
cannot be worked out before the end of this month. The committee 
feels that substantial harm would be done to dairy farmers and to the 
program if support prices are permitted to drop temporarily. 


O 
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EXTENSION AND AMENDMENT OF PUBLIC LAW 480 


Marca 8, 1958,—Ordered to be printed 


Mr. E.LLenper, from the Committee on Agriculture and Forestry, 
submitted the following 


REPORT 


[To accompany 8. 3420] 


The Committee on Agriculture and Forestry reported an original 
bill (S. 3420) to extend and amend the Agricultural Trade Develop- 
ment and Assistance Act of 1954, with a recommendation that it 
do pass. 

SHort ANALYSIS 

This bill would— 

(1) Extend titles I and II of Public Law 480, 83d Congress 
(the Agricultural Trade Development and Assistance Act of 
1954) for 2 years, until June 30, 1960; 

(2) Increase the title I authority, to provide an additional 
$500 million for the balance of the current fiscal year and $1.5 
billion for each fiscal year thereafter during the period for which 
title I is extended; 

(3) Enlarge the uses which may be agreed upon for the foreign 
currencies acquired under title I to include (a) the educational 
exchange of agricultural leaders, labor leaders, journalists, and 
civic leaders; and (6) assistance to schools and workshops; 

(4) Amend section 303 of Public Law 480 (the barter provision) 
to provide for an expanded barter program; 

(5) Permit duty-free entry of nonstrategic materials (in addi- 
tion to strategic materials) bartered to Commodity Credit 
Corporation; and 

(6) Prohibit discriminatory treatment of extra long staple 
cotton under Public Law 480. 


SECTION-BY-SECTION ANALYSIS 
Section 1 


This section increases the authority for sales for foreign currencies 
under title I of Public Law 480 by $3.5 billion, and puts the authori- 
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zation on a fiscal year basis at $1.5 billion per year. Since the amount 
of authorization which has been available in the current fiscal year 
was limited to the $1 billion provided last August, the increase in 
authority for the year to $1.5 billion provides an additional $500 
million for this year. Amounts authorized for any fiscal year and 
not used in that year are carried over to succeeding fiscal years. The 
authority would also be applied to “agreements entered into,” rather 
than “transactions carried out,” since agreements will clearly fall 
into one fiscal year or another, while transactions may be carried out 
over a period extending over more than a single fiscal year. 

While a former provision that the authority shall not be apportioned 
by year or by country and shall be considered as an objective has been 
omitted from the law, as it would be amended, the committee still 
regards the limitation as a guide to the level of program operations 
desired as long as the supply of commodities is in excess of effective 
demand. 

The amount originally authorized for this program, when Congress 
enacted Public Law 480 in 1954, was $700 million. This was increased 
to $1.5 billion by Public Law 387, 84th Congress on August 12, 1955; 
then to $3 billion by Public Law 962, 84th Congress on August 3, 1956; 
and finally to $4 billion by Public Law 85-128 on August 13, 1957. 
The $3 billion authorized prior to the enactment of Public Law 85—128 
was used up prior to the beginning of the current fiscal vear, and the 
$1 billion authorized by Public Law 85-128 is not adequate to cover 
this year. 

The estima ited CCC cost, including ocean transportation, of com- 
modities soul by agreements signed in the fiscal year ended June 
30, 1957, was slightly in excess of $1.5 billion. The Department 
testified on January 17 of this year that they had then committed or 
were about to commit all of the $1 billion additional authorization 
which had been provided on August 13 of the current fiscal year, and 
it might well be that another half-billion dollars could be used during 
this fseal year if the additional authorization were obtained early 
enough. The committee has no reason to anticipate that the amount 
required for the next 2 fiscal vears, will be substantially less than was 
required for the fiscal year which ended last June or the fiscal year 
ending next June. In fact the Assistant Secretary of Agriculture 
testified on February 5 as follows: 

The request for a larger authorization this vear is caused 

by changing world conditions. The dollar position of several 

countr ies has worsened and greater demand has resulted from 

poor harvests overseas. Shipments under _ programs, 

particularly wheat for India, have been ac -celerated. In 
addition, we would expect to pro gram part of | 1e new aut hor- 
ization before June 30 if the extension is grante i soon enouzh. 


At the same time the Assistant Secretary testified as to the impor- 
tance of providing adequate authorization as follows: 


In the title I program, orderly programing and shipping is 
extremely important. These are dependent on continuous 
programing without time out between utilization of separate 
authorizations. We have run into periods when title I pro- 
graming has come to a standstill; for example, the develop- 
ment of new agreements virtually ceased in January 1957 
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when our authorization was almost exhausted. The avail- 
ability of funds during the following months would have 
avoided a backlog of program requests from interested coun- 
tries. This backlog resulted in the necessity to scale down 
delay, or exclude country programs, and in erratic shipment 
performance. Shipments were running about 800,000 tons 
a month last spring; these dropped off to less than 400,000 
tons and are now just starting to increase again. It is pos- 
sible that this same condition will exist again unless an 
extension is granted early in this session of Congress. 


In view of this testimony the committee feels that it would be a serious 
mistake to provide less than the $500 million which can be used this_ 
fiscal year, and at least as much for each of the next 2 fiscal years 
as was used in the year last ended. 

Section 2 

This section increases the uses to which foreign currencies generated 
by title I sales may be put by amending section 104 (h) and adding 
a new section 104 (k). 

The amendment to section 104 (h) permits the use of such currencies 
in financing exchanges under title II of the Smith-Mundt Act. These 
currencies are now available for exchanges under the Fulbright Act and 
this simply permits their use te help finance exchanges of farm youth 
and specialists in such fields as agriculture, labor, and industry. The 
existing provision does not permit use of these currencies for this 
purpose unless the participants are affiliated with an educational 
institution. 

The addition of the new subsection (k) permits the use of such 
currencies for three additional uses. First, it permits assistance to 
established American-sponsored educational institutions abroad, with 
special reference te those engaged in vocational, professional, scientific, 
and technological education. These institutions can play an ever- 
increasing role in helping the people of the other countries to help 
themselves. Second, it provides for supporting workshops abroad 
in American subjects. This permits the bringing together of American 
teachers and professors abroad to give intensive instruction and 
training to foreign nationals in subjects such as American history or 
the teaching of the English language. The cost of bringing together 
groups of foreign teachers of E nglish or American history for such 
instruction will be relatively inexpensive compared with the cost of 
bringing them to this country. At the same time, use can be made of 
the facilities of foreign governments and institutions. Third, it would 
provide for supporting chairs in American studies. The use of these 
funds in supporting chairs of American studies in selected educational 
institutions abroad will help to meet a real need. Opportunities exist 
for placing American and American-trained teachers and professors 
in educational institutions abroad in a way that they will have a 
continuing effect in the educational process of foreign nationals. 
This will provide a means, and in many cases perhaps the only means, 
of giving to these people some understanding of the United States. 


Section 3 

This section extends the authority to enter into new agreements for 
the sale of surplus agricultural commodities for foreign currencies 
under title I for 2 years, until June 30, 1960. When enacted in 1954, 
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Public Law 480 provided for agreements being entered into over a 
3-year period ending June 30, 1957. In 1957 this authority lapsed 
until August 13, 1957, when Public Law 85-128 extended it to June 30, 
1958. The importance of continuous programing was pointed out 
by the Assistant Secretary in his testimony quoted herein in the 
discussion of section 1. A 2-year extension was supported by each of 
the three major general farm organizations. 


Section 4 

This section extends the authority to undertake programs of 
assistance to friendly peoples in meeting famine or other urgent or 
extraordinary relief requirements under title II of Public Law 480 for 
2 years, until June 30, 1960. Like the authority under title I, this 
authority expired on June 30, 1957, and was revived on August 13, 
1957, until June 30, 1958. 
Section 6 

This section makes several changes in section 303 of Public Law 480, 
designed to expand the barter program to one under which barter 
agreements involving approximately $500 million worth of surplus 
agricultural commodities will be enter ed into in each fiscal year. The 
amendments which would be made in section 303 would be as follows: 

First. At present the Secretary is directed to barter whenever he 
has reason to believe that there is an opportunity to protect the funds 
and assets of CCC thereby. This section would remove the necessity 
for this finding and direct him to barter to the maximum extent prac- 
ticable within the $500 million annual limit prescribed by the amend- 
ment. Barter transactions occur in approximately the following 
manner: The barter contractor trades materials to Commodity Credit 
Corporation for agricultural commodities. The barter contractor, 
if he is not himself an exporter of the agricultural commodities, is 
likely to select someone who is such an exporter to export the com- 
modities for him. The exporter then exports the commodities for 
dollars or other exchange. Barter arrangements of this type con- 
tribute to increased exportation of agricultural commodities in two 
ways as follows: (1) The barter contractor pays the exporter a com- 
mission, or in some similar manner, the exporter is enabled to reduce 
the export price slightly and thereby sell the commodity; and (2) 
the purchase of barter materials in foreign countries generates dollar 
exchange which may return to purchase agricultural commodities. 
In May 1957, the Departme nt revised the barter program to include 
a number of provisions designed to assure that barter transactions 
did not replace dollar sales. These c hanges were considered necessary 
by the Department to meet the requirements of the provision for the 
protection of the funds and assets of CCC. Since these changes were 
made the barter program has practically ceased. The average 6- 
month volume for the period 1954 through 1957 was $149 million. 
The volume for the first 6 months of 1957 was $125.1 million. The 
volume for the second 6 months of 1957 dropped to $3 million. This 
section would require expansion of this volume to $500 million for the 
12 months included in each fiscal year. It is the purpose of this 
section, in repealing the provision relating to the protection of the 
funds and assets of the Commodity Credit Corporation, to remove the 
necessity for a finding by the Secretary that a program of the type 
described herein does furnish such protection. By this amendment 
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Congress takes the responsibility for determination that the program 
itself furnishes such protection. While the Secretary is not required 
to make any determination with respect to the program itself, he 
would, of course, be required to exercise ordinary good business judg- 
ment in making trades totaling, if at all practicable, $500 million. 
He would still be required to obtain value and acquire materials of 
eventual value to the United States. 

Second. The direction of section 303 to barter for materials en- 
tailing less risk of loss or substantially less storage charges at present is 
limited to strategic materials. The amendment would extend this 
direction to any materials of which the United States does not produce 
its requirements and which meet the requirements as to less risk of loss 
or less storage charges. This change would provide additional oppor- 
tunities for barter and assist the Department to expand the program 
to the full $500 million level provided for by this section. 

Third. This section would limit the value of the surplus agricultural 
commodities covered by barter agreements entered into in any fiscal 
year under section 303 to $500 million. At present there is no limit 
on the volume of transactions which may be undertaken, it being left 
to the Secretary’s discretion. Since this section would now direct the 
Secretary to undertake a larger program than is provided for by his 
May 1957 regulations, the bill also specifies a limit for such expanded 
program. 

Fourth. This section amends section 303 to prescribe that no mate- 
rial shall be excluded from barter under section 303 by reason of the 
fact that it has been domestically processed if provision is made for 
the importation of an equivalent amount of similar raw materials. 


Section 6 

This section permits duty-free entry of nonstrategic materials ac- 
quired by the Commodity Credit Corporation through barter. Sec- 
tion 206(b) of the Agricultural Act of 1956 now permits duty-free 
entry of strategic materials so acquired and this would extend it to 
nonstrategic materials. The amendment made by this section to 
section 206(a) of the Agricultural Act of 1956 makes no change in 
substance since section “206 (a) is now applicable to strategic “and 
other materials.”’ 
Section 7 

This section prohibits discrimination in the treatment of extra long 
staple cotton under Public Law 480. When Public Law 480 was last 
extended the statement of managers explaining the conference report 
on the extension bill (S. 1314, 85th Cong., H. Rept. No. 683) con- 
tained the following statement which had been agreed upon by the 
Senate and House conferees: 


BASIC OBJECTIVES OF THE ACT 


The conferees take this occasion to specifically reaffirm the 
statements with respect to the basic objectives of Public Law 
480 and the operations thereunder which were contained in 
the committee reports of the two Houses on this legislation. 
Specifically, the conference committee believes that the pro- 
visions of Public Law 480 should be utilized to the fullest to 
develop new and expanded markets abroad for the products 
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of American agriculture. In this connection the committee 
of conference expects that extra long staple cotton will be sold 
under the authority of this act, as is upland cotton, to any 
friendly nation without regard to the fact that this com- 
modity may compete with a similar commodity produced 
outside the United States, and that all surplus agricultural 
commodities regardless of the kind will be made available for 
sale under the act without the imposition of conditions which 
would prevent or tend to interfere with their sale. Rather 
than in any way seeking to discourage or impede the sales of 
such surplus commodities, their sales should be emphasized if 
it appears that by such sale under this act a future market 
for dollars, in the regular course of international trade, may 
be established for such commodities. 


The Department of Agriculture was questioned on February 11 
concerning a newsletter statement that 


Spain didn’t want Sudanese extra long staple cotton even 
if their prices were lower. Spain prefers our extra long 
staple, even at higher prices, but State Department barred 
exports of our extra long staple even though USDA has for 2 
months declared it in surplus—has to, because of the legal 
formula that applies. State Department even asked USDA 
to refrain from exporting long staple cotton because of fear of 
getting in bad with Egyptians and Sudanese. 


The Department advised that the law made it incumbent upon them 
to declare extra long staple cotton in surplus and that this was done. 
Subsequently it was withdrawn on a temporary basis because of an 
extremely sensitive situation in the Middle East. The Department 
advised that it already had adequate authority but that the amend- 
ment would do no great harm and the State Department subsequently 
advised that the situation which had given rise to the problem was 
now clarified and that there would be no objection to the movement 
of extra long staple cotton under the program. 

Third, the committee amendment to the title would simply correct 
the reference to the act being amended. 


HEARINGS 


The committee conducted 2 days of hearings on the bill. No 
witnesses appeared in opposition to it, and the action of the com- 
mittee in ordering the bill reported was unanimous, although indivi- 
dual exceptions were made to some portions. As a further basis for 
the committee’s action, an extensive study of operations under the 
program was conducted throughout the past year, including 10 days 
of hearings last June and July during which testimony was taken 
from 71 witnesses. A comprehensive report on this study submitted 
to the committee by Senator Humphrey indicates strong support for 
amendments included in the bill. While the committee earlier had 
reported S. 3039, it agreed at that time to give further consideration 
to additional amendments proposed in Senator Humphrey’s report, 
which had just been made available to it. As a result of that further 
consideration the additional changes were approved by the committee 
in reporting the present bill to replace the earlier report on S. 3039. 
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When Public Law 480 was passed, the Commodity Credit Corpora- 
tion’s investment in agricultural commodities was valued at $6 billion. 
This investment continued to rise in the next 2 years and totaled $8.2 
billion on June 30, 1956. As disposal programs, including CCC ex- 
ports for dollars at world prices, began to have full effect, this rise in 
investment was arrested and a downward trend was started. CCC’s 
investment in agricultural commodities on June 30, 1957, was $7.3 
billion. It is estimated by the Department that CCC’s investment in 
commodities as of June 30, 1958, will be reduced to about $6.8 billion. 
These reductions, resulting mainly from disposals of wheat and cotton, 
would have been greater, the Department advises, except for the ex- 
tremely large harvest of feed grains last year 

It appears likely that United States agricultural production will 
continue at a high level and that CCC will continue to take over pro- 
duction in excess of domestic use and commercial export outlets. 
Dollar exports are expected to decline from the high level reached 
during the year ending June 30, 1957, due, in part, to the worsened 
dollar position of many countries. In presenting the recommenda- 
tions of the Department of Agriculture for extension of the act, the 
Assistant Secretary of Agriculture stated on February 5 that— 


The program has made it possible for us to make construc- 
tive use of our agricultural surpluses at home and abroad. 

To permit continuation of these activities we are recom- 
mending: That foreign currency sales under title I be 
extended for 1 year through June 30, 1959, that the authori- 
zation be increased by $1.5 billion, and that title I1, which 
authorizes the use of food for emergency relief abroad, also 
be extended for 1 year. Balances available from the current 
$800 million authorization for title Il, however, are sufficient 
to permit continuation of operations for the additional 
period. Title III which provides for donations through 
voluntary relief agencies and for barter transactions does 
not have an expiration date under the act. 

This morning the Department announced the signing of a 
title I agreement with the Republic of Korea. This brings 
the value of agreements to date to more than $3.6 billion at 
CCC cost and more than $2.5 billion at export market value. 
This means that we have less than $400 million at CCC cost 
remaining and programs now being finalized are expected to 
exhaust this balance very soon. We are hopeful, therefore, 
that prompt consideration will be given to an extension. 


SUMMARY OF OPERATIONS 


Agreements already signed provide for the shipment of 550 million 
bushels of wheat, 3 million bales of cotton, 25 million bags of rice, 1.8 
billion pounds of vegetable oil, 133 million bushels of feed grains, 
175 million pounds of tobacco, 150 million pounds of meat, 225 million 
pounds of lard, 162 million pounds of dairy products, 197 million 
pounds of fruit and vegetables, as well as other commodities. 

In 1955-56, the first full year of operation of title I, foreign currency 
shipments totaled $427 million at export market value, or 12 percent of 
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total United States agricultural exports. During 1956-57 title I 
shipments amounted to $900 million, nearly 20 percent of the record- 
breaking $4.7 billion total achieved. 

Agreements signed to date will result in foreign currency payments 
of more than $2.5 million. About 60 percent of the total will be used 
for economic development purposes in importing countries, about 
10 percent will be used to support the defense forces of our allies, and 
the remaining 30 percent is planned for meeting United States expenses 
overseas and expanding certain United States programs. 

Title I originally provided for an authorization of $700 million in 
terms of what it costs the Government to supply commodities under 
the program. The value of these commodities at current world prices, 
of course, is considerably less. This authorization has been raised 
three times and now is $4 billion. Over $3.6 billion of this limit has 
moved or will move under more than 100 agreements signed with 
35 friendly countries. Agreements totaled about $500 million in the 
year ending June 30, 1955, $1 billion in 1955-56, and $1.5 billion 
last year. 

The bulk of the commodities included in these agreements has 
already been exported and the increase in title I shipments from year 
to year has been one of the major factors leading to the rise in our total 
agricultural exports. In 1954-55 our agricultural exports had a 
market value of $3.1 billion. Title I shipments were small that year, 
accounting for 3 percent of the total. In 1955-56 our agricultural 
exports rose to $3.5 billion. Title I accounted for 12 percent of the 
total. In 1956-57, the year ending last June 30, agricultural exports 
rose to an all-time high of $4.7 billion. Title I shipments made up 
almost 20 percent of the total, or about $900 million. 

The value and quantity of commodities which have been programed 
under agreements signed during fiscal year 1958, and cumulative 
totals, are shown later in this re port in tables I and II. 


Uses oF ForEIGN CURRENCIES 


Foreign currencies received in payment for commodities are de- 
posited to the account of the United States overseas and are used for 
purposes authorized in section 104 of Public Law 480 and specified 
in the sales agreement. Several department and agencies have re- 
sponsibility for administering the expenditure of these currencies. 
For example, the Department of Agriculture is concerned with the 
use of currencies for agricultural market development purposes; the 
International Cooperation Administration for currencies loaned back 
to importing countries for economic development purposes; and the 
Export-Import Bank of Washington for currencies loaned to private 
business firms. 

About $43 million in currencies has been tentatively earmarked for 
agricultural market development under existing agreements. To 
date, more than $9 million of this is being obligated for approved 
projects together with contributions by private trade organizations 
cooperating in these projects of nearly $ $3 million. Results of these 
promotion efforts are already evident in some instances. Cotton 
promotion projects undertaken in 21 countries have been a factor in 
the free movement of cotton overseas and should continue to encourage 
exports forsome time tocome. ‘The title I poultry sale to the Republic 
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of Germany plus a promotion project resulted in dollar purchases by 
that country of more than 4 million pounds of poultry in 1957. | Par- 
ticularly good results have been obtained in Japan in maintaining 
United States wheat and tallow exports and increasing the use of 
United States leaf tobacco. Commercial supermarkets have been 
opened up in Italy because of the success of a supermarket: exhibit 
held during a trade fair there.. These new markets are now selling 
many United States grocery items which had not been made available 
in Italy to any great extent. We believe that as more projects are 
undertaken and more products. exhibited at trade fairs our export 
markets for many commodities will widen consideraly, 

More than half the foreign currencies expected to accrue under exist- 
ing agreements will be loaned back to importing countries for use in 
economic development projects agreed upon with the International 
Cooperation Administration. Considerable emphasis is placed upon 
coordinating plans for the use of these funds with the overall develop- 
ment programs of these countries. _In approving loan projects for 
agricultural purposes care is exercised to avoid encouragement of pro- 
duction which would result in reduced outlets for United States agri- 
cultural commodities. 

The extension of Public Law 480 granted in August 1957 provided 
for relending of foreign currencies, largely to United States firms and 
their affiliates, to assist in the development and expansion of private 
business in foreign countries. The equivalent of about $45 million 
will be reserved for these purposes in agreements negotiated this fiscal 
year with France, Greece, Israel, Korea, Mexico, and «Pakistan, 
These funds will be available to private business firms through the 
Export-Import Bank of Washington when commodities under these 
agreements are shipped and paid for and proceeds assigned to the 
bank, 

Currencies are also being used for the payment of United States 
expenses abroad; for the procurement of military services and equip- 
ment for military assistance; for educational exchange programs; for 
assistance to American-sponsored schools, libraries, and community 
centers; for the translation, publication, and distribution of books and 
periodicals; and for the purchase of goods for other friendly countries. 
Details on the planned uses of these currencies are shown in table ITI. 


ALLOCATION OF PRroGrAmM Costs 


This committee’s report on S. 1314 of this Congress (S. Rept. 188) 
contained the following recommendation: 


Unfortunately, most of the publicity which has been 
given to Public Law 480 has emphasized, exclusively, the 
benefits that American agriculture has received from the 
program. The committee considers it highly important 
that this situation be corrected, and that the benefits to 
nonagricultural interests be shown in their true light. 
Therefore, the committee recommends that, in the future, 
all accounts and estimates concerning the cost of the pro- 
gram clearly differentiate between that part of the cost 
attributable to agricultural programs and that part attribut- 
able to nonagricultural programs. They should also show 


S. Rept. 1857, 85-2——-2 
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that part of the amount attributable to nonagricultural pro- 
grams which is reimbursable from appropriations for other 
agencies and that which is not. The difference between the 
export value and the Corporation’s investment in commodi- 
ties exported under the program should be shown as a 
separate item. 


The committee would like to reiterate that recommendation at this 
time and urge the Bureau of the Budget, the Department of Agricul- 
ture, and other agencies, in their accounts and statements dealing 
with price-support program costs, to make a clear differentiation 
between those costs which may properly be charged to price supports 
and those which may properly be charged to another purpose. Thus, 
in the case of donations under title I] of Public Law 480 for famine 
relief, the market value of the commodities donated, as well as the 
expense involved in making the donation, should be charged to 
famine or other relief and should not be described as an expense 
“primarily” for price support. Similarly, cash transfers to the armed 
services or to schools to supplement the diets of the services and of 
school children and the market value of commodities donated for 
domestic relief, food donated to unemployed, service diet supple- 
ments, or other purposes should be clearly shown for what they are. 


DEPARTMENTAL VIEWS 


Attached are reports of the Department of Agriculture on S. 3039 
and S. 3223. 
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14 EXTENSION AND AMENDMENT OF PUBLIC LAW 480 


Exuipit A 


DEPARTMENT OF AGRICULTURE, 
OFFICE OF THE SECRETARY, 
Washington, February 17, 1958. 
Hon. ALLEN J. ELLENDER, 
Chairman, Committee on Agriculture and Forestry, 
United States Senate. 

Dear Senator ELLeNpDER: This is in response to your request of 
January 17, 1958, for a report on S. 3039 which proposed to amend the 
Agricultural Trade Development and Assistance Act of 1954, as 
amended. 

This bill would increase the maximum amount to be appropriated 
to reimburse the Commodity Credit Corporation for commodities 
disposed of and costs incurred under title I of the act, from $4 billion 
to $5.5 billion. The bill would also extend the terminal date, through 
which title I and title IT transactions can be undertaken, from June 30, 
1958, to June 30, 1959. 

We favor the extension of this act as part of the Farm Food and 
Fiber Act (S. 3049). This temporary disposal program needs to be 
part of a farm program that will effectively bring the supply of farm 
products into better balance with market demand. 

However, this program must not be allowed to become a device to 
postpone needed price support and production adjustments. In some 
instances the movement of basic commodities under Public Law 480 
results, under the current escalator provisions of legislation, in higher 
price supports than would otherwise prevail. For example, on Feb- 
ruary 7 we announced the price support for cotton at 81 percent of 
parity. There is no question that this price support is substantially 
higher than it would have been in the absence of the exports under 
Public Law 480. This comes at a time when the cotton industry is 
having difficulties competitively with synthetics and foreign mills. 
Thus the effect of moving surpluses under Public Law 480 is resulting 
in incentives to build another surplus. It is not desirable to keep 
farmers continually under the shadow of price-depressing surpluses. 

This program is desirable within our overall policy framework of 
expanding markets. However, maintaining a range of support prices 
which is too narrow to permit the commercial growth of markets 
needed to absorb our production prevents the needed expansion. 
Therefore, we favor the extension of the Agricultural Trade Develop- 
ment and Assistance Act with the additional $1.5 billion authorization 
as part of S. 3049. 

The Bureau of the Budget advises that there is no objection to the 
submission of this report. 


Sincerely yours, 


E. T. Benson, Secretary. 
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DEPARTMENT OF AGRICULTURE, 
Washington, D. C., March 3, 1988. 
Hon. ALLEN J. ELLENDER, 
Chairman, Committee on Agriculture and Forestry, 
United States Senate. 

Dear Senator EvLLeENDER: This is in response to your letter of 
February 5, 1958, requesting a report on S. 3223, a proposed bill to 
amend the Agric ultural Trade Development and Assistance Act of 
1954, as ame nded. 

We favor the extension of Public Law 480 as part of the Farm Food 
and Fiber Act, S. 3049. It is important that changes in the farm 
legislation provide for moving toward a better balance between pro- 
duction of farm products and market demand. The administration 
will also propose certain additional amendments of Public Law 480 
in the near future, some of which are mentioned below. 

The following recommendations are submitted: 


TITLE I-—-SALES FOR FOREIGN CURRENCY 


Extension of programing.—The proposed bill would increase the 
title I authority from $4 billion to $4.5 billion at cost to the Com- 
modity Credit Corporation to finance foreign currency sales concluded 
through June 30, 1958, and would provide a new authorization of $3 
billion at market value for programing between July 1, 1958, and 
June 30, 1960. The proposal would also delete the clause which 
describes the title I authority as an objective to be reached as rapidly 
as possible within the safeguards of the act. 

We oppose these amendments. 

The administration has proposed that the title I authority be 
increased from $4 billion to $5.5 billion at CCC cost and that the 
terminal date of the program be extended for 1 year to June 30, 1959. 
This additional authority would permit orderly programing and 
maintenance of title I exports through fiscal year 1959 at about the 
level attained in fiscal year 1957. The administration construes 
title I, Public Law 480, as a temporary means of moving accumulated 
agricultural surpluses abroad in a constructive manner. Therefore, 
the extension of the act should be limited to 1 year to afford annual 
congressional review of the program. 

If monetary limitations are to be made applicable to particular 
periods, such limitations should not apply to transactions carried out 
but should apply to agreements entered into by the President under 
title I. 

We would have no objection to deletion of the clause describing the 
title I authorization as an objective to be reached as rapidly as 
possible. 

Section 104 (h).—The proposed bill would amend section 104 (h) 
to authorize use of currencies generated by title I sales on a grant 
basis for financing Smith-Mundt exchange programs in addition to 
the Fulbright educational exchange programs now authorized. 

We favor the proposed amendment. 

The use of currencies under section 104 (h) now is limited to aca- 
demic exchanges such as students and professors. The amendment 
would permit such exchanges as agricultural leaders, labor leaders, 
journalists, and civic leaders. 
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In addition, we expect to submit shortly a proposal to amend this 
section to permit use of these funds to finance travel costs of de- 
pendents ee participants in the program. 

Section 104 (j).—The proposed amendment would delete the clause 
which states but no foreign currencies which are available under 
the terms of any agreement. for appropriation for the general use of 
the United States shall be used for the purposes of this subsection (j) 
without appropriation therefor.”’ 

We favor the proposed amendment. 

The clause which would be deleted makes it necessary to set out 
separately in each title I agreement the amount to be used for 
American-sponsored schools, libraries , and community centers so that 
such use will not be subject to the appropriation process. The neces- 
sity of doing this eliminates the flexibility which is achieved by 
“Jumping” in the agreements the amount of currency intended for 
several United States uses so that the amount for each specific use 
may be determined by the United States later. 

Section 104 (k).—New section 104 (k) would expand assistance to 
American-sponsored schools presently authorized in section 104 (j) 
and would permit grants for the establishment of new schools. We 
would favor a modified form of this amendment and such a proposal 
we expect to submit shortly. 

Section 104 (l).—New section 104 (1) would permit assistance to 
either public or swinrate educational or vocational institutions whether 
foreign or American sponsored. We oppose this amendment since 
such assistance may be furnished under either section 104 (e) or 
104 (g) to the extent that such expenditures will contribute to economic 
development. 

Section 104 (a).—New section 104 (m) would provide assistance to 
reconstruction, rehabilitation, health, self-help, and other technical 
assistance-type projects of American voluntary agencies. 

We oppose new section 104 (m). 

We believe that one of the most valuable features of the American 
voluntary agencies’ program is that help is furnished on a people-to- 
people basis. This concept would be breached by the use of funds 
arising from an agreement between the United States and a foreign 
government to finance technical assistance-type programs undertaken 
by the voluntary agencies. In addition, turning over public funds 
for use by voluntary agencies, most of which are sectarian, would 
raise difficult administrative problems. 

Section 104 (n).—New section 104 (n) would provide for the financ- 
ing of research projects in foreign countries to find new uses for United 
States agricultural commodities. 

This new section is unnecessary since this activity is already author- 
ized and is being undertaken under section 104 (a). 


TITLE II—FAMINE RELIEF AND OTHER ASSISTANCE 


Extension of programing.—The amendment proposes that the pres- 
ent title II] authority of $800 million at CCC cost would expire on 
June 30, 1958, and would provide a new authority of $500 million for 
programing between July 1, 1958, and June 30, 1960. 

We oppose this amendment. 

The administration has recommended that the current $800 million 
authorization is sufficient for a l-year extension of the program to 
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June 30, 1959. Moreover, the provision for expiration of existing au- 
thority on a fiscal year basis would unduly complicate administration 
of this type of program. 

Sections 201 and 202.—The amendment would authorize the use of 
CCC funds for the purchase of non-price-support commodities to be 
donated abroad under title II. 

We oppose this amendment since the basis for the title IT legislation 
is to utilize commodities already in CCC inventory in providing 
assistance to friendly peoples. 


TITLE IlI-—-GENERAL PROVISIONS 


Sections 302 and 416.—The amendment provides that nonfood com- 
modities may be donated under programs authorized by section 416 
of the Agricultural Act of 1949. This amendment would permit dona- 
tions in the United States and abroad of commodities such as cotton. 

We oppose this amendment. 

The donation of nonfood commodities would involve expensive 
processing costs and would result in greatly increased costs in relation 
to the quantity of commodities which would be moved. In the case 
of cotton, for instance, at current mill margins, processing and finish- 
ing costs for sheeting, which is one of the lowest cost fabrics, would 
be in excess of $100 a bale. In addition, administrative costs to 
supervise the program would be relatively high. We do not believe 
that such a program could be operated without serious impact upon 
regular commercial markets for these products, particularly in the 
United States. 

Section 303.—The proposed amendment would establish a $500 
million yearly ceiling on barter transactions unless a higher level is 
approved by Congress. It directs the Secretary of Agriculture to 
protect the funds and assets of CCC by barter for nonstrategic 
materials as well as strategic materials. 

We oppose this amendment. 

The Secretary of Agriculture is authorized by section 303, Public 
Law 480, to determine whether or not a barter transaction will protect 
the funds and assets of CCC. The exercise of administrative judg- 
ment is necessary to successful barter and to selection of transactions 
which will not be mere substitutes for United States dollar sales 
which would have been made in any case. The effect of the proposed 
change in section 303 is not clear. If it is to be interpreted so as not 
to preclude the continued exercise of judgment as to whether a 
transaction will in fact protect the funds and assets of CCC, then the 
change is unnecessary. If on the other hand, the proper interpretation 
of the proposed language is that the Secretary shall barter on the same 
basis as before changes in the program were announced on May 28, 
1957, then we oppose it as not being helpful to farmers and as contrary 
to the best interests of the Government. 

Expansion of the barter program at the expense of dollar sales 
would not result in savings in storage charges or increased agricultural 
exports but merely in substitution of imported materials for the 
dollars which would otherwise be obtained. 

The application of an annual dollar limitation upon the ‘total 
volume of transactions directed by this section” is ambiguous. There 
are a series of transactions which take place over a period of time 
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under a single barter contract. Would the limitation apply to the 
total exchange value of agricultural commodities moved during a 
year, or to the total exchange value of agricultural commodities 
covered by barter contracts entered into during the year? Does 
“annually” refer to fiscal year or calendar year? 

The Bureau of the Budget advises that there is no objection to 
submission of this report. 

Sincerely yours, 
True D. Morssz, Acting Secretary. 


CHANGES IN EXISTING LAW 

In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as 
reported, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 


AGRICULTURAL TRADE DEVELOPMENT AND ASSISTANCE AcT oF 1954 


TITLE I SALES FOR FOREIGN CURRENCY 


* * * * * * * 
Sec. 103. 
* * * * * * + 


(b) [Transactions shall not be carried out] Agreements shall not be 
entered into under this title during any fiscal year which will call for 
appropriations to reimburse the Commodity Credit Corporation, pur- 
suant to subsection (a) of this section, in amounts in excess of [[$4,000,- 
000,000] $1,500,000,000, plus any amount by which agreements entered 
into in prior fiscal years (beginning with the fiscal year ending June 30, 
1958) have called or will call for appropriations to reimburse the Com- 
modity Credit Cor poration in amounts less than authorized for such prior 
fiscal years. [Tai is limitation shall not be apportioned by yeer or by 

country, but shall be considered as an objective as well as a limitation, 
to be reached as rapidly as possible so long as the purposes of this Act 
can be achieved within the safeguards established. ] 
* * * * * * * 


Sec. 104. Notwithstanding section 1415 of the Supplemental Ap- 
propriation Act, 1953, or any other provision of law, the President 
may use or enter into agreements with friendly nations or organi- 
zations of nations to use the foreign currencies which accrue under 
this title for one or more of the following purposes: 

* * + * * * * 


(h) For the financing of international educational exchange 
activities under the programs authorized by section 32 (b) (2) of 
the Surplus Property Act of 1944, as amended (50 U. S. C. App. 
1641 (b)) and for the financing of programs for the interchange of persons 
under title II of the United States Information and Educational Exchange 
Act of 1948, as amended (22 U.S. C. 1446). In the allocation of funds 
as among the various purposes set forth in this section, a special 
effort shall be made to provide for the purposes of this subsection, 
including a particular effort with regard to: (1) countries where 
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adequate funds are not available from other sources for such purposes, 
and (2) countries where agreements can be negotiated to establish a 
fund with the interest and principal available over a period of years 
for such purposes, such special and particular effort to include the 
setting aside of such amounts from sale proceeds and loan repayments 
under this title, not in excess of $1,000,000 a year in any one country 
for a period of not more than five years in advance, as may be de- 
termined by the Secretary of State to be required for the purposes of 
this subsection; 
* 4 * * * + * 


(k) For providing assistance, by grant or otherwise, in the expansion 
or operation in foreign countries of established schools, colleges, or 
universities founded or sponsored by citizens of the United States, for the 
purpose of enabling such educational institutions to carry on programs of 
vocational, professvonal, scientific, technological, or general education; 
and in the supporting of w orkshops in American studies or American 
educational techniques, and supporting chairs in American studies. 

* * * * * * * 


Sec. 109. No transactions shall be undertaken under authority of 
this title after June 30, [1958] 1960, except as required pursuant to 
agreements theretofore entered into pursuant to this title. 


TITLE II FAMINE RELIEF AND OTHER ASSISTANCE 


Src. 204. No programs of assistance shall be undertaken under the 
authority of this title after June 30, [1958] 1960. 


* * * * * * * 


Sec. 303. [Whenever the Secretary has reason to believe that, in 
addition te other authorized methods and means of disposing of 
agricultural commodities owned by the Commodity Credit Corpora- 
tion, there may be opportunity to protect the funds and assets of the 
Commodity Credit Corporation by] The Secretary is directed, to the 
maximum extent practicable within the limit permitted by this section, to 
barter or exchange [of such] agricultural commodities owned by. the 
Commodity o—, Corporation for (a) [strategic] materials [entail- 
ing] of which the United States does not domestically produce its require- 
menis and which entail less risk of loss through deterioration or sub- 
stantially less storage charges, or (b) materials, goods or equipment 
required in connection with foreign economic and military aid and 
assistance programs, or (c) materials or equipment required in sub- 
stantial quantities for offshore construction programs[,, he]. He is 
hereby directed to use every practicable means, in cooperation with 
other Government agencies, to arrange and make, through private 
trade channels, such barters or exchanges or to utilize the authority 
conferred on him by section 4 (h) of the Commodity Credit Corpora- 
tion Charter Act, as amended, to make such barters or exchanges: 
Provided, That the total volume of the transactions directed by this 
section shall not exceed $500,000,000 annually, unless approved by the 
Congress. No material shall be excluded from barter or exchange trans- 
actions under this section by reason of the fact that it has been domesti- 
call: 'y processe d (from either foreign or domestic raw materials), if pro- 
vision is made = the importation of an equivalent amount of similar 
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raw materials of foreign origin. Agencies of the United States Gov- 
ernment procuring such materials, goods or equipment are hereby 
directed to cooperate with the Secretary in the disposal of surplus 
agricultural commodities by means of barter or exc hange. [Strategic 
materials] Materials so acquired by the Commodity Credit Corpora- 
tion shall be considered as assets of the Corporation and other agencies 
of the Government, in purchasing [strategic] such materials, shall 
purchase such materials from Commodity Credit Corporation inven- 
tories to the extent available in fulfillment of their requirements. 
The Secretary is also directed to assist, through such means as are 
available to him, farmers’ cooperatives in effecting exchange of agri- 
cultural commodities in their possession for strategic materials. 


AGRICULTURAL Act oF 1956 


* * * * * * 
TRANSFER OF BARTERED MATERIALS TO SUPPLEMENTAL STOCKPILE 


Sec. 206. (a) [Strategic and other materials] Materials acquired 
by the Commodity Credit Corporation as a result of barter or ex- 
change of agricultural commodities or products, unless acquired for 
the national stockpile established pursuant to the Strategic and 
Critical Materials Stock Piling Act (50 U.S. C. 98-98h), or for other 
purposes shall be transferred to the supplemental stockpile established 
by section 104 (b) of the Agricultural Trade Development and Assist- 
ance Act of 1954 (7 U. s.¢. 1704). 


(b) [Strategic Saihebatidl Materials acquired by the Commodity 
Credit Corporation as a result of barter or exchange of agricultural 
commodities or products may be entered, or withdrawn from ware- 


house, free of duty. 


O 
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WHEAT ACREAGE HISTORY 
Marcn 10, 1958.—Ordered to be printed 


Mr. ScrHorpret, from the Committee on Agriculture and Forestry, 
submitted the following 


REPORT 


[To accompany 8. 3406] 


The Committee on Agriculture and Forestry, to whom was referred 
the bill (S. 3406) to amend the Agricultural Adjustment Act of 1938, 
as amended, with respect to wheat-acreage history, having considered 
the same, report thereon with a recommendation that it do pass 
without amendment. 

SHORT EXPLANATION 


This bill would make the following aeetce m the method of count- 


ing wheat acreage planted in 1958 and subsequent years in the com- 
putation of future State, county, and farm acreage allotments: 

(1) Without regard to the actual acreage planted (and contrary 
to the provision enacted last vear that excess wheat acreage shall 
not be counted), each farm would be regarded for the purpose of 
future farm-acreage allotments as having planted its 1958 base 
acreage in 1958. If the 1958 farm acreage allotment is increased 
administratively or as a result of review or court action, the 1958 
base (and consequently the farm-acreage credit for 1958) would 
be increased proportionately. (In computing future State and 
county acreage allotments, wheat planted in 1958 in excess of 
allotments would not be counted. However, no change in exist- 
ing law will be made by the bill in this regard.) 

(2) To the extent of the farm-base acreage, both planted and 
diverted acreage in 1959 and any subsequent year would be 
counted toward future State, county, and farm acreage allotments, 
even though the planted acreage exceeded the farm-acreage allot- 
ment, if all of the marketing excess is delivered to the Secretary 
or stored so that no marketing penalty becomes due. 
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SUBSECTION BY SUBSECTION ANALYSIS 


That part of subsection (c) which precedes clause (3) would accom- 
plish the change described in paragraph (1) above, and subsections (a) 
and (b) and that part of subsection (c) which follows clause (2) would 
accomplish the henge described in paragraph (2). Subsection (d) 
supplements these provisions to permit acreage planted in excess of 
the farm acreage allotment to be counted toward future allotments to 
the extent provided in subsections (a), (b), and (ce). 


BACKGROUND AND PURPOSE OF THE BILL 


Under existing law States, counties, and farms receive acreage- 
history credit for the acreage planted and the acreage diverted on 
farms which comply with their wheat-acreage allotments. Thus, 
assuming a farm with a base acreage (historic acreage counted in 
computing allotments) of 100 acres and an acreage allotment. of 60 
acres, the State, county, and farm would receive acreage history credit 
of 100 acres (60 acres planted and 40 acres diverted) if the farm 
planted its full allotment and no more. Up until this year States, 
counties, and farms have also received acreage history credit for the 
full acreage planted (but not for any acreage diverted) on farms 
exceeding their acreage allotments. Thus, if the same farm had 
planted 70 acres in 1957, the State, county, and farm would have 
received credit for 70 acres planted and no acres diverted. Or if the 
farm had planted 120 acres in 1957 the State, county, and farm would 
have received credit for 120 acres. The State, county, and farm 
therefore lost history if the farm exceeded its allotment, but planted 
less than its base; and gained history if the farm exceeded its base. 

In some States and areas, particularly those with numerous farms 

lanting less than 15 acres (and so exempt from penalty), the amount 
bs. which many farms were planting in excess of their bases was such 
as to cause substantial shifts of allotment acreage from areas of high 
compliance with allotments to areas of low compliance. To prevent 
this, Congress last year included in Public Law 85-203 a provision 
that no acreage-history credit should be given for acreage planted for 
harvest in 1958 or thereafter in excess of acreage allotments. Since 
farms exceeding their allotments do not receive credit for diverted 
acreage, a farm overplanting its allotment in 1958 would receive 
credit only for an acreage equal to its allotment. Thus, if the farm in 
the examples given above planted 120 acres in 1958, it would receive 
credit only for 60 acres and would lose the 40 acres credit for diversion 
which it would have received if it had complied with its allotment. 
Public Law 85-203 was approved August 28, 1957, and by the time 
farmers were advised of it many had already planted their 1958 crop. 
Furthermore, in some areas it has been the practice to insure against 
crop failures in future years by overplanting allotments and storing 
the excess, which the law specifically permits to be done without 
penalty. 

Under the bill the farm in the example just given would receive 
credit in 1958 for its base acreage of 100 acres. It would gain no extra 
acreage history by reason of exceeding its allotment, nor would it 
lose history thereby. The State and county however would receive 
credit only for the 60 acres planted within the farm allotment. Begin- 
ning with the 1959 crop, the State, county, and farm would receive 
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credit for acreage planted and diverted up to the farm-base acreage, 
if all of the farm-marketing excess is dilwrered to the Secretary or 
stored to avoid penalty. This would permit farmers to insure against 
future crop failures by producing and storing excess wheat. The 
State, county, and farm would subsequently lose the acreage-history 
credit so given for the excess acreage, however, if the stored wheat 
should ever be depleted in such manner that a marketing penaltv 
would become due. 

Because farmers must either destroy their overplanted wheat or 
suffer the additional acreage history penalty imposed by Public Law 
85-203, the committee has not delayed action on this bill in order to 
obtain a report from the Department. However, Department spokes- 
men have appeared before this committee and the House Committee 
on Agriculture in support of this legislation. 

Enactment of the bill would require no additional expenditure. 


CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing 
Kules of the Senate, changes in existing law made by the bill, as re- 
ported, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 


AGRICULTURAL ADJUSTMENT Act oF 1938 


Sec. 334. (a) The national acreage allotment for wheat, less a re- 
serve of not to exceed 1 per centum thereof for apportionment as 
provided in this subsection, shall be apportioned by the Secretary 
among the several States on the basis of the acreage seeded for the 
production of wheat during the ten calendar years immediately pre- 
ceding the calendar year in which the national acreage allotment is 
determined (plus, in applicable years, the acreage diverted under 
previous agricultural adjustment and conservation programs), with 
adjustments for abnormal weather conditions and for trends in acre- 
age during such period: Provided, That in establishing State acreage 
allotments the acreage seeded for the production of wheat plus the acreage 
diverted for 1959 and any subsequent year for any farm on which the 
entire amount of the farm marketing excess is delivered to the Secretary 
or stored in accordance with applicable regulations to avoid or postpone 
payment of the penalty shall be the base acreage of wheat determined for 
the farm under the regulations issued by the Secretary for determining 


farm wheat acreage allotments for such year, but if any part of the amount 


of wheat so stored is later depleted and penalty becomes due by reason of 
such depletion, for the purpose of establishing State wheat acreage allot- 
ments subsequent to such depletion the seeded plus diverted acreage of 
wheat for the farm for the year in which the excess was produced shall be 
reduced to the farm wheat acreage allotment for such year. The reserve 
acreage set aside herein for apportionment by the Secretary shall be 
used to make allotments to counties, in addition to the county allot- 
ments made under subsection (b) of this section, on the basis of the 
relative needs of counties for additional allotment because of reclama- 
tion and other new areas coming into the production of wheat during 
the ten calendar years ending with the calendar year in which the 
national acreage allotment is proclaimed. 
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(b) The State acreage allotment for wheat, less a reserve of not to 
exceed 3 per centum thereof for apportionment as provided in sub- 
section (c) of this section, shall be apportioned by the Secretary 
among the counties in the State, on the basis of the acreage seeded 
for the production of wheat during the ten calendar years immedi- 
ately preceding the calendar year in which the national acreage allot- 
ment is determined (plus, in applicable years, the acreage diverted 
under previous agricultural 1djustment and conservation programs), 
with adjustments for abnormal weather conditions and trends in acre- 
age during such period and for the promotion of soil-conservation 
practices: Provided, That in establishing county acreage allotments the 
acreage seeded for the production of wheat plus the acreage diverted for 
1959 and any subsequent year for any farm on which the entire amount 
of the farm marketing excess is delivered to the Secretary or stored in 
accordance with applicable regulations to avoid or postpone payment of 
the penalty shall be the base acreage of wheat determined for the farm 
under the regulations issued by the Secretary for determining farm wheat 
acreage allotments for such year, but if any part of the amount of wheat 
so stored is later depleted and penalty becomes due by reason of such 
depletion, for the purpose of establishing county acreage allotments 
subsequent to such depletion the seeded plus diverted acreage of wheat 
for the farm for the year in which the excess was produced shall be re- 
duced to the farm wheat acreage allotment for such year. 

(c) The allotment to the county shall be apportioned by the Secre- 
tary, through the local committees, among the farms within the county 
on the basis of past acreage of wheat tillable acres, crop-rotation prac- 
tices, type of soil, and topography. Not more than 3 per centum 
of the State allotment shall be apportioned to farms on which wheat 
has not been planted during any of the three marketing years imme- 
diately preceding the marketing year in which the allotment is made. 
For the purpose of establishing farm acreage allotments, (1) the past 
acreage of wheat on any farm for 1958 shall be the base acreage deter- 
mined for the farm under the regulations issued hy the Secretary for de- 
termining 1958 farm wheat acreage allotments; (2) if subsequent to the 
determination of such base acreage the 1958 wheat acreage allotment for 
the farm is increased through administrative, review, or court proceed- 
ings, the 1958 farm base acreage shall be increased in the same propor- 
tion; and (8) the past acreage of wheat for 1959 and any subsequent 
year shall be the wheat acreage on the farm which is not in excess of the 
farm wheat acreage allotment, plus, in the case of any farm which is in 
compliance with its farm wheat acreage allotment, the acreage diverted 
from the production of wheat: Provided, That for 1959 and subsequent 
years in the case of any farm on which the entire amount of the farm 
marketing excess is delivered to the Secretary or stored in accordance 
with applicable regulations to avoid or postpone payment of the penalty, 
the past acreage of wheat for the year in which such farm marketing ex- 
cess is so delivered or stored shall be the base acreage of wheat determined 
for the farm under the regulations issued by the Secretary for determining 
farm wheat acreage allotments for such year, but if any part of the amount 
of wheat so stored is later depleted and penalty becomes due by reason of 
such depletion, for the purpose of establishing farm wheat acreage allot- 
ments subsequent to such depletion the past acreage of wheat for the 
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farm for the year in which the excess was produced shall be reduced to 
the farm wheat acreage allotment for such year. 
* * * * * * * 


(h) Notwithstanding any other provision of law, no acreage in the 
commercial wheat-producing area seeded to wheat for harvest as 
grain in 1958 or thereafter in excess of acreage allotments shall be 
considered in establishing future [State, county, and farm acreage 
allotments] State and county acreage allotments except as prescribed in 
the provisos to the first sentences of subsections (a) and (b), respectively, 
of this section. The planting on a farm in the commercial wheat- 
producing area of wheat of the 1958 or any subsequent crop for which 
no farm wheat acreage allotment was established shall not make the farm 
eligible for an allotment as an old farm pursuant to the first sentence 
of subsection (c) of this section nor shall such farm by reason of such 
planting be considered ineligible for an allotment as a new farm under 
the second sentence of such subsection. 


O 
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Marcu 10, 1958.—Ordered to be printed 


Mr. O’Manonry, from the Committee on Interior and Insular Affairs, 
submitted the following 


REPORT 


[To accompany 8S. 2359] 


The Committee on Interior and Insular Affairs, to whom was re- 
ferred the bill (S. 2359) to authorize the establishment of the Petrified 
Forest National Park, in the State of Arizona, and for other purposes, 
having considered the same, report favorably thereon with amend- 
ments and recommend that the bill, as amended, do pass. 

The amendments are as follows: 

(1) Page 1, line 9, following the word “railroad” insert ‘‘, public 
utilities,’’. 

(2) Page 3, lines 12, 15, and 17, change the semicolons to commas. 

(3) Page 3, line 20, change the semic olon after ‘33’ to a comma. 

(4) Page 3, lines 21, 22, and 2 23, change this portion of the descrip- 
tion to read: ‘Township 18 north, range 24 east: Sections 4, 9, all; 
section 10, southwest quarter; sections 13, 14, 15, 16, 21, 22, 23, 24, 
25, 26, 27, 28, 33, 34, 35, 36, all.”’ 

(5) Page 4, line 1, change “half” to “halves” 

(6) Page 4, lines 2 and 3, change the semicolons to commas. 

(7) Page 4, line 6, change “half” to ‘“‘halves’’ and the semicolon 
after ‘9’ to a comma. 

(8) Page 4, line 8, change the semicolon after ‘‘10”’ to a comma and 
“half” to “halves” 


PURPOSE OF 1HE AMENDMENTS 
The amendments adopted by the committee were suggested by the 


Department of the Interior; the amendments adopted are for the 
purpose of clarifying the land descriptions in the bill. 
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EXPLANATION OF THE BILL 


Petrified Forest National Monument, located in northeastern 
Arizona, is an area of scenic splendor covered with fossil forests that 


surpass in extent and abundance as well as transcend in beauty and 
richness of coloring all other similar deposits anywhere in the world. 

The display of these remarkable stones eroded from the brilliantly 
colored sediment beds of the Painted Desert which preserved them 
presents a chapter of earth’s history concerned with plants and animals 
that lived millions of years ago. It is a graphic account of the tremen- 
dous power of nature to change the structure and content of eartly 
objects by the never-ending processes of deposition and erosion. 

etrified Forest National Monument was created December 8, 
1906. Within the monument area are over 94,000 acres of colorfully 
banded beds spectacularly eroded into irregularly shaped mesas, 
sparsely covered with vegetation but thickly covered with brilliantly 
colored pieces of petrified wood ranging in size from tiny fragments to 
giant logs. In some places, the fossilized remains of animals and other 
plants living in that ancient age have been uncovered. At other 
places can be seen evidences and the primitive writings of prehistoric 
a who once occupied the region and used the petrified wood to 

uild homes, to make tools and other objects. 

The present facilities developed by the National Park Service were 
completed in 1936 to serve about 200,000 visitors a year. This level of 
annual visitation was reached in 1942. Increases stopped with World 
War II, but were renewed in 1946, and by 1956 exceeded 600,000. 
At the average annual rate of increase that has occurred, it can be 
safely predicted that there will be at least 1,350,000 visitors a year by 
1966. 

As the area qualified in size, appeal, and national significance, and in 
order to protect it with all the strength that law can provide, it has 
been deemed appropriate to enact legislation authorizing national- 
park status. The enactment of S. 2359 will not cause a material 
change in management or development for the governing principles 
for monument and park are the same. National-park status would be 
afforded the present national monument upon the fulfillment of 
certain conditions set forth in section 1 of the bill. This legislation 

rovides for minor boundary adjustments, and the park so estab- 
fished would exceed the present monument area by only 240 acres. 

The enactment of S. 2359 will not entail the expenditure of any 
Federal funds in addition to those already programed for expenditure 
in the development of the area as a national monument. 


DEPARTMENTAL REPORTS 


Set forth below are the favorable reports of the Department of the 
Interior and the Bureau of the Budget. 
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DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., January 23, 1958. 
Hon. James E. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
United States Senate, Washington, D. C. 


Dear Senator Murray: Your committee has requested a report 
on S. 2359, a bill to authorize the establishment of the Petrified 
Forest National Park, in the State of Arizona, and for other purposes. 
Upon the fulfillment of certain conditions set forth in section 1 of the 
bill, S. 2359 would permit establishment of the national park so as to 
comprise, with minor boundary adjustments, the present area of the 
Petrified Forest National Monument. The park so established would 
exceed the present monument area by only 240 acres. 

We recommend the enactment of this bill, with minor amendments 
for purposes of clarification, as hereafter indicated. 

The proposed national-park area, now contained within the Petrified 
Forest National Monument, presents an important chapter of the 
earth’s history, covering the via of plants and animals that lived 
millions of years ago. This area provides a graphic account of the 
tremendous power of nature to change the structures and forms of 
earthly objects by the never-ending processes of deposition and erosion. 
Presentation of this story has brought enjoyment, education, and 
inspiration to many people, and may be expected to provide even 
greater public benefits in the future. Public visitation to the monu- 
ment area has increased from 441,704 visitors in 1955 to 633,217 
visitors during the period from January to October of 1957. 

National-park status for this area is warranted, in our opinion, 
because of its outstanding significance and interest. The scenic 
qualities are excellent, and include sections of the Painted Desert as 
well as an impressive Badlands topography. The area contains the 
greatest and most colorful concentration of petrified wood in the world, 
and it is a reservoir of abundant paleontological resources, including 
a fine assemblage of ancient reptiles. This area of approximately 
94,000 acres is composed of colorfully banded sediment beds that 
have been spectacularly eroded into irregularly shaped mesas (such 
as the beautiful Painted Desert), sparsely covered with grass or other 
vegetation arid containing many outstanding specimens of brilliantly 
colored pieces of petrified wood that vary in size from tiny fragments 
to huge logs and stumps. Parts of the area boast in-place exhibits of 
fossilized remains of animals and plants that had their existence there 
there in the era when the “petrified” forest was a “living” forest. 
Other sections have produced evidences (pictographs and primitive 
writings) of occupation of the area by a prehistoric people that made 
use of the petrified wood to build houses as well as to make tools and 
other instruments. 

We believe it is highly desirable that the present inholdings be 
acquired by the Federal Government prior to establishment of the 
park, as set forth in section 1 of the bill. If the present inholdings 
and inconsistent uses within the monument area were to continue, 
they would reduce immeasurably the area’s potentiality as a national 
park. There are approximately 8,150 acres of non-Federal land within 
the proposed park area. More than two-thirds of this acreage of 
non-Federal land, or some 5,760 acres, are situated in township 20 
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north, range 23 east, in the northern portion-of the proposed park. 
The remaining non-Federal land is scattered throughout the rest of 
the proposed park area. 

The following amendments, as previously indicated, are suggested 
primarily for purposes of clarification of the land description in the 
bill: 

(1) Page 1, line 9, following the word ‘‘railroad’’ insert, “public 
ee of 

(2) Page 3, lines 12, 15, and 17, change the semicolons to commas. 
(3) Page 3, line 20, change the semicolon after ‘33’’ to a comma. 
(4) Page 3, lines 21, 22, and 2 3, change this portion of the ev oA 
tion to read: ‘“Township 18 north, range 24 east: Sections 4, 9, all; 
section 10, southwest quarter; sections 13, 14, 15, 16, 21, 22, 23 94.9 25 
26, 27, 28, 33, 34, 35, 36, all.’”’ 
5) Page 4, line 1, change “‘half” to “halves” 
) Page 4, lines 2 and 3, change the semicolons to commas. 
) Page 4, line 6, change “‘half’’ to “halves” and the semicolon 
ater gy to a comma. 
) Page 4, line 8, change the semicolon after “10” to a comma and 
halt” to “halves’’. 

The Bureau of the Budget has advised us that there would be no 

objection to the submission of this report to your committee. 
Sincerely yours, 


Rocer Ernst, 
Assistant Secretary of the Interior. 


Executive OFrFIcE OF THE PRESIDENT, 
BurerAU OF THE BupGeT, 
Washington, D. C., January 13, 1958. 
Hon. James E. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
United States Senate, Washington, D. C. 

My Dear Mr. Curarrman: This is in reply to your request for the 
views of this Bureau on S. 2359, a bill to authorize the establishment 
of the Petrified Forest National Park in the State of Arizona, and 
for other purposes. 

Under the terms of S. 2359, the designation of the Petrified Forest 
National Monument would be changed to the Petrified Forest Na- 
tional Park after certain specified lands are annexed. The specified 
lands are inholdings within the existing monument area subject to 
uses which would be incompatible with national-park status for the 
area. The Department of the Interior would acquire such lands by 
purchase or exchange. Such purchases as may be necessary would 
be accomplished within the land acquisitions programed under the 
mission 66 program of the National Park Service. 

The Bureau of the Budget would have no objection to enactment 
of S. 2359. 

Sincerely yours, 
Rosert E. Merriam, 
Assistant Director. 
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Marcu 10, 1958.—Ordered to be printed 


Mr. O’Maunoney, from the Committee on the Judiciary, submitted 
the following 


REPORT 


[To accompany 8S. Con. Res. 49] 


The Committee on the Judiciary, to which was referred the resolu- 
tion (S. Con. Res. 49), requesting the President to designate the week 
of March 16-22, 1958, as National Library Week, having considered 
the same, reports favorably thereon, without amendment, and recom- 
mends that the concurrent resolution be agreed to. 


PURPOSE 


The purpose of the concurrent resolution is to request the President 
of the United States to issue a proclamation designating the week of 
March 16-22, 1958, as National Library Week, and calling upon the 
people of the United States to observe such week with appropriate 
ceremonies. 

STATEMENT 


Congress has given recognition and tangible support to the impor- 
tant educational and cultural functions of public libraries by the enact- 
ment of the Library Services Act of 1956. That act authorized a 5-year 
program of Federal matching grants to enable the States to provide 
public library services in rural areas of the country which have no 
library service or inadequate service, and in which approximately 
27 million of our people live. 

With the passage of the Library Services Act, Congress took a neces- 

sary step to alleviate the obvious and critical needs of this important 
educational service. There remains, however, the need to build the 
financial support and material resources of all libraries and make these 

resources available to our people in the most effective way possible. 
These needs will be provided by State and local governments, volun- 
tary associations and private effort and initiative. Therefore, the 
designation of a week as National Library Week is intended to focus 
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public attention in these problems and to stimulate public interest in 
their solution. 

The committee is informed that State and local committees through- 
out the Nation will be at work during National Library Week empha- 
sizing the resources of libraries and the part the printed word 
contributes to our education, self-development, cultural advance- 
ment, recreation, civic improvement, and our national well-being. 

This program has the full cooperation of the American Library 
Association, the General Federation of Women’s Clubs, the Girl 
Scouts of America, the Boy Scouts of America, the National Council 
of Jewish Women, the United States Junior Chamber of Commerce, 
and many other public service organizations. 

The committee is convinced that this concurrent resolution re- 
questing the President to designate the week of March 16-22, 1958, 
as National Library Week is meritorious and will focus attention on 
the need for extension and improvement of school and public library 
service, and will demonstrate the vital role the printed word can play 
in the education, self-improvement and cultural advancement of all of 
our people. 

Accordingly, the committee recommends favorable consideration of 
Senate Concurrent Resolution 49 without amendment. 


O 
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CONTINUING HAMILTON BICENTENNIAL COMMISSION 


Marcu 10, 1958.—Ordered to be printed 


Mr. O’Manoney, from the Committee on the Judiciary, submitted 
the following 


REPORT 
[To accompany H. J. Res. 483] 


The Committee on the Judiciary, to which was referred the joint 
resolution (H. J. Res. 483) to amend the act of August 20, 1954, estab- 
lishing a commission for the celebration of the 200th anniversary of 
the birth of Alexander Hamilton, having considered the same, reports 
favorably thereon, with an amendment and recommends that the joint 
resolution, as amended, be agreed to. 


AMENDMENT 


On page 1, line 10, strike ‘“March 15, 1958” and insert in lieu thereof 
“April 30, 1958”’. 
PURPOSE OF AMENDMENT 


The purpose of the amendment is to change the date for the com- 
pletion of the Commission’s activities from March 15, 1958, to April 
30, 1958. 

PURPOSE 


The purpose of the proposed legislation, as amended, is to amend the 
act of August 20, 1954, establishing a commission for the celebration 
of the 200th anniversary of the birth of Alexander Hamilton so as to 
continue in existence the Alexander Hamilton Bicentennial Com- 
mission until April 30, 1958. 


STATEMENT 


The Alexander Hamilton Bicentennial Commission was established 
by Public Law 601 of the 83d Congress, and was scheduled to complete 
its activities on January 11, 1958. As of that expiration date the 
Commission had the following unfinished business before it: 
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(a) Selection of a trustee of the Alexander Hamilton scholarship 
funds which were donated to the Commission by private sources; 

(6) Transfer of these funds to the trustee; 

(c) Preparation of the Commission’s files for transfer to the National 
Archives; 

(d) Completion, approval, and publication of the final report of 
the Commission. 

The committee is informed that the Hamilton Commission has 
made every effort to complete its activities by January 11, 1958, but 
has been unable to do so. The committee believes it necessary and 
proper that the life of the Bicente nnial Commission be extended to 
April 30, 1958, in order that the Commission may complete the duties 
contemplated by the original resolution. 

As passed by the House of Represe ntativ es, the life of the Com- 
mission was extended to March 15, 1958. This committee has been 
unable to take action on the resolution, - for this reason the com- 
mittee deems it appropriate to extend the time 1 additional month in 
order to permit the Commission to fulfill its duties as specified in the 
original resolution. The committee is further informed that the 
Hamilton Commission, since its inception, has operated on a preaudit 
basis. This requires that the General Accounting Office audit the 
bills of the Commission before they are approved for payment by the 
Commission’s disbursing officer. This procedure re quires the addi- 
tional life sought for the Commission so that its affairs can be prope rly 
concluded. Accordingly, the committee has extended the date to 
April 30, 1958. 

In order to avoid a lapse in the life of the Commission, section 2 
of this resolution makes approval by the President retroactive to 
January 11, 1958, the current expiration date of the Commission. 
No further appropriation of funds is authorized. 

Accordingly, the committee recommends favorable consideration of 
House Joint Resolution 483, as amended. 


CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX . the Standing 
Rules of the Senate, changes in existing og made by the bill, as 
reported, are shown as follows (existing la ‘ proposed to be omitted 
is enclosed in black brackets, new matter is peeked in its ‘alic ‘Ss, existing 


law in which no change is a eiaee is shown in roman) 


Pusuic Law 601, Aucust 20, 1954 (68 Srat. 747) 


* * * * a * + 


Sec. 8. The Commission shall expire upon the completion of its 
duties, but in no event later than [January 11, 1958.] April 30, 1958. 


O 
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WASHINGTON-OREGON BOUNDARY 
Marcu 10, 1958.—Ordered to be printed 


Mr. O’Manoney, from the Committee on the Judiciary, submitted the 
following 


REPORT 


[To accompany H. R. 7153] 


The Committee on the Judiciary, to which was referred the bill 
(H. R. 7153) giving the consent of Congress to a compact between 
the State of Grain and the State of Washington establishing a 
boundary between those States, having considered the same, reports 
favorably thereon with an amendment and recommends that the bill, 
as amended, do pass. 


AMENDMENT 


On page 2, lines 5 and 6, strike the following: 
Sec. 2. The right to alter, amend or repeal this Act is ex- 
pressly reserved, 


PURPOSE OF AMENDMENT 


The purpose of the amendment is to delete the reservation contained 
in the bill concerning the right to alter, amend, or repeal this act. 
The amendment is in conformance with the views of the Department 
of Justice, which are set forth in the body of this report. 


PURPOSE 


The purpose of the proposed legislation, as amended, is to grant 
congressional consent to the compact entered into between the States of 
Washington and Oregon establishing a boundary between those two 
States. Such action is in pursuance of the provisions of article I, sec- 
tion 10, clause 3 of the Constitution of the United States, which require 
congressional consent to interstate compacts. 
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STATEMENT 


There was introduced in the Senate, and is now pending before 
this committee, a bill similar in nature (S. 1935) which would ac- 
complish the same purpose as is contemplated by the enactment of 
H. R. 7153. Reports have been received from the Department of the 
Interior, the Department of Justice, and the Department of the Army 
in relation to S. 1935. None of the departments mentioned object 
to the enactment of the legislation but their reports contain certain 
references to S. 1935 which are not applicable to H. R. 7153. Sug- 
gestions which are applicable to H. R. F153 consist of the following: 

The Department of the Army report indicates that there was a 
Public Resolution No. 36, approved June 10, 1910 (36 Stat. 881), in 
which the Congress gave consent to the States of Oregon and Wash- 
ington to enter into such agreement as they deemed desirable to fix 
the boundary line between those States where the Columbia River 
forms the boundary, and it is suggested that the resolution of 1910 
may be deemed to constitute the consent of Congress to the agreement, 
although given in advance, and that enactment of this legislation, 
therefore, is not necessary. 

In further regard to this situation, the Department of Justice in 
its report, after dealing with this question, states : 


Enactment of the bill thus would resolve any question as to 
the authority of the States to proceed in fixing the boundary 
line. 


The committee is inclined to accept the views of the Department of 
Justice in this regard and believes that passage of this legislation will 
resolve any paesible question as to the effects of the statute previously 
referred to. 

The second question arising in connection with the departmental 
reports concerns section 2 of H. R. 7153, which is identical with sec- 
tion 2 of S. 1935. That section provides that “the right to alter, 
amend, or repeal this act is expressly reserved.” It is the view of 
the Department of Justice that in granting its consent to the compact 
the boundary between these States would be fixed and, with respect 
to the boundary thus fixed, there are a number of decisions of the 
Supreme Court relating to internal boundaries of States of the kind 
here involved, which support the general proposition that an agree- 
ment between States as to their boundaries is an expression of sover- 
eign prerogative which it is not within the Federal authority to 
change without consent of the States. 

The committee has considered this matter and believes that there is 
merit in the position of the Department of Justice. The bill has, 
therefore, been amended so as to conform to the Department’s sug- 
gestion that section 2 be deleted. 

The departmental reports referred to are hereto attached and made 
a part of this report. 

The facts in connection with this legislation are contained in House 
Report No. 782 to accompany H. R. 7153, which report is set forth in 
full below. 
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[H. Rept. No. 782, 85th Cong., Ist sess.] 


In 1955, pursuant to separate legislative acts passed by the States 
of Washington and Oregon, respectively, commissions were formed to 
settle a dispute concerning the boundary between those States along a 
major part-of the course of the Columbia River insofar as-it runs be- 
tween the two States. As a result of studies made, legislation, was 
drafted which was submitted to the Legislatures of Oregon and Wash- 
ington and as a result, State legislative enactments were passed, ap- 

roved by the respective Governors, setting out the agreement which 
ad been reached. 

All that the instant bill does is to grant congressional consent to this 
agreement. 

There follows a report of the Washington-Oregon Boundary Com- 
mission, as well as a report from the Oregon Commission on Interstate 
Cooperation, giving a chronological history of the work done in prep- 
aration for the State legislative acts which resulted in this compact. 

In addition, there is made a part of this report the session laws of 
Washington and Oregon containing the language of the compact 
agreed upon, 


REPORT OF WASHINGTON-OREGON BOUNDARY COMMISSION 


Pursuant to chapter 6, Extraordinary Session Laws of 1955 
and the Governor’s directive of September 9, 1955, the 
Washington-Oregon Boundary Commission was formed and 
held its initial meeting on September 20, 1955, in the office 
of the department of conservation and development. A list 
of the members and their addresses follows: 

Senator Dale MeMullen, 211 Central Building, Van- 
couver, chairman. 

Senator Stanton Ganders, Box 487, Bickleton, 

Representative Al Henry, White Salmon. 

Representative Don Eldridge, 1212 Montgomery, 
Mount Vernon. 

M. G. Walker, 335 General Administration Building, 
Olympia, secretary. 

Since that time, several further meetings have been held 
both singly and jointly with the committee of the Commis- 
sion on Interstate Cooperation of the State of Oregon. In 
order to eliminate any possible further points of conflict over 
the boundary, all counties bordering on the Columbia River, 
as well as interested State departments, were contacted and 
asked to present their problems concerning the boundary 
before the commission. Upon receiving all this information 
from the interested entities of our own State, all that re- 
mained was to agree upon the actual location and description 
of the boundary with our neighboring State. 

This was done by first preparing a theoretical boundary 
upon a set of maps of the Columbia River and then dis- 
cussing and adjusting same at the joint meetings until it 
became agreeable to the commissions representing each 
State. 
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The proposed new boundary between the States of Wash- 
ington and Oregon as described in the compact signed on 
December 21, 1956, was laid out with the idea of conforming 
as nearly as possible with the original concepts of the bound- 
ary as defined in the constitutions of Washington and 
Oregon by following the middle of the main channel of the 
Columbia River and where the river is divided by islands, 
following the middle of the widest channel. ‘There are some 
exceptions notably as follows: 

(1) Near the mouth of the Columbia River the new de- 
scription follows as closely as is possible to delineate at this 
time the boundary line as defined in the decision of the 
United States Supreme Court in 1908 (Washington v. Oregon, 
211 U.S. 127). 

(2) Through the pools above Bonneville and McNary 
Dams and the pools-to-be above the Dalles and John Day 
Dams, the projected boundary will follow the approximate 
center line of such pools regardless of the tortuous original 
channel of the Columbia River before such pools have been 
or will be created. 

From the mouth of the Columbia River to The Dalles there 
are available navigation charts prepared by the United States 
Coast and Geodetic Surve y showing with a high degree of 
accuracy the location of the Columbia River, its banks 
and all islands in the river, the main ship channel together 
with navigation aids and location of principal str uctures such 
as dams and bridges. From Celilo upstream to the point 
where the river ceases to form the boundary between the 
two States, there are available navigation charts prepared 
by the Corps of Engineers, Department of the Army, similar 
but in less detail than those of the lower river prepared by 
the United States Coast and Geodetic Survey, In the reach 
between the Dalles Dam and Celilo it was necessary to utilize 
two of the hydrographic survey sheets prepared by the Corps 
of Engineers because the navigation charts as described above 
did not cover this short reach of the river. 

Engineer committee members representing the States of 
Washington and Oregon first collaborated in laying out on 
the above-described maps the line which would tentatively 
define the boundary, such line being a series of straight lines 
connecting at angle points. The maps, when so marked, 
were considered by the entire membership of the com- 
mittees of both States and some adjustments were made 
where recommended by committee members. 

Following a joint meeting of the Oregon and Washington 
commissions, at which meeting the boundary as tentatively 
marked on the maps was approved, the 2 commissions 
jointly employed an engineer to compute the true geodetic 
position of each of the angle points which are numbered 
from 1 to 191. On that section of the river between its 
mouth and The Dalles covered by United States Coast and 
Geodetic Survey navigation charts the positions of the num- 
bered points were determined by scaling from these charts. 
In the reach of the river between The Dalles and the point 
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where the river ceases to form the boundary at latitude 
46° 00’ north, the maps used for determining positions were 
hydrographic survey sheets prepared by the Corps of Engi- 
neers. Coordinates of the angle points were first determined 
using the Oregon north system of rectangular coordinates 
and these were reduced to geodetic coordinates by computa- 
tion. Such geodetic coordinates were then plotted upon the 
navigation charts prepared by the Corps of Engineers. 

Exceptions to the above procedure occurred at the several 
bridges and dams. At each structure the position of the 
point selected for the boundary was carefully computed from 
shore stations of known position. Engineers of the Oregon 
State Highway Department assisted by an engineer from 
the Department of Conservation and Development of the 
State of Washington made the necessary field surveys to 
properly tie in and determine the geodetic positions of the 
points where the boundary will cross the said bridges and 
dams. 

The location of the boundary as described in the compact 
is shown on a series of 14 sheets prepared photographically 
from the basic maps on which the line was projected. Fifty 
sets of such reproduced maps are in the hands of the sec- 
retary. 

A bill is being prepared which if passed, will ratify the 
compact. Also being prepared is a joint resolution which 
will seek to amend article 24 of the State constitution such 
that the compact can become effective. 

Ratification of the compact by both States will result in 
sponsorship of consent legislation to the United States 
Congress. 

A statement of expenditures and the minutes of all meet- 
ings are available if more details are desired. 

(Signed) Date McMutten, 
Chairman. 


M. G. WaLKER, 
Secretary. 


Orecon Commission ON INTERSTATE COOPERATION, 
Salem, January 10, 1957. 


To the Governor of Oregon and to the 49th Legislative Assembly: 


Senate Joint Resolution No. 30 adopted by the 48th legislative 
assembly, relating to the Oregon Commission on Interstate Coopera- 
tion, contains the following paragraph: 

“Resolved, That the Oregon Commission on Interstate Coopera- 
tion, in addition to any other action it may take in the performance 
of its duties, give consideration to and take whatever action it deems 
necessary in connection with the location and clear definition of the 
boundary between the States of Oregon and Washington: * * *” 

Pursuant to the above directive, the Oregon Commission on 
Interstate Cooperation on June 18, 1955, appointed a committee ‘of 
its members with directions to negotiate with a similar committee 
or commission authorized by the Legislative Assembly of the State 
of Washington and to draft a compact which would specifically define 
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the boundary between the two States. The committee appointed to 
carry out this mission consisted of: 

Senator Rudie Wilhelm, Jr., chairman 

Senator Paul E. Geddes 

Representative George J. Annala 

Representative Earl H. Hill 

Lewis A. Stanley, State engineer 

The above committee has completed its work by approving and 
signing a proposed compact with representatives of the State of 
Washington, which if ratified by the legislatures of the two States 
and consented to by the Congress of the United States, will specifically 
define that portion of the boundary which has heretofore been de- 
scribed as following the center of the main channel of the Columbia 
River between its mouth and the point at which the river ceases to 
be the boundary at latitude 46° 00’ north. A full and complete 
copy of said proposed compact as signed on December 21, 1956, is 
attached hereto. 

Also attached are the following: 

(1) Letter dated January 4, 1957, from Senator Rudie Wilhelm, 
Jr., to the commission on interstate cooperation, which letter is a 
report of the negotiations and activities of the committee which cul- 
minated in the signing of the proposed compact on December 21, 1956. 

(2) Draft of a bill which if passed by the 49th legislative assembly, 
will approve and ratify the proposed compact. 

(3) Draft of a senate joint resolution embodying a proposed amend- 
ment to section 1 of article XVI of the constitution of the State of 
Oregon. 

Item 3 above, is necessary because the boundary between the States 
of Oregon and Washington is described in the constitution of Oregon 
and no authority now exists to modify said boundary by compact. 
The compact cannot become effective until the amendment to the 
constitution has been accomplished. 

The commission on interstate cooperation recommends to the 49th 
legislative assembly that it pass a bill ratifying the compact; pass a 
joint resolution to amend section 1 of article XVI of the constitution of 
Oregon to authorize the State to change the description of its bound- 
aries and take appropriate action to secure the approval of this com- 
pact by the 85th Congress of the United States. 

CoMMISSION ON INTERSTATE COOPERATION, 
Cuas. H. Heirzer, Chairman. 


JANUARY 4, 1957, 
Cuarues H. HEtrzet, 
Chairman, Commission on Interstate Cooperation. 


GENTLEMEN: Your committee appointed on June 18, 1955, which 
was directed to negotiate with the Washington-Oregon Boundary 
Commission of the State of Washington a compact to clearly define 
the Oregon-Washington boundary, has completed its work by enter- 
ing into a compact dated December 21, 1956. Five signed copies of 
said compact are transmitted herewith. 

This committee consists of the following members of the Commis- 
sion on Interstate Cooperation: 

Senator Rudie Wilhelm, Jr., chairman 
Senator Paul E. Geddes 
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Representative George J. Annala 

Representative Earl H. Hill 

Lewis A. Stanley, State engineer 

Throughout its deliberations, the committee was ably assisted by 
Mr. Lloyd G. Hammel, assistant attorney general. 

This committee has had five joint meetings with the Washington 
Commission, as follows: 

October 21, 1955, in Seattle, Wash. 

December 10, 1955, in Portland, Oreg, 

January 28, 1956, in Portland, Oreg. 

July 11, 1956, in Vancouver, Wash. 

December 21, 1956, in Portland, Oreg. 

In addition the committee has held four meetings of its own, as 
follows: 

December 3, 1955, in Portland, Oreg, 

January 27, 1956, in Portland, Oreg. 

April 26, 1956, in Salem, Oreg. 

December 6, 1956, on train between Spokane, Wash. and 
Portland, Oreg. 

The proposed new boundary between the States of Oregon and 
Washington as described in the compact signed on’ December 21, 
1956 was laid out with the idea of conforming as nearly as possible 
with the original concepts of the boundary as defined in the constitu- 
tion of Oregon by following the middle of the main channel of the 
Columbia River and where the river is divided by islands, following’ 
the middle of the widest channel, There are some exceptions, notably 
as follows: 

(1) Near the mouth of the Columbia River the new description 
follows as closely as is possible to delineate at this time the 
boundary line as defined in the decision of the United States 
Supreme Court in 1908 (Washington v. Oregon, 211 U.S. 127). 

(2) Through the pools above Bonneville and McNary Dams 
and the pools-to-be above the Dalles and John Day Dams, the 
projected boundary will follow the approximate centerline of 
such pools regardless of the tortuous original channel of the 
Columbia River before such pools have been or will be created. 

From the mouth of the Columbia River to The Dalles there are 
available navigation charts prepared by the United States Coast 
and Geodetic Survey showing with a high degree of accuracy the 
location of the Columbia River, its banks and all islands in the river, 
the main ship channel together with navigation aids and location of 
principle structures such as dams and bridges. From Celilo upstream 
to the point where the river ceases to form the boundary between the 
two States there are available navigation charts prepared by the 
Corps of Engineers, Department of the Army, similar but in less 
detail than those of the lower river prepared by the United States 
Coast and Geodetic Survey. In the reach between the Dalles Dam 
and Celilo it was necessary to utilize two of the hydrographic survey 
sheets prepared by the Corps of Engineers because the navigation 
charts as described above did not cover this short reach of the river. 

Kingineer committee members representing the States of Oregon 
and Washington first collaborated in laying out on the above- 
described maps the line which would tentatively define the boundary, 
such line being a series of straight lines connecting at angle points 
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The maps, when so marked, were considered by the entire membership 
of the committees of both States and some adjustments were made 
where recommended by committee members, The Oregon committee 
then held a meeting at which representatives of all interested State 
departments were invited to attend and express their views on the 
boundary as. tentatively established. Letters were written to the 
county commissioners and county assessors of each county in the 
State of Oregon which borders the Columbia River and responses 
were had from each of the said counties stating their interests or 
lack of interest. All of such responses were carefully considered by 
the committee. There appears to be no objection of any agency to 
the boundary as delineated. 

Following a joint meeting of the Oregon and Washington commis- 
sions, at which meeting the boundary as tentatively marked on the 
maps was approved, the two commissions jointly employed an engi- 
neer to compute the true geodetic position of each of the angle points 
which are numbered from 1 to 191. On that section of the river 
between its mouth and The Dalles covered by United States Coast 
and Geodetic Survey navigation charts the positions of the num- 
bered points were determined by scaling from these charts. In the 
reach of the river between The Dalles and the point where the river 
ceases to form the boundary at latitude 46°00’ north, the maps used 
for determining positions were hydrographic survey sheets prepared 
by the Corps of Engineers. Coordinates of the angle points were first 
determined using the Oregon north system of rectangular coordinates 
and these were reduced to geodetic coordinates by computation. 
Such geodetic coordinates were then plotted upon the navigation 
charts prepared by the Corps of Engineers. 

Exceptions to the above procedure occurred at the several bridges 
and dams. At each structure the position of the point selected for 
the boundary was carefully computed from shore stations of known 
position. Engineers of the Oregon State Highway Department 
assisted by an engineer from the Department of Conservation and 
Development of the State of Washington made the necessary field 
surveys to properly tie in and determine the geodetic positions of the 
points where the boundary will cross the said bridges and dams. 

The location of the boundary as described in the compact is shown 
on a series of 14 sheets prepared photographically from the basic maps 
on which the line was projected. Fifty sets of such reproduced maps 
are furnished to the Commission on Interstate Cooperation along with 
this report. 

Also submitted with this report are: 

(1) A bill which if passed by the 49th legislative assembly, 
will ratify the compact signed on December 21, 1956. 

(2) A Senate joint resolution which would refer to the people 
of Oregon at the next regular general election a constitutional 
amendment which would authorize the legislature to change the 
boundary of the State by compact with another State. 

Respectfully submitted. 

Rupre Witxem, Jr., 
Chairman of Boundary Committee. 
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Cuapter 90, Senate Britt No. 38 


AN ACT Relating to the Oregon-Washington boundary on the Columbia river, 
ratifying a compact between this State and the State of Oregon determining 
said boundary, abolishing the Washington-Oregon Boundary Commission, 
repealing chapter 27, Laws of 1937, as amended by chapter 6, Laws of 1955 
extraordinary session, and RCW 43.58, and declaring an emergency, 


Be it enacted by the Legislature of the State of Washington: 

Section 1. The interstate compact determining the Oregon- 
Washington boundary on the Columbia river which was executed 
on the 21st day of December 1956 by the Oregon Commission on 
Interstate Cooperation for the State of Oregon and the Washington- 
Oregon Boundary Commission for the State of Washington is hereby 
ratified and approved. 

Sec. 2. The terms and provisions of the compact referred to in 
section 1 are as follows: 


INTERSTATE COMPACT DETERMINING OREGON-WASHINGTON BOUNDARY 
ON THE COLUMBIA RIVER 


Article I. Purpose 


The boundary between the States of Oregon and Washington along 
the course of the Columbia River has not been easy to ascertain 
because of changes in the main channel of the river with a result 
that a state of confusion and dispute exists and the enforcement and 
administration of the laws of the two States has been rendered 
difficult. 

The purpose of this compact is to fix with precision by reference to 
stations of longitude and latitude the boundary between the States of 
Oregon and Washington from one marine league due west of the mouth 
of the Columbia River to the most easterly point at which the 46th 
parallel of north latitude crosses said river, at which point the river 
ceases to form the boundary between the two States. 


Article II. Description 


The boundary between the States of Oregon and Washington from 
one marine league due west of the mouth of the Columbia River to the 
oint at which the last described point number (No. 191) of the 
sete Ba as herein determined meets the 46th parallel of north lati- 
tude at 118°59’10’’.12 of west longitude shall be as follows: 
Beginning one marine league at sea off the mouth of the Columbia 
River at north latitude 46°15’00’’.00; running thence due east to 
point number 1 of this description, which point is at north latitude 
46°15'00’’.00, west longitude 124°05’00’’.00; thence from point 
number 1 continuing upstream in the channel of the Columbia River 
by a series of straight lines connecting the following numbered and 
described points in consecutive order. 
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Point Number 


46°15'00"’ .00 
46°15'51’".00 
46° 16'17" .00 
46°16'59”’ .50 
46°17’28"’ .00 
45° 17'33"" 25 
46° 16'41/’.50 
46° 16'03” .00 
46°14’ 19’ 80 
46°14’06"" .00 
46° 16’09’’ .50 
46°15'01’’.00 
46° 15/33’ .30 
46° 15’23”" .90 
46° 1538’ .00 
46°16 14”’ .60 
46°15'46’".70 
46°14'23” .50 
46°13’ 10°’ .50 
46° 11°29" .00 
46°10'47" 80 
46°00’01" .00 
45°08’33" .00 
46°00 04" 50 
46° 10'00°" .00 
46°11'20’’ .80 
46°11/11 .30 
46°09’ 40’ .00 
46°09’ 24’’ .00 
46°08'38” .40 
46°08’ 00" 00 
44°08" 20/7 02 
46°06 17" 36 


46°06'14”" .71 
46°05'02’" .70 
46°03'37"" .50 
46°01'53” .50 
46°00’ 52” .25 
45°58’ 52’ .00 
45°57’ 40’ .00 
45°55’ 57’’.00 
45°54'47"" .00 
45°53'05’’ .00 
45°52’06”’ .00 
45°50'40’’ .00 
45°49'31’".20 
45°48'37"’ .00 
45°46'51’’.00 
45°45'34”", 20 
45°44'04"". 

45°42'05’’. 

45°40’ 50". 

45°39'20’". 7! 
45°38'40"". 

45°38'17"". 

45°37'35"". 

45°37'29"". 


45°37'26"".! 
45°37'07". 85 
45°37'05’ .938 


45°37'05"" .62 


45°37'03” .71 

5°36'34'" 0 
45°36’ 29’ .80 
45°36’ 20/’ .00 
45°35'47"" 90 
45°38’ 23”" 50 
45°35/01'" 00 
45°34'42” 80 
45°34'03”’ 00 


North Latitude | West Longitude 
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Description of Location 


124°05/00’’ .00 

124°02/02”".75 

124°01'45’ .80 

124°02’14’’.40 

124°02’07’" .00 

124°01'12/" 25 

124°00/00/".00 

123°58’11’’.80 

123°55’42’’ 00 

123°52’ 14’ .50 

123°44’ 20’ .50 

123°41’12’’.70 

123°38’ 52°" .80 

123°35'05’’ .00 

123°32’ 23” .00 

123°30/00’’ .00 

123°27'51’’.40 

123°25'51’’ .60 

123°25/20/" .50 

123°28/ 43” .60 

123°25'38"" .00 

123°23'21°' 50 

123° 1845” .60 

123° 15°47" .20 

123°13'51" .20 

123°09’ 55’’ .50 

123°07’ 10’’ .90 

123°04'23”" .50 

123°03'22"" 40 

123°02’0""" 00 

123°10/ 16’ .00 

122°57'44°’ .28 

122°57’38” 295 | A point on the centerline of the Long. 
view Bridge at center of main span, 

122°57'32” 31 

122°54'11’’.00 

122°52’59’’ .50 

122°52’35”’ .50 

122°51'17’’.20 

122°50'11”".80 

122°48'46”’ .80 

122°48'18"’ .00 

122°48'36" .75 

122°47'48’’ .30 

122°47'01"".50 

122°47'04"' .50 

122°47'41”’.00 

122°47'40’’.00 

122°46'06’’ .30 

122°45'37”". 00 

122°45'32’’. 00 

122°46’16’’. 00 

122°46'24’". 00 

122°45'46’’. 00 

122°44'13”". 00 

122°42'47’". 50 

122°41'35”". 14 

122°41'23”.855 | A point on the center line of Northern 
Pacific Railroad Bridge across Co- 
lumbia River, which point is at 
center of 3rd pier south of the draw 
span. 

122°41'18”. 215 

122°40'33’’. 42 

122°40’26’’.939 | A point on the center line of the west 
highway bridge crossing the Colum- 
bia River between Portland, Oregon 
and Vancouver, Washington, said 
point being 12.0 ft. south from the 
center of pier No 6 of said bridge. 

A point on the center line of the east 
highway bridge crossing the Colum- 
bia River between Portland, Oregon 
and Vaneouver, Washington, said 
point being 12.0 ft. sonth from the 
center of pier No. 6 of said bridge. 


122°40' 25” 86 


122°40/19/’.38 
122°38’27"’ .00 
122°36'21’’ .30 
122°35’ 20°’ .00 
122°32’48"" .00 
122°31'24”’ .20 
122°29'30" .00 
122°28'20’ .50 
122°27'09"" .30 





Point Number 


North Latitude 


45°33’ 49’’ .00 
45°34'03”’ .30 
45°34'29’’ 50 
45°34'33’’ .40 
45°34’10’’.00 
45°32’55’’ 20 
45°32’38’’ 00 
45°32’38’ 80 
45°33'03”" 25 
45°33’55" .00 
45°34'37” .00 
45°35'03”’ .00 
45°34'53”’.40 
45°35'00’’ 00 
45°36'35’" 00 
45°36'53”’ 80 
45°36'58"".00 
45°37'23”’ .00 
45°37'59"’.00 
45°38'37"' 50 
45°38’ 42’’ 00 
45°38’ 40’ .35 
45°38" 40.13 


45°38’ 39’’ 82 
45°39’17’’.00 
45°39’ 43” 85 


45°39'44” 81 
45°39’ 45"".77 
45°40’ 15’" .00 
45° 41'36"’ 80 
45°42'24"" 75 
45°41'39’’.00 
45°41'42'’.00 
45°42’ 19’’.00 
45°42/17 50 
45°43'36’".00 
45°43’ 15’’.275 
45°43’07"’ .02 


45°43'04’' 075 
45°42’05’ 20 
45°41'39"" 25 
45°41'35’’ .00 
45°42’11’' .50 
45°42’18”' .00 
45°42'00’’ .00 
45°41'13"' 30 
45°40’ 40’" 50 
45°40/17"" .00 
45°39'00’’ .00 
45°37'47”’ .00 
45°37’00"'.25 
45°36'23’ .80 
45°36’ 22’ .50 
45°36'29’" 175 
45°36’40’".89 


45°36’ 43"" .94 
45°36'35’" .69 
45°36'58"".44 
45°37'06’" 095 
45°37'14’".85 


45°37'23” .97 
45°38'53’" 13 
45°39'00"" 54 
45°39/04"" 04 
45°37 12’7.08 
45°38'54’" .66 | 
45°38'56"".91 | 


45°38’ 58" 405 
45°39'24”’ 84 


West Longitude 


122°26/ 15’ .80 
122°24’36’’ .50 
122°23'25’’ .80 
122°22’44’’ .00 
122°21'04’’ .00 
122° 19’ 49’ 00 
122°17'43'’.70 
122° 15'56’’.70 
122°14'24’’.50 
122°11'58"’ .50 
122° 10’54’’.00 
122°1N8’25’’ .50 
122°06' 40°’ .00 
122°06'02”’.00 
122°02'35’’ .00 
122°01'11’".50 
122°00/08"’ .50 
121°58'54’’.50 
121°57’42”.80 
121°57’16”’ .50 
121°57’01’’.80 
121°56’37’".34 
121°56’ 22” 57 


121°56'01’" .46 
121°54’25’’.00 
121°53’58’’.48 


121°53’58’’ .16 
121°53’57’" 84 
121°54’02”".00 
121°51’57"’ .00 
121° 48'36’’ 00 
121°44’02”’.00 
121°42'22’" 00 
121°40'02’’.00 
121°37' 48" 50 
121°31'54’’ 30 
121°29’52’’ .445 
121°2936”’ .615 


121°29'30’’ .96 
121°27'41’ .80 
121°25'22”.00 
121°24'02”’ .00 
121°22’17”’ .00 
121°20'11” .50 
121°18'40"’ .00 
121°17'10’’.00 
121°14’52”’.00 
121°12’52”’.50 
121°11'57’’.00 
121°11'38”’.40 
121°11'43’’.00 
121°10_57”.00 
121°10/00" .00 
121°8’39"" 84 
121°08’22’’.135 


121°08’ 17’ .53 
121°07’50"" .34 
121°07’16’’ 41 
121°06'57’.58 
121°07’02”".75 


121°07’08’’ 14 
121°05’01’" 25 
121°93'47’" .89 
1219015 /” 51 
121°)’ 22” 28 
120° 5856’ .33 
120°58’49”’ .52 


120°58’35”’ .90 
120°57’06”" .97 


WASHINGTON-OREGON BOUNDARY 


Description of Location 


A point at the intersection of the axis 
of Bonneville Dam and the center 
line of center pier of the spillway of 
said dam. 


A point on centerline of bridge at 
Cascade Locks, known as ‘The 
Bridge of the Gods” and in the center 
of the main span of said bridge. 


A point on the center line of the Hood 
River Bridge at the center of the 
draw span of said bridge. 


A pores on the centerline of the Dalles 

ridge across the Columbia River at 

the center of the main span of said 
bridge. 


A point on the axis of the Dalles Dam 
at Station 48+79 jof the centerline 
survey of said dam. 


| A point on the center line oi the Oregon 

Trunk Railroad Bridge and in the 
center of the 4th pier from the north 
end of said bridge. 


| 
i 
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Point Number 


North Latitude West Longitude 





Description of Location 





| 

icicles sinatttiaiecens 45°39’ 23" .58 120°56'34’’ .22 

Oe 45°38’24"" 54 120°54’44’".75 

Ae 45°38'35’".09 120°53’40’".72 

EP GEIL TEI) 45° 40’ 18"’.79 120°51’15’’ 26 

i oa 45°41'11".69 120°47'14’".64 

RU aaa i a in all 45°42/19".71 120°43'38"’ 83 

LATTES 45°42’ 42’ 58 120°42’10’’.70 

ihn hihi plinth eed 45° 42'57"".18 120°41/18" 11 

ON i deal ne cccnaiaia nical 45°43’48"". 14 120°40'05’’. 19 

SS lee eee 45°44'45’". 12 120°38'01'". 97 

OE AEA 45°44'47’". 00 120°37'17”. 91 

tin cicesinngtets 45°44’47"". 99 120°35’23”". 91 

eh eecbtticunens 45°44’18"". 49 120°33'29’’. 23 

NE tilts ath tisncmdina 45°42'37’". 59 120°31'17’. 65 

i elena cents tabitems 45°42'00’’. 37 120°30'16’". 48 

a 45°41'40’". 42 120°28'53’". 22 

a 45°41'58"". 55 120°24’08’". 96 

|) 1 eT 45°42'41"". 66 120°19'30’". 62 

ian 45°43'16. 74 120°16'56’’. 18 

DEA d hatenigeddiannmmenenanntia 45°43'33’'. 84 120°12'34’". 62 

I ihr tiadescasapinatniameani 45°45'43’’. 67 120°10'10’". 01 

Til 45°46'24’". 09 120°08'25’'. 17 

WR. cchdnietdntnsotinndiae 45°47'07’’. 10 120°04'08"". 71 

es 45°48'26/’.17 120°00’49’’ .27 

De nchenlbiascinhbcecnutmeeban 45°49’ 28” 29 119°57’52’’ .64 

RUE ahlisicth sccchntihascsetalineinihall 45°49'41'’ .97 119°54'21’".95 

il ussite ti sae itera natant 45°50'25'".18 119°50'53”".51 

ati ee ed 45°50/52"’.00 119°48’05’’.62 

OR ib nnd. ciatshiieataumb ait 45°50’ 45.15 119°46’18”’.16 

SRS. it a cihiieusiheadibiiiindes 45°51'25'".40 119°40'07"’.80 * 

Eitdn ctdiniasdntcdidididimadenihs 2 45°54’ 20”’.70 119°37’20’’ .96 

UTR des cpeadahedd. As sche, bisamstnitinnetl 45°55’ 10.82 119°35’58”’.28 

| ARPT ALT 45°55'32"’.25 119°34’13"" .67 

Nel tiie cate ccna 45°54'31” .37 119°31'24’’.18 

NN eat nie a 45°54'23"'.43 119°29’13’’.01 

cir a ele 45°55’03’’.10 119°26’57’" .35 

EEE ER ARIEL, 45°55'18’’.10 119°21’48”’.12 

ala aia aa ined oe 45°55’ 51’’ .37 119° 19 52”’.71 

ET TS 45°55’ 54’ 48 119°19'39’’.28 | A point on the center line of the Uma 
tilla Bridge at the center of the 
north main span of said bridge. 

ee 45°55’ 50” .59 119°1.7 17.20 

iiciniciictinbidionikintticemed 45°56’ 10’ .26 119°17'47".6O A point on the axis of McNary Dam 
at the north face of the south non- 
overtiow section. 

SON acs iniicgdhtbiiedll nl tptechenedtnd’ 45°56'15/' 24 119°17’05"’.76 

ee 45° 5A 24" 05 119° 15/21’ .40 

ie iesitisiaainataintiiithdiriaiccinainabimatiatane 45° 55’ 5R’’.60 119° 13’ 28"°.22 

ical lacicitasciniaiain intimin 45°55’ 40" .97 119° 11°39’ 82 

SS ER 45°55’ 40°". 26 119°10'05'".04 

ES Se 45°55’ 58"".55 119°07’20" 72 

ET 45° 56'34’".25 119°95’32’ .00 

cerita ila net Nicaea enrtecntne 45°57'31"".28 119°03'37".36 

i 45° 68’09’’. 33 119°01'33’7.95 

lia ain alin oa inimenteerel 45°58’ 45"".73 119°00'27’’.12 

UE i ceishasenaticescinrtniasceridea neato 46°00 00’’.00 118° 59’ 10’’.12 





Article III. 


Ratification and Effective Date 


This compact shall become operative when it has been ratified by 


the legislatures of the States of Oregon and Washington and approved 
by the Congress of the United States and the Constitutions of the 
States of Oregon and Washington have been amended to authorize 
the establishment of the boundary as herein provided. 

Sec. 3. Upon ratification by the State of Oregon and approval 
by the Congress of the United States of the compact set forth in 
section 2, the secretary of the Washington-Oregon boundary com- 
mission is hereby directed to transmit all records, worksheets, maps, 
minutes and other papers of said commission to the division of archives 
of the department of general administration. 

Sec. 4. Upon ratification by the State of Oregon and approval by 
the Congress of the United States of the compact set forth in section 
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2, the Washington-Oregon boundary commission shall be abolished 


and its authority and duties terminated. ~ 

Sec. 5. Chapter 27, Laws of 1937, as amended by chapter 6, 
Laws of 1955 extraordinary session and chapter 43.58 RCW each 
shall be repealed when the compact set forth in section 2 has been 
ratified by the State of Oregon and approved by the Congress of the 
United States. 

Sue. 6. This act is necessary for the immediate preservation of the 
public peace, health and safety, the support of the State government 
and its existing public institutions, and shall take effect immediately. 

Passed the senate February 8, 1957, 

Joun A. CHERBERG, 
President of the Senate. 


Joun L. O’Brien, 
Speaker of the House. 


Passed the house March 5, 1957. 


Approved March 13, 1957, 
Ausert D. Roseuuini, 
Governor of Washington, 





[Forty-Ninth Legislative Assembly— Regular Session] 
Cuapter 94, Senate Brut No. 1 


AN ACT Relating to a compact relating to the boundary between the States of 
Oregon and Washington along the course of the Columbia River; and declaring 
an emergency 


Be It Enacted by the People of the State of Oregon: 

Section 1. The Legislative Assembly of the State of Oregon hereby 
ratifies the Oregon-Washington Columbia River Boundary Compact 
set forth in section 2 of this Act, and the provisions of such compact 
hereby are declared to be the law of this State upon such compact 
becoming operative as provided in Article III of the compact. 

Sec. 2. The provisions of the Oregon-Washington Columbia River 
Boundary Compact are as follows: 


Article I. Purpose 


The boundary between the States of Oregon and Washington along 
the course of the Columbia River has not been easy to ascertain 
because of changes in the main channel of the river with a result that 
a state of confusion and dispute exists and the enforcement and ad- 
ministration of the laws of the two States has been rendered difficult, 

The purpose of this compact is to fix with precision by reference to 
stations of longitude and latitude the boundary between the States of 
Oregon and Washington from one marine league due west of the mouth 
of the Columbia River to the most easterly point at which the 46th 
parallel of north latitude crosses said river, at which point the river 
ceases to form the boundary between the two States. 
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Article II. Description 


The boundary between the States of Oregon and Washington from 
one marine league due west of the mouth of the Columbia River to the 
point at which the last described point number (No. 191) of the 
boundary as herein determined meets the 46th parallel of north lati- 
tude at 118°59’10’’.12 of the west longitude shall be as follows: 

Beginning one marine league at sea off the mouth of the Columbia 
River at north latitude '46°15’00’’.00; running thence due east to 
point number 1 of this description, which point is at north latitude 
46°15’00’’.00, west longitude 124°05'00’’.00; thence from point 
number 1 continuing upstream in the channel of the Columbia River 
by a series of straight lines connecting the following numbered and 
described points in consecutive order. 





Description of Location 


46°15'00/ .00 124°05/00’" .00 
46°15'51’".00 124°02/02"'.75 
46° 16/17" .00 124°01'45/" .80 


46° 16597" .50 
46° 17'28’" .00 
46°17'33"" .25 
46°16'41'" .50 


124°02’14’’.40 
124°02/07"" .00 
124°01/ 12” .25 
124°00'00/" .00 
123°58/11” 80 
123°55’42’’.00 
123°52/14”" 50 
123°44/20" 50 
23°41'12”".70 
2°" 80 
’ 


46°14’19’ .80 
46°14'06’’ .00 
46°16'09"" .50 
46°15’01’".00 
46°15'33”" 30 
46°15/23’".90 
46° 15/38’" .00 
46°16’ 14’".60 
46° 15'46’'.70 
46°14’ 23” .50 
46°13'10/" .50 
46° 11'29’" 00 
46°10'47' 80 
46°09'01’' .00 
46°08'33"" .00 
46°09'04’’ .50 
46°10'00'".00 


| 
| 
46°11'20’".80 
46°11'11'" 30 
| 
| 






46°09’ 40’’ .00 
46°00" 24’".00 
46°08'38"".40 
46°08’00"" .00 
46°06’ 20’ .02 
46°06'17'" .36 


00 
28 
‘295 | A point on the centerline of the Long- 
view Bridge at center of main span. 





46°06'14”" 71 22°57’32"’ 31 

46°05’02’’ .70 9 ; 

46°03’37”" .50 ; : 
sae ns 








122°51/17".20 
122°50/11/.80 
122° 48’ 46" 80 











1 | 
1: 
L: 
‘ | | 
Dies diddee Hii eed 45°49'31’" 20 1: 
Ni renal tinted tacciticaeiedinnae 45°48'37"" .00 1 
Ge EE Ee Sy, | 45°46’51".00 1 | 
Mion atthh-diterih nade } 45°45'34”". 20 122°45'37’". 00 
itis Sint d dh wabiintoalstiedmeacucern 45°44'04’". 70 122°45'32 
Mags. fii shld 45°42'05’’. 00 122°46' 16". 00 
Si olla theta kaebenidende taunt 45°40'50’". 80 122°46'24’". 00 
Stites 2 Ole | -45°39/26'". 75 122°45'46'". 00 
Nl a | 45°38’ 40’". 00 122°44'13’’. 00 
— ysl Giete pea Pettis } 45°38/17"". 00 122°42'47". 50 | 
ee ee ae a 45°37'35"'. 37 122°41'35’’. 14 
OO ies ete aie ood caibes satin ibaaniat 45°37’29"". 47 122°41'23’’. 855 | A point on the center line of Northern 
| Pacific Railroad Bridge across Co- 
lumbia River, which point is at 


center of 3d pier south of the draw- 
span. 
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Point Number 




















45°37'26'". 52 
45°37'07"". 85 
45°37’05'’ .938 


45°37'05” .62 


45°37'03” .71 
45°36 34" .00 
45°36' 20" 80 
45°38'20’’ .00 
45°35’ 47’ 90 
45°35’ 23’ .50 
45°35'01’’ .00 
45°34’ 42” 80 
45°34'03"’ .00 
45°33’49"’ .00 
45°34'03"’ .30 
45°34’29/" 50 
45°34'33"'.40 
45°34’10'".00 
45°32’55’’ 20 
45°32’38"".00 





45° 

45°35'03"’ 00 
45°34’ 52” .40 
45°35'00"’ .00 


45°38'39"’ 82 
45°39'17"".00 
45°39'43"" 85 


45°39'44"’ 81 
45°39'45"" 77 
45°40'15’.00 
45°41'36"’.80 
45°42'24".75 
45°41'39’’ .00 
45°41'42"".00 
45°42’ 19’ .00 
45°42'17"".50 
45°43'36’.00 
45°43'15"" 275 
45°43'07'' .02 


45°43'04"' 075 
45°42’05’’ .20 
45°41'39"" 25 
45°41'35"’.00 
45°42'11'".50 
45°4218"" .00 
45°42’00'".00 
45°41'13"" 30 
45°40'40"'.50 
45°40'17'" .00 
45°39'00"’.00 
45°37'47"".00 
45°37'00’ .25 
45°36’ 23" .80 
45°36’22’".50 
45°36’ 20’'.175 


North Latitude | West Longitude 


122°41'18', 215 
122°40'33"". 42 
122°40'26’’ .939 


122°40’25’’ .86 


122°40/ 19’ .38 
122°38'27’’ .00 
122°36/ 21’ .30 
122°35’20°" .00 
122°32’48"".00 
122°31'24"" 20 
122°29’30’’ .00 
122°28'20/’.50 
122°27'00"’ 30 
122°26'15’’ 80 
122°24'36"’ .50 
122°23'25"’ 80 
122°22’44’’ .00 
122°21'04"’ .00 
122°19'49"".00 
122°17'43’’.70 
122° 15’56’’.70 
122°14’24’" 50 
122°11'58’’.50 
122°10'54’”.00 
122°08’25"" .50 
122°06’ 40°’ .00 
122°06’02’’.00 
122°02’35"’.00 
122°01'11’’ .50 
122°00’08"’ .60 
121°58’54’’ .50 
121°57’42’’.80 
121°57’16/’ 50 
121°57’01’’ .80 
121°56’37’’ 34 
121°56' 22”’ .57 


121°56’01"’ .46 
121°54’25’’ .00 
121°53’58"’.48 


121°53’58"’.16 
121°53’57"" 84 
121°54’02’’.00 
121°51'57"’ .00 
121° 4836" .00 
121°44’02"’ 00 
121°42’22’’ .00 
121°40'02"".00 
121°37’48"" .50 
121°31'54’’ 30 
121°29' 52!’ .445 


121°29'36’’.615 


121°29’30'’ .96 
121°27'41'’.80 
121°25’22”’ .00 
121°24'02’’.00 
121°22’17'".00 
121°20'11'".50 
121°18'40’’ .00 
121°17'10’’.00 
121°14’52’’.00 
121°12’52"’.50 
121°11'57"’.00 
121°11'38”’.40 
121°11'43"".00 
121°10’57’’.00 
121°10'00’" .06 
121°08’39’’.84 


Description of Location 


A point on the center line of the west 
highway bridge crossing the Colum- 
bia River between Portland, Oregon 
and Vancouver; Washington, said 
point being 12.0 ft. south from the 
center of pier No. 6 of said bridge. 

A point on the center line of the east 
highway bridge crossing the Colum- 
bia River between Portland, Oregon 
and Vancouver, Washington, s»id 
point being 12.0 ft. south from the 
center of pier No. 6 of said bridce. 


A point at the intersection of the axis 
of Bonneville Dam and the center- 
line of center pier of the spillway of 
said dam. 


A point on center line of bridge at 
Cascade Locks, known as “The 
Bridge of the Gods” and in the center 
of the main span of said bridge. 


| A point on the center line of the Hood 
| River Bridge at the center of the 
draw span of said bridge. 
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Point Number North Latitude | West Longitude pepetotion of Location 
DR cccnatenitiotnanrteinatines 45°36’ 40’ .89 121°08’ 22” .135 flied int on the center line of the Dalles 
Fe 3ridge across the Columbia River at 
the center of the main span of said 
bridge. 
45°36’ 4 43’ .94 121°08’ 17" .53 
45°36’ 35"’ .69 121°07’ 50’" .34 
45°36’ 58" .44 121°07'16’’.41 
45°37’ 06" .095 121°06’57’" .58 
45°37'14”" 85 121°07'02”.75 | A point on the axis of the Dalles Dam 
at Station 484-79 of the center line 
survey of said dam 
45°37'23” 97 121°07'08”" .14 
45°38’ 53’’.13 121°05'01" .25 
45°39’09"’ .54 121°03’47"" 80 
45°39'04’' .04 121°01'57" 51 
45°39’ 12’ .08 121°00’22”’ .28 
45°38’ 54’ .66 120°58'56’’ .33 
45°38'55’’.91 120°58’ 49’ 52 A point on the center line of the Oregon 


Trunk Railroad Bridge and in the 


center of the 4th pier from the north 
end of said bridge. 

45°38’ 58"’ 405 120°58’35’’ .90 

45°39'24” 84 120°57’06’’ .97 

45°39’ 23” 58 120°56/34’’ .22 


45°38'24"" 54 120°54’44"".75 


45°38'35’ .09 120°53’40’" .72 
45°40°18"’.79 120°51'15"’ .26 
45°41'11"" 69 120°47'14”" .64 
45°42/19".71 120°43’38"" .83 
45°42'42” 58 120°42’10°".70 
45°42’57"" 18 120°41/18"" 11 
45°43'48"". 14 120°40'05’". 19 


45°44'45"". 12 120°38'01"". 97 
45°44'47’". 00 120°37'17"", 91 
45°44'47". 99 120°35’23”". 91 
45°44'18"". 49 120°33'29"". 23 
45°42'37"". 59 120°31'17"". 65 
45°42’00’’. 37 120°30'16"". 48 
45°41'40". 42 120°28'53’". 22 
45°41'58"". 55 120°24’08"". 96 
45°42'41'". 66 120°19’30"’. 62 
45°43'16". 74 120°16'56"". 18 


45°43'33”. 84 120°12’34"". 62 
45°45'43”. 67 120°10'10"’. 01 
45°46'24”". 09 120°08’25"". 17 
45°47'07". 10 120°04’08"’. 70 
45°48'26" .17 120°00' 49’ .27 
45°49’ 28” 29 119°57’52’’.64 
45°4941"’ 97 119°54’21’’.95 
45°50 25’ 18 119°50’53”".51 
45°50'52"" .00 119°48'05’’.62 

45°50°45". 15 119°46’18"’.16 
45°51'25’".40 119°40/07” .80 
45°54’20".70 119°37’20’" .96 
45°55'10"’ .82 119°35’58"’.28 

45°55'32/’.25 119°34’13’’.67 
45°54'31"" .37 119°31'24”".18 
45°54’23"" 43 119°29'13"".01 
45°55'03’’.10 119°26’57"".35 


45°55’ 18"".10 119°21'48’’.12 
45°55’ 51" .37 119°19’52”’.71 
45°55’ A" .48 119°19'39’.28 | A point on the center line of the Uma- 

tilla Bridge at the center of the 


north main span of said bridge 


45°55’ 59" 50 119°19'17"'.20 
45°56’ 10" .26 119°17'47".40 | A point on the axis of McNary Dam 
at the north face of the south non- 
overflow section. 
45°56’ 15''.24 119°17'05’’.74 
45°56'24’'.05 119°15'21’’.40 
45°55’ 58"".60 119°13’28’’ 22 
45°55’ 40"".97 119°11'39’’.82 
45°55’ 40" .26 119°10’0'’.04 
45°5*'58"". 55 119°07'30’’.72 
45° 593A" .25 119°05’32"’.00 
45° 57°31", 3 119°03'37" .36 


45° 5809" .33 119°01'33"’.95 
os 45” .73 119°00'27"’.12 
§°00'00"".00 118°59'10".12 
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Article III. Ratification and Effective Date 


This compact shall become operative when it has been ratified by 
the legislatures of the States of Oregon and Washington and approved 
by the Congress of the United States and the Constitutions of the 
States of Oregon and Washington have been amended to authorize 
the establishment of the boundary as herein provided. 

Section 3. This Act being necessary for the immediate preservation 
of the public peace, health and safety, an emergency is declared to 
exist, and this Act shall take effect upon its passage. 

Endorsed : 

Passed by Senate March 8, 1957. 


ZytpPHa ZeLt Burns, Chief Clerk. 
Boyrp R. Overnutsz, President. 


Passed by House March 26, 1957. 
Pat Dootey, Speaker. 
Received by Executive Department: 3:35 p. m., April 2, 1957. 
Approved : 2: 00 p. m. 44, 1957. 
Rosert D. Hotes, Governor. 
Filed in Office of Secretary of State: 3:35 p. m., April 4, 1957. 
Marx O. Hatrrexp, Secretary of State. 


The committee, after consideration, and in view of the departmental 
reports hereinbefore referred to, concurs in the action of the House 
of Representatives and recommends that the bill, H. R. 7153, be favor- 
ably considered. 


DerraRTMENT OF THE ARMY, 
Washington, D.C., January 18, 1958. 
Hon. James O. Eastianp, 
Chairman, Committee on the Judiciary, 
United States Senate. 

Dear Mr. Cuatrman: Reference is made to your request for the 
views of the Department of the Army with respect to S. 1935, 85th 
Congress, a bill granting the consent and approval of Congress to the 
Oregon-Washington Columbia River boundary compact. 

The purpose of the bill is to give the consent and approval of Con- 
gress to the Oregon-Washington Columbia River boundary compact 
as set out in detail in the bill. The bill states that the boundary be- 
tween the States of Oregon and Washington along the course of the 
Columbia River has not been easy to ascertain because of changes in 
the main channel of the river, with resulting confusion and difficulty 
in the administration of laws. The compact would fix the boundary 
with precision by reference to 191 specific stations of longitude and 
latitude from 1 marine league due west of the mouth of the river to 
the most easterly point at which the river ceases to be the boundary. 
The compact states that it is to become effective upon ratification by 








18 WASHINGTON-OREGON BOUNDARY 


the Legislatures of the States of Oregon and Washington and ap- 
proval ‘by C Congress and upon amendment of the constitution of the 
two States. 

The Department of the Army would interpose no objection to the 
enactment of S. 1935. However, the following comment is furnished 
in connection with your consideration of this bill. 

By Public Resolution No. 36 approved June 10, 1910 (36 Stat. 881), 
Congress gave consent to the States of Oregon’ and Washington to 
enter into such agreement as they deem desirable to fix the boundary 
line between those States where the Columbia River forms the bound- 
ary. Although an exhaustive search has not been made, this Depart- 
ment knows of no action, other than the compact set forth in S. 1935, 
having been taken by the States to utilize the authority granted at that 
date. It is suggested that the resolution of 1910 may be deemed to 
constitute the consent of C ongress to the agreement, ‘although given 
in advance, and that enactment of S. 1935 is therefore not necessary. 

The enactment of S. 1935 would not result in the expenditure of 
Federal funds. 

The Bureau of the Budget advises that there is no objection to the 
submission of this report. 

Sincerely yours, 
Witeer M. Brucker, 
Secretary of the Army. 


DEPARTMENT OF JUSTICE, 
Orrice or THE Deputy ATTORNEY GENERAL, 
Washington, D. C., July 31, 1957. 
Hon. James O. Eastuanp, 
Chairman, Committee on the Judiciary, 
United States Senate, Washington, D.C. 

Dear Senator: This is in response to your request for the views of 

the Department of Justice concerning the bill (S. 1935) granting the 
consent and approval of Congress to the Oregon-Washington Colum- 
bia River boundary compact. 

The bill would grant the consent and approval of Congress to a 
compact entered into between the States of Oregon and Washington 
with respect to fixing the boundary between those States. ‘The pro- 
visions of the comp: uct, are set forth in the bill. Section 2 of the bill 
provides “The right to alter, amend, or repeal this act is expressly 
reserved.” 

By an earlier enactment of Congress the States of Oregon and 
Washington were given advance consent to fix the bound: ary “line be- 
tween them. (See 36 Stat. 881 and 45 Cong. Rec. 3840-41.) The 
boundary line was not established under this earlier congressional 
authorization. It is now desired that the boundary line be fixed. 
Question has arisen as to the current application of the earlier statute. 
Enactment of the bill thus would resolve any question as to the author- 
ity of the States to proceed in fixing the boundary line. 

Whether the bill should be enacted involves questions of policy on 
which the Department of Justice prefers to make no recommendation. 
However, for the reasons stated below, the committe may wish to 
delete the language of section 2 of the bill. 
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In granting its consent to the compact, the boundary between these 
States would be fixed. With respect to the boundary thus fixed, there 
are a number of decisions of the Supreme Court, relating to internal 
boundaries of States of the kind here involved, which stand for the 
general proposition that an agreement between States as to their 
boundaries is an expression of sovereign prerogative which it is not 
within the Federal authority to change without consent of the States. 
Washington v. Oregon (211 U.S. 127, 131 (1908) ) ; Lowistana v. Mis- 
sissippi (202 U. S. 1, 40-41 (1906)); Mew Mewico v. Colorado (267 
U. S. 80, 41 (1925)). In the latter case, the Court said: “* * * after 
Colorado had been admitted into the Union in 1876 its right to rely 
upon the line previously established could not be impaired by any 
subsequent action on the part of the United States * * *.” See Poole 
v. Fleeger (36 U.S. 184, 208), in which the Court held that a bound- 
ary compact has full validity “equally obligatory upon the citizens 
of both States” subject only to a single limitation under the Constitu- 
tion ; that is, the approval of Congress. 

The Bureau of the Budget has advised that there is no objection to ~ 
the submission of this report. 

Sincerely, 
Witu1aM P. Rogers, 
Deputy Attorney General. 





DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., July 31, 1957. 
Hon. James O. Eastianp, 
Chairman, Committee on the Judiciary, 
United States Senate, Washington, D.C. 

Dear Senator Eastianp: A report has been requested from this 
Department on S. 1935, a bill granting the consent and approval of 
Congress to the Oregon-Washington Columbia River Salary 
compact. 

We would not object to enactment of S. 1935, the contents of which 
are accurately described by its title. No interests of this Department 
would be affected by it. We suggest, however, that consideration be 
given to deleting the words “and approval” both in the title of S. 1935 
and in line 3, page 1, of its text since the Constitution (art. I, sec. 10, 
clause 3) requires no more than congressional “consent” to such docu- 
ments. Your attention is invited to a typographical error on page 3 
where, in giving the latitude for point 32, a shilling mark or virgule 
(/) has been substituted for the minute sign (’). 

The Bureau of the Budget has advised that there would be no ob- 
jection to the submission of this report to your committee. 

Roger Ernst, 
Assistant Secretary of the Interior. 


O 
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DEPOSITED BY THE 
UNITED SI ATES OF fate 


i Calendar No. 1390 


85TH CoNGRESS t SENATE { REPORT 
2d Session No. 1368 


TAXATION OF LIFE-INSURANCE COMPANIES 


Marcu 10, 1958.—Ordered to be printed 


Mr. Byrp, from the Committee on Finance, submitted the following 


REPORT 
together with 
MINORITY VIEWS 


[To accompany H. R. 10021] 


The Committee on Finance, to whom was referred the bill (H. R. 
10021) to provide that the 1955 formula for taxing income of life- 
insurance companies shall also apply to taxable years beginning in 
1957, having considered the same, report favorably thereon without 
amendment and recommend that the bill do pass. 


PURPOSE 


The bill would amend the Internal Revenue Code of 1954 by apply- 
ing the tax imposed by section 802 on the income of life-insurance 
companies to taxable years beginning in 1957. Under present law 
this section applies only for taxable years beginning in 1955 or 1956. 


REASON FOR THE BILL 


Life-insurance companies have been taxed under various stopgap 
formulas since 1950. Each of these formulas has specified a tax com- 
putation for a particular year in lieu of the basic formula contained 
in the code, the method of taxation for life-insurance companies which 
was adopted in 1942. Both the 1942 formula and the various stop- 
gap formulas which have applied to date designate a part of invest- 
ment income as taxable. 

Beginning in 1955, life-insurance companies were taxed under a 
formula provided by H. R. 7201 (Public Law 429 of the 84th Cong.), 
which was originally presented as a permanent method of taxing life- 
insurance companies in 1955. At that time the Secretary of the 
Treasury endorsed the formula as a 1-year stopgap for 1955 with the 
understanding that the Department of the Treasury would shortly 

20006 
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submit a recommendation for permanent legislation on the basis of 
total income rather than on an investment-income formula. 

Following the Treasury’s recommendation, the formula of H. R. 
7201 was applied for 1955. The basic 1942 formula was not repealed 
and thus would apply to any year for which new legislation is not 
enacted. Since the Treasury had not developed an alternative plan, 
the formula of H. R. 7201 was again applied to 1956 (Public Law 785 
of the 84th Cong., 2d sess.). 

Since the Treasury has not as yet fully developed its proposals for 
a permanent method of taxation of life-insurance companies, these 
companies are again faced with uncertainty as to the method under 
which they will be taxed in respect to their operations for 1957, and 
unless new legislation is adopted the 1942 formula will apply. 

Although a reapplication of the 1942 formula would increase the 
overall tax liabilities of life-insurance companies by an estimated $124 
million or about 43 percent above the stopgap method, it would also 
involve substantial shifts in burden among companies, in relation to 
their total tax load and their taxable capacity. 

Several factors account for this varyingiimpact. One is the special 
treatment for smaller companies provided under the stopgap law but 
not under the 1942 formula. The 1942 formula provides a 77.66- 
percent reserve and other policy liability deduction for all companies 
in 1957, leaving 22.34 percent of their net investment income subject 
to tax at regular corporate rates. The stopgap method generally 
allows an 85-percent deduction, leaving 15 percent of the income sub- 
ject to tax. However, the deduction is 87% percent on the first $1 
million, leaving 12} percent of this amount subject to tax. Conse- 
quently, for very large companies the shift from an 85-percent to a 
77.66-percent deduction would mean about a 49-percent increase in 
the tax base and tax liability. For companies with incomes under $1 
million, the shift would be from 87% percent down to a 77.66-percent 
allowance, involving about a 79-percent increase in their tax base. 
Because of the interplay of the insurance company deduction and the 
surtax exemption for corporations generally, the percentage increase 
in tax would be still greater at some income levels, ranging as high as 
136 percent for a company with $200,000 net investment income. 

The Treasury Department in public statement before the Committee 
on Finance on Wednesday, March 5, 1958, promised to submit its 
recommendations for a permanent tax formula for life-insurance 
companies to the House Committee on Ways and Means on Monday, 
April 7, 1958. 

The Secretary of the Treasury in identical letters of January 10, 
1958, to the chairmen of the Senate Committee on Finance and House 
Committee on Ways and Means, said: 


Pursuant to various conversations which we in the Treas- 
ury have had with you and other members of your committee, 
I am writing with reference to the income-tax law which will 
apply to the 1957 earnings of life-insurance companies, con- 
cerning which the members of your committee and the Treas- 
ury have been and are receiving a large number of inquiries. 

‘As you know, in the absence of new legislation, life-insur- 
ance companies ‘will be taxed for the year 1957 in accordance 
with the 1942 formula which has not been applied since 1948. 
I believe it to be generally agreed that the application of the 
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1942 formula would, after a lapse of 8 years, produce some 
inequitable results. 

For the taxable years 1949 through 1956 a succession of 
interim laws were adopted, of which the most recent was the 
law effective for the taxable years 1955 and 1956. 

The Treasury Department believes that it is most desirable 
that a permanent method of taxation of life-insurance com- 
panies be worked out, and we hope to propose in the very 
near future an approach which we believe will be reasonable 
and equitable for the foreseeable future. 

I am sure that the House Ways and Means and the Senate 
Finance Committees will want to consider any such proposals 
in the light of testimony that will be submitted and other 
considerations which the members of your committee may 
want to suggest or evaluate. 

Under these circumstances, and because of the complexity 
of the subject, it is not probable that final legislation, along 
whatever ine the Congress determines is appropriate for 
permanent legislation, could be adopted before March 15 
when the returns for the 1957 taxable year are due. 

An important fact is we are dealing with institutions with re- 
sponsibility for the insurance policies of millions of American 
people and final decisions by the life-insurance companies as 
to policy dividends and surpluses for the year 1957 will de- 
pend to some extent on the final determination of their tax 
liability. In view of this, and in order to assure full consid- 
eration of the best permanent method of taxation of insur- 
ance-company income, it would seem reasonable to extend 
the law effective for the taxable years 1955 and 1956 for 
another year and make it applicable for 1957 income. It 
would be my hope that we could then proceed to work out a 
permanent method of taxation in this area which would be 
fair and equitable. 

Accordingly, the Treasury would go along with an exten- 
sion of the 1955 legislation so that it might be applied to 1957 
income of life-insurance companies. 


In reiterating the position of the Treasury Department in favoring 
the extension of the 1955 stopgap formula as proposed in H. R. 1005 21, 
the following letter was subsequently submitted to the chairman: 


TREASURY DEPARTMENT, 
Washington, Mareh 6, 1958. 
Hon. Harry F. Byrp, 
Chairman, Committee on Finance, 
United States Senate, Washington, D. C. 


My Dear Mr. CHarrMan: I want to make the record clear that 
no statement which I made yesterday before your committee was 
intended to indicate any dissent from the statement which the 
chairman of the House Committee on Ways and Means made before 
the House on H. R. 10021. 

With reference to the tax to be imposed on life-insurance companies, 
all of us are most interested in permanent legislation which will 
obviate any need for annual review. Satisfactory permanent legis- 
lation, in our opinion, would not be achieved either by the 1942 law 
or by an indefinite extension of the 1955 stopgap formula. 
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Under the circumstances, the Treasury advised the Ways and Means 
Committee that it was agreeable to the application of the stopgap 
legislation for 1 year, and thus joined with the Ways and Means 
Committee in such an extension. This is in accord with the statement 
of the chairman of the House Ways and Means Committee on January 
30 in the House. 

Sincerely yours, 
Dan Turoopr Smira, 
Deputy to the Secretary. 


CHANGES IN EXISTING LAW 


In compliance with subsection 4 of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill are 
shown as follows (existing law proposed to be omitted is enclosed in 
black brackets; new matter is printed in italics; existing law in which 
no change is proposed is shown in roman): 


INTERNAL REVENUE CODE OF 1954 


Chapter I—Normal Taxes and Surtaxes 


* * * * * 


SUBCHAPTER L—INSURANCE COMPANIES 


* * * * * 


Part I—Life Insurance Companies 


* * * 


SUBPART A—1955 FORMULA 


Sec. 801. Definition of life insurance company. 
Sec. 802. Tax imposed [for 1955 and 1956]. 
SEC. 802. TAX IMPOSED [FOR 1955 AND 1956]. 

(a) Tax Imposep.—A tax is hereby imposed for each taxable year 
[beginning in 1955 or in 1956] beginning after December 31, 1954, 
and before January 1, 1958, on the income of every life insurance 
company. Except as provided in subsection (c), such tax shall con- 
sist of a normal tax (computed under section 11 (b)) and a surtax 
(computed under section 11 (c)) on the sum of— 

(1) the life insurance taxable income (as defined in subsection 
(b)), plus 

(2) the non-life insurance taxable income (as defined in sub- 
section (f)). 
* * * * * * * 


(c) ALTERNATIVE Tax IN THE CAsE oF Compantes Havina Non- 
Lire INsuRANCE RESERVES.— 

(1) IN Generat.—In the case of a life insurance company 
which has non-life insurance reserves, the tax imposed by sub- 
section (a) of this section for any taxable year [beginning in 1955 
or in 1956] beginning after December 31, 1954, and before January 
1, 1968, shall be the tax computed under such subsection (or under 
section 1201 (a) if applicable) or the tax computed under para- 
graph (2) of this subsection, whichever is the greater. 
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(2) ALTERNATIVE 1-PERCENT TAX ON NON-LIFE INSURANCE 
BUSINESS.—The tax referred to in paragraph (1) is a tax equal 
to the sum of the following: 

(A) A partial tax consisting of a normal tax (computed 
under section 11 (b)) and a surtax (computed under section 
11 (c)) on the life insurance taxable income. 

(B) A partial tax consisting of— 

(i) 1 percent of the amount which bears the same 
ratio to the gross investment income (reduced by the 
deduction for wholly-exempt interest allowed by section 
803 (c) (1)) as the non-life insurance reserves bear to 
the qualified reserves (determined under section 804 
(c)), plus 

(ii), 1 percent of the excess of the amount by which the 
net premiums on contracts meeting the requirements of 
section 804 (d) (2) (A) exceed the dividends to policy- 
holders on such contracts. For purposes of this clause, 
net premiums, and dividends to policyholders, shall be 
computed in the manner provided in section 823, 

* * * * * * * 
SEC. 811. TAX IMPOSED. 


(a) Tax Imposep.—aA tax is hereby imposed, on the life insurance 
company taxable income of every life insurance company, for each 
taxable year beginning after December 31, [1956] 1957. Such tax 
shall consist of — 

(1) anormal tax on such income computed under section 11 (b), 
and 


(2) a surtax on such income computed under section 11 (c). 








MINORITY VIEWS 


The evidence presented to the Senate Finance Committee does not, 
in our opinion, justify passage of H. R. 10021. 

The provisions of the Internal Revenue Code with respect to life- 
insurance companies were enacted in 1942. It is under terms of this 
law that the 1957 tax liabilities of insurance concerns have accrued 
and on which payment is due March 15, 1958. Mr. Dan Throop 
Smith, deputy to the Secretary of the Treasury, testified before the 
committee that the U nited States Treasury Department would “go 
along” with enactment of H. R. 10021. When asked, however, if he 
knew of “undue hardship that would be imposed or that is imposed 
by the present tax law,’’ he answered, “Hardship? No; I am not 
aware of any.” 

Then, when asked if it would be unreasonable to require insurance 
companies ‘‘to pay their tax liability as levied under the present law,’ 
Mr. Smith replied, “Not to my knowledge, that would not be un- 
reasonable either.”’ 

Moreover, witnesses from the insurance industry itself did not 
claim that the 1942 law generally constituted an undue hardship. 
Indeed, one of the witnesses, Mr. Charles A. Taylor, president of the 
Life Insurance Company of Virginia, said, ‘‘No, sir, I cannot come 
here begging for relief * * *” 

In fairness to the insurance companies, it should be said that the 
1942 law has upon several occasions been shiperneded by temporary 
legislation, and that many insurance companies presumed, or were led 
to believe, that it would again be superseded with respect to 1957 
income. Congress has not done so, however, and 1957 taxes are 
now owed. 

30, passage of H. R. 10021 now would constitute retroactive tax 
reduction for insurance companies in an amount estimated to be 

$124 million. 

The record of the hearings before the Senate Finance Committee 
fails to identify the principal beneficiaries of the enactment of H. R. 
10021. Since the bill was reported by the committee, we have con- 
ducted a preliminary examination of the financial statements of the 
10 largest life-insurance companies. From this examination, it would 
appear that of the $124 million in tax forgiveness that would be 
shared by more than 1,000 life-insurance companies, should H. R. 
10021 be enacted, the 10 largest companies would receive approxi- 
mately $75 million. The record of committee hearings contains no 
evidence whatsoever that existing law levies an unfair or unreasonable 
tax burden on these principal beneficiaries of the bill. 

Retroactive tax reduction, or tax forgiveness, is a highly question- 
able procedure and should be resorted to only in cases of extreme 
hardship and clear justification. The record contains no evidence of 
such hardship or justification in this case. 

Cuinton P. ANDERSON. 
ALBERT GORE. 
Joun J. WILLIAMS. 
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85TH CONGRESS t SENATE REPORT 
2d Session No. 1369 


FOURTH INTERNATIONAL AUTOMATION CONGRESS AND 
EXPOSITION 


Marcu 10, 1958.—Ordered to be printed 


Green, from the Committee on Foreign Relations, sbmitted 
the following 


REPORT 


[To accompany H. J. Res. 347] 


The Committee on Foreign Relations, having had under consider- 
ation a joint resolution (H. J. Res. 347) authorizing and requesting 
the President to invite the several States and foreign countries to take 
part in the Fourth International Automation Congress and Exposi- 
tion to be held in the New York Coliseum at New York, N. Y., from 
June 9 to June 13, 1958, report the same favorably with amendments 
and recommend that it do pass. 


BACKGROUND 


The Fourth International Automation Congress and Exposition is 
expected to bring together exhibitors and buyers of all types of devices 
which contribute to automatic production. 

It has been the practice of the Congress in past years to give similar 
endorsement to other similar fairs, congresses, and expositions. 

House Joint Resolution 347 was introduced by Hon. Charles A. 
Buckley, of New York, on June 3, 1957, and reported by the House 
Committee on Foreign Affairs without amendment on January 22, 
1958. On February 17, 1958, the House of Representatives passed 
House Joint Resolution 347 having previously agreed to the following 
additional resolving clause: 


Resolved, That no funds appropriated by Congress for any 
purpose whatsoever shall be used to defray the expenses of 
any foreign country or foreign individual participating in 
the Fourth International Automation Congress and Exposi- 
tion to be held in New York City. 
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DEPARTMENT OF STATE COMMENTS 


The Department of State commented as follows on House Joint 

Resolution 347: 
DEPARTMENT OF STATE, 
Washington, March 4, 1958. 
Hon. TuHeopore FRANcIs GREEN, 
Chairman, Committee on Foreign Relations, 
United States Senate. 

Dear SENATOR GREEN: Reference is made to Mr. Marcy’s letter 
of February 20, 1958, which was acknowledged on February 24, 
requesting the Department’s comments on House Joint Resolution 
347, authorizing and requesting the President to invite the several 
States and foreign countries to take part in the Fourth International 
Automation Congress and Exposition to be held in the New York 
Coliseum at ! New York, N. Y., from June 9 to June 13, 1958. 

The Department would have no objection from the standpoint of 
United States foreign policy to the enactment of the House resolution 
as introduced. However, the Department considers undesirable the 
proviso added by the House which would preclude the use of any 
funds appropriated by the Congress in order to defray the expenses 
of any foreign country or individual participating in the automation 
congress and exposition. 

While the Department does not expect that the general expenses of 
any country or individual participating in this exposition would be 
defrayed by the United States, it might be found desirable to assist 
foreign trainees already in this country to attend this exposition as 
part of their training. Such assistance would be consistent with the 
United States objectives of stimulating international trade and of 
promoting private initiative, enterprise, and investments abroad. 

This resolution as introduced does not provide any new authority 
for the expenditure of public funds. Thus, the only effect of the pro- 
viso could be to take away authority provided by the Congress in 
other legislation. 

While the Department of State has an interest in the international 
trade fair program, the Department of Commerce has a more direct 
role in the staging of international expositions and fairs in the United 
States. The Department is informed that the International Automa- 
tion Congress and Exposition is a well established undertaking, with 
a broad base of support and interest from a cross-section of industry 
in this country. The products exhibited and accompanying educa- 
tional program are concerned with raising levels of productivity in a 
number of fields that have aroused attention in this country and 
abroad. 

Because of the urgency of this matter, the Department’s comments 
have not been cleared with the Bureau of the Budget. 

Sincerely yours, 
Witiram B. Macomser, Jr., 
Assistant Secretary 
(For the Secretary of State). 
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COMMITTEE ACTION 


The committee, on March 4, 1958, considered House Joint Resolu- 
tion 347 and voted, without objection, to report the resolution favor- 
ably with amendments to strike out the second resolving clause and 
the words ‘‘and requested” in line 3, page 2. The committee also 
recommends that the title be amended accordingly. 

The Committee on Foreign Relations urges approval of House Joint 
Resolution 347 with the amendments. No expense to the Federal 
Government is involved in such approval. Such expositions help to 
foster foreign commerce and approval of the joint resolution should 
contribute to its success. 


O 
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85TH CONGRESS SENATE REPORT 
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MINIMUM ACREAGE ALLOTMENTS FOR CORN 


Marcu 10, 1958.—Ordered to be printed 


Mr. Exvienper, from the Committee on Agriculture and Forestry, 
submitted the following 


REPORT 


[To accompany §. 3441] 


‘ge Committee on Agriculture and Forestry reported an original 
bill (S. 3441), to provide for a minimu'r acreage allotment for corn 
and naiise purposes with a recom:nendation that it do pass. 

This bill would prescribe a minimum corn acreage allotment for 
1958, 1959, and 1960 of 54 million acres. In addition, it would 
condition price support for any crop of corn for which an acreage 
reserve program is in effect on devotion of an acreage equal to 15 
percent of the farm corn acreage allotment to either the acreage 
reserve program for corn or the conservation reserve program. This 
requirement would be additional to the existing requirement that the 
producer keep within his corn acreage allotment. The Soil Bank Act 
provides authority for a corn reserve program. through the 1959 crop. 
However, the President has recommended that the acreage reserve 
program be terminated after the 1958 crop, and no funds have been 
requested in the 1959 program for a 1959 acreage reserve program. 
This additional requirement may, therefore, be applicable only to the 
1958 crop. If the acreage reserve program should be continued, 
however, it would be applicable as long as there was a corn acreage 
reserve program. Section 2 of the bill, which provides for price sup- 
port at not less than 7 75 percent of parity as provided by the Agricul- 
tural Act of 1949, makes no change in existing law. 

The purpose of this bill is to provide for a realistic corn acreage 
allotment, which will provide the producer who complies with it with 
a fair share of the acreage to be planted, and at the same time be 
effective to bring about a reduction in total corn acreage in the com- 
mercial area. There are no marketing penalties for corn, so that corn 
acreage allotments are enforced through denial of price support and 
denial of soil-bank payments. Furthermore, there are no minimum 
allotments for corn, so that at present the corn producer is faced with 
the choice of receiving price support for an inadequate acreage of corn 
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or receiving no price support for corn produced on a larger acreage. 
Coupled with the fact that corn is largely fed on the farm where pro- 
duced, this situation has resulted in widespread disregard of corn acre- 
age allotments. In 1957 only 38.6 percent of the farms which received 
corn acreage allotments complied with their allotments. In 1957, with 
an allotment of 37,288,889 acres in a commercial area consisting of 
894 counties, 52,733,620 acres were planted in the commercial area 
and 5,233,478 acres were put in the corn acreage reserve. In 1958 
the commercial area has been expanded to include an additional 38 
counties, making 932 counties in all. The acreage allotment for this 
expanded commercial area for 1958 is 38,818,381 acres. The acreage 
planted in these 932 counties in 1957 was 54,237,000 acres, which, with 
the acreage placed in the corn acreage reserve in 1957 makes a total 
of 59,470,478 acres planted or placed in the acreage reserve. With 
iis potential corn acreage of 59,470,478 acres, producers generally 
cannot afford to comply with an acreage allotment of 38,818,381 acres 
in order to obtain price support on the reduced production. With an 
acreage allotment of 54 million acres, however, 1t is believed that the 
advantages of compliance would outweigh the disadvantages of the 
reasonable reduction required. With full compliance, the bill would 
result in a total planted acreage of corn in the commercial area equal 
to 54 million acres minus (1) the number of acres put in the corn acre- 
age reserve ' and (2) the number of acres by which complying farms 
underplanted their allotments without participating in the reserve. 

Assuming that the maximum amount of acreage reserve payments 
authorized by the Soil Bank Act were made available, this would 
represent a reduction in corn acreage of about 7 million acres and a 
planted corn acreage of something less than 47 million acres. Further- 
more the reduction would represent a retirement of acreage from 
production, rather than a diversion to other feed grains or other crops. 
Even if the amount available for acreage reserve payments should not 
be sufficient to provide for a 7 million acre corn acreage reduction, the 
bill requires as a condition of price support (at least for 1958) that an 
acreage equal to at least 15 percent of the farm acreage allotment be 
retired from production into the soil bank. Compliance with this 
condition would require diversion from agricultural production of 15 
percent of 54 million acres, or 8.1 million acres. 

The bill should result in reduced Government expenditure under 
the price-support program. With an acreage allotment of about 38 
million acres, compliance is not expected to be sufficient to reduce the 
planted acreage below 54 million acres, but there will still be enough 
corn eligible for price support so that the surplus will be acquired by 
the Commodity Credit Corporation while the ineligible corn moves 
into consumption. The bill, by providing a more effective allotment, 
will tend to reduce the surplus and thereby reduce the amount moving 
to the Commodity Credit Corporation. 

No report on this bill has been received from the Department, but 
the committee felt that in order to permit farmers to proceed with their 
plans for 1958 plantings, the bill should be acted upon as quickly as 
possible. 

1 A total of 7,232,267 acres had been offered as of February 28, calling for payments of $311,998,026. The 
amount allocated to 1958 corn acreage reserve payments at present is limited to $176,384,200 of the total 
amount of $500 million available for the acreage reserve program in 1958. Legislation is pending to increase 


the total amount available for the program to $750 million, of which as much as $300-million could be made 
available for corn. 
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CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as re- 
ported, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets; new matter is printed in italic; existing 
law in which no change is proposed i is shown in roman): 


AGRICULTURAL ADJUSTMENT ACT OF 1938 


* * * * * * * 


Src. 328. The acreage allotment of corn for any calendar year shall 
be that acreage in the commercial corn-producing area which, on the 
basis of the average yield for corn in such area during the five calendar 
years immediately preceding such calendar year, adjusted for abnor- 
mal weather conditions, will produce an amount of corn in such area 
which the Secretary determines will, together with corn produced in 
the United States outside the commercial corn-producing area and 
corn imported, make available a supply for the marketing year be- 
ginning in such calendar year, equal to the normal supply. The Sec- 
retary shall proclaim such acreage allotment not later than February 
1 of the calendar year for which such acreage allotment was deter- 
mined. Notwithstanding any other provision hereof, the acreage allot- 
ment for corn for each of the calendar years 1958, 1959, and 1960 shall not 
be less than fifty-four million acres. 

* * * 


AGRICULTURAL AcT OF 1949 

Bec: Gan-*.** 

(b) A “cooperator’’ with respect to any basic agricultural com- 
modity shall be a producer on whose farm the acreage planted to the 
commodity does not exceed the farm acreage allotment for the com- 
modity under title III of the Agricultural Adjustment Act of 1938, as 
amended, or in the case of price support for corn or wheat to a producer 
outside the commercial corn-producing or wheat-producing area, a 
producer who complies with conditions of eligibility prescribed by the 
Secretary. For the purpose of price support in the commercial corn-pro- 
ducing area for any crop of corn for which an acreage reserve program is in 
effect, a ‘‘cooperator” shall be a producer who (1) devotes an acreage of 
cropland (tilled in normal rotation), at the option of the producer, to 
either the acreage reserve program for corn or the conservation reserve pro- 
gram, equal to 15 per centum of such producer’s farm allotment for corn, 
and (2) does not exceed the farm acreage allotment for corn. For the 
purpose of this subsection, a producer shall not be deemed to have ex- 

ceeded his farm acreage allotment unless such producer knowingly 
exceeded such allotment. 
O 








DEPOSITED BY THE 
UWITED SIAIES OF AMERICA 


Calendar No. 1393 


85TH ConGREss } SENATE { {| Report, 


2d Session « ip pdNOe B71 


PRESERVATION OF COTTON ACREAGE ALLOTMENTS 
Marcu 11, 1958.—Ordered to be printed 


Mr. Tautmapae, from the Committee on Agriculture and Forestry, 
submitted the following 


REPORT 


[To accompany S. 3408] 


The Committee on Agriculture and Forestry, to whom was referred 
the bill (S. 3408) to amend the Agricultural ‘Kajustmenit Act of 1938, 
as amended, so as to provide that cotton-acreage allotments for the 
States for 1958 and subsequent years shall be no less than in 1956, and 
for other purposes, having considered the same, report thereon with a 
recommendation that it do pass with amendments. 

This bill, with the committee amendments, would make permanent 
the following provisions of the cotton-acreage- -allotment law, which are 
now applicable only for the years 1957 and 1958: 

(1) The provision for a minimum national acreage allotment 
equal to the 1956 allotment of 17,391,304 acres; 
(2) The provision for minimum State acreage allotments; and 
(3) The provision for minimum farm allotments and for the 
national acreage reserve established to provide additional acreage 
for Nevada and for other States to meet their needs in providing 
minimum farm allotments. 
In addition, it would (a) prescribe that the total acreage allotted to 
cotton in any year should not be less than the total acreage allotted 
to cotton in 1957; and (6) keep cotton acreage surrendered under the 
surrender and reapportionment provisions of the law within the 
county, so long as any farmer in the county who has a cotton acreage 
allotment desires the surrendered acreage. 

The committee amendments to the first section of the bill are 
designed to make that section conform to the action taken by the 
Committee in reporting Senate Joint Resolution 162. The committee 
believes that. present conditions require many changes in the farm 
program, but that these may take a little time to work out and, in 
the meantime, any reduction in total allotted acreage or in minimum 
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allotments which might adversely affect farmers and the farm 
program should be stayed. 

e total acreage to be allotted for upland cotton under the bill 
would be not less than 17,585,463 acres (the total acreage allotted in 
1957); and this will be allotted in the following manner. As required 
by the last 2 sentences of section 342 of the Agricultural Adjustment 
Act of 1938, as extended by the bill, a national acreage allotment 
equal to not less than the 1956 national acreage allotment of 17,391,304 
acres will be apportioned to States as provided in section 344 (b) 
of the Agricultural Adjustment Act of 1938, as amended. An addi- 
tional 100,000 acres will be set aside for apportionment as required 
by section 303 of the Agricultural Act of 1956 as extended by the 
bill (to provide additional acreage for Nevada and for minimum farm 
allotment requirements). The remainder of the total acreage to be 
allotted (or 94,159 acres if the national allotment is not more than 
17,391,304 acres) will be used to increase each State allotment to 
99 percent of its share of the national acreage allotment for the 
preceding year. Any part of such 94,159 acres not so used, will be 
apportioned to States on the basis of their applicable 5-year base. 

If the increase in the 1958 acreage allotment for any commodity 
would be so small as to make its allotment to States, counties, and 
farms impractical and too small to be of material benefit to farmers, 
it is not intended that such allotment would be made. 

Transfer of cotton acreage from one county to another hurts the 
economy of the county from which the transfer is made. Section 2 
of the bill therefore prohibits such transfer in the case of acreage 
surrendered for reapportionment so long as any farmer in the county 
with a cotton acreage allotment desires such acreage. 

The bill repeals certain provisions applicable to 1957 and 1956 
simply because those provisions have already been executed. No 
substantive change in the law therefore is intended by this repeal. 
Additional acreage allotted in 1957, which under existing law would 
not be counted in computing future allotments, would not be counted 
in computing future allotments, would not be counted under -the 
amendment made by the bill. 

Enactment of this bill would not result in any additional expendi- 
ture. 

The committee amendment to the title is designed to reflect the 
committee amendments to the bill. 


CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing: 
Rules of the Senate, changes in existing law made by the bill, as 
reported, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italic, existing law 
in which no change is proposed is shown in roman) : 


AGRICULTURAL ADJUSTMENT AcT oF 1938 


Suc. 342. Whenever during any calendar year the Secretary deter- 
mines that the total supply of cotton for the marketing vear beginning 
in such calendar year will exceed the normal supply for such market- 
ing year, the Secretary shall proclaim such fact and a national market- 
ing quota shall be in effect for the crop of cotton produced in the next 
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calendar year. The Secretary shall also determine and specify in-such 
proclamation the amount of the national marketing quota in terms of 
the number of bales of cotton (standard bales of five hundred pounds 
gross weight) adequate, together with (1) the estimated carry-over at 
the beginning of the marketing year which begins in the next calendar 
year and (2) the estimated imports during such marketing year, to 
make available a normal supply of cotton. The national marketing 
quota for any year shall be not less than ten million bales or one million 
bales less than the estimated domestic consumption plus exports of cot- 
ton for the marketing year ending in the calendar year in which such 
quota is proclaimed, whichever is smaller: Provided, That the national 
marketing quota for 1950 shall be not less than the number of bales 
required to provide a national acreage allotment of twenty-one million 
acres. Such proclamation shall be made not later than October 15 of 
the calendar year in which such determination is made. Notwithstand- 
ing the forégoing provisions of this section, the national marketing 
quota for cotton for [1957 and] 1958 and subsequent years shall be not 
less than the number of bales required to provide a national acreage 
allotment for [1957 and 1958] each such year equal to the national 
acreage allotment for 1956: Provided, That if the acreage allotment 
for any State for [1957 or 1958] or any subsequent year is less than its 
allotment for the preceding year by more than 1 per centum, such 
State allotment shall be increased so that the reduction shall not 
exceed 1 per centum per annum, and the acreage required for such 
increase shall be in addition to the national acreage allotment for 
such year, Additional acreage apportioned to a State for [1957 or 
1958] any year under the foregoing proviso shall not be taken into 
account in establishing future State allotments. (7 U. S. C. 1342) 


* - + * * oe * 
Src. 344. * * * 
x * * * * * * 


eS ot 


(2) Any part of any farm cotton acreage allotment on which cot- 
ton will not be planted and which is voluntarily surrendered to the 
county committee shall be deducted from the allotment to such farm 
and may be reapportioned by the county committee to other farms 
in the same county receiving allotments in amounts determined by 
the county committee to be fair and reasonable on the basis of past 
acreage of cotton, land, labor, equipment available for the production 
of cotton, crop rotation practices, and soil and other physical facilities 
affecting the production of cotton. If all of the allotted acreage vol- 
untarily surrendered is not needed in the county, the county commit- 
tee may surrender the excess acreage to the State committee to be 
used for the same purposes as the State acreage reserve under sub- 
section (e) of this section; but no such acreage shall be surrendered to 
the State committee so long as any farmer receiving a cotton acreage 
allotment in such county desires additional cotton acreage. Any allot- 
ment transferred under this provision shall be regarded for the pur- 
poses of subsection (f) of this section as having been planted on the 
farm from which transferred rather than on the farm to which trans- 
ferred, except that this shall not operate to make the farm from which 
the allotment was transferred eligible for an allotment as having 
cotton planted thereon during the three-year base period: Provided, 
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“Phat notwithstanding any other provisions-of.law,-emyipart of any 
farm acreage allotment may be permanently released in writing to 
the county committee b the owner and operator. of the.farm, and 
reapportioned as provided herein. .Acreage surrendered,. reappor- 
tioned under this paragraph, and planted shall be credited: to the 
State and county in determining future acreage allotments. The 
provisions of this paragraph shall apply also to extra long staple 
cotton covered by section 347 of this Act. 


AGRICULTURAL AcT oF 1956 


Src. 303. (a) Section 344 (b) of the Agricultural Adjustment Act 
of 1938, as amended, is amended by inserting before the period at the 
end thereof a colon and the following: “Provided, That there is 
hereby established a national acreage reserve consisting of one hun- 
dred thousand acres which shall be in addition to the national acreage 
allotment; and such reserve shall be apportioned to the States on the 
basis of their needs for additional acreage for establishing minimum 
farm allotments under subsection (f) (1), as determined by the Secre- 
tary without regard to State and county acreage reserves (except 
that the amount apportioned to Nevada shall be one thousand acres), 
and the additional acreage so apportioned to the State shall be appor- 
tioned to the counties on the same basis and added to the county acre- 
age allotment for apportionment to farms pursuant to subsection (f) 
of this section (except that no part of such additional acreage shall 
be used to increase the county reserve above 15 per centum of the 
county allotment determined without regard to such additional acre- 
age). Additional acreage apportioned to a State for any year under 
the foregoing proviso shall not be taken into account in establishing 
future State acreage allotments. Needs for additional acreage under 
the foregoing proviso and under the last proviso in subsection (e) 
shall be determined as though allotments were first computed without 
regard to subsection (f) (1).” 

(b) Section 344 (e) of the Agricultural Adjustment Act of 1938, as 
amended, is amended by inserting before the period at the end thereof 
a colon and the following: “Provided further, That if the additional 
acreage allocated to a State under the proviso in subsection (b) is 
less than the requirements as determined by the Secretary for estab- 
lishing minimum farm allotments for the State under subsection (f) 
(1), the acreage reserved by the State committee under this subsection 
shall not be less than the smaller of (1) the remaining acreage so 
determined to be required for establishing minimum farm allotments 
or (2) 3 per centum of the State acreage allotment; and the acreage 
which the State committee is required to reserve under this proviso 
shall be allocated to counties on the basis of their needs for additional 
acreage for establishing minimum farm allotments under subsection 
(f) (1), and added to the county acreage allotment for apportionment 
to farms pursuant to subsection (f) of this section (except that no part 
of such additional acreage shall be used to increase the county reserve 
above 15 per centum of the county allotment determined without 
regard to such additional acreages).”’ 

(c) Section 344 (f) of the Agricultural Adjustment Act of 1938, 
as amended, is amended by changing paragraph (1) to read as follows: 
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(1) Insofar as such acreage is available, there shall be allotted the 
smaller of the following: (A) four acres; or (B) the highest number 
of acres planted to cotton in any year of such three-year period.” 

(d) The first sentence of section 344 (f) (6) of such Act is 
amended to read as follows: ‘(Notwithstanding the provisions of para- 
graph (2) of this subsection, if the county committee recommends such 
action and the Secretary determines that such action will result in a 
more equitable distribution of the county allotment among farms in 
the county, the remainder of the county acreage allotment (after 
making allotments as provided in paragraph (1) of this subsection) 
shall be allotted to farms other than farms to which an allotment has 
been made under paragraph (1) (B) of this subsection so that the 
allotment to each farm under this paragraph together with the amount 
of the allotment of such farm under paragraph (1) (A) of this sub- 
section shall be a prescribed percentage (which percentage shall be 
the same for all such farms in the county) of the average acreage 
planted to cotton on the farm during the three years immediately 
preceding the year for which such allotment is determined, adjusted 
as may be necessary for abnormal conditions affecting plantings during 
such three-year period: Provided, That the county committee may in 
its discretion limit any farm acreage allotment established under the 
provisions of this paragraph for any year to an acreage not in excess 
of 50 per centum of the cropland on the farm, as determined pursuant 
to the provisions of paragraph (2) of this subsection: Provided fur- 
ther, That any part of the county acreage allotment not apportioned 
under this paragraph by reason of the initial application of such 50 
per centum limitation shall be added to the county acreage reserve 
under paragraph (3) of this subsection and shall be available for the 
purposes specified therein.” 

[(e) The amendments made by this section shall be effective only 
with respect to 1957 and 1958 crops. For the 1956 crop, an acreage 
in each State equal to the acreage allotted in such State which the 
Secretary determines will not be planted, placed in the acreage reserve 
or conservation reserve, or considered as planted under section 377 
of the Agricultural Adjustment Act of 1938, as amended, may be 
apportioned by the Secretary among farms in such State having allot- 
ments of less than the smaller of the following: (1) four acres, or 
(2) the highest number of acres planted to cotton in any of the years 
1953, 1954, and 1955.] O 
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SOIL BANK CONTRACTS—EXEMPTION FROM ADDI- 
TIONAL CROSS COMPLIANCE IMPOSED BY SUBSE- 
QUENT INCLUSION IN COMMERCIAL CORN AREA 


Marca 11, 1958.—Ordered to be printed 


Mr. Houuanp, from the Committee on Agriculture and Forestry, 
submitted the following 


REPORT 


[To accompany S. 3385] 


The Committee on Agriculture and Forestry, to whom was referred 
the bill (S. 3385) to amend section 114 of the Soil Bank Act with re- 
spect to compliance with corn acreage allotments, having considered 
the same, report thereon with a recommendation that it do pass with 
an amendment. 

This bill exempts soil bank contracts entered into in any county 
prior to January 1 of the first year in which the county is included in 
the commercial corn area from the requirement of cross compliance 
with corn acreage allotments. It would be applicable only to farms 
which have been producing corn sufficiently recently to be entitled to 
an old farm allotment. Contracts which have been terminated be- 
cause the county was included in the commercial corn area for the 
first time in 1958 and which are subsequently reinstated will be deemed 
for the purpose of the bill to have been entered into as of the original 
date of execution. 

Section 114 of the Soil Bank Act prohibits soil bank payments to 
producers exceeding their acreage diotinente Corn acreage allot- 
ments are established only in the commercial area, which is redeter- 
mined and proclaimed each year by the Secretary. The commercial 
area for 1958, for instance, includes 38 new counties. which were not in 
the area in 1957. Corn is not subject to marketing quotas and market- 
ing penalties are not imposed on producers exceeding corn acreage 
allotments. The producer in the commercial area therefore has a 
choice as to whether he will comply with his acreage allotment, or 
whether he will forgo price support and soil bank participation and 
plant in excess of his allotment. The producer outside the commercial 
area, however, cannot tell at the time he enters into a soil bank agree- 
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ment that his farm will not at some later time before the agreement 
expires be included in the commercialiarea. Such later inelusion may 
then subject him to a very severe penalty in loss of soil bank benefits. 
It is the purpose of this bill to cure this situation by providing that in 
such case payments under the contract will not be conditioned on 
compliance with corn acreage allotments. 

The committee realizes (1) that the legal deadline for announcing 
the commercial corn area is February 1 of each year, which technically 
leaves a period of 1 month when contracts could be entered into which 
would not be protected by this bill, and (2) that as a practical matter 
such announcements are often made several weeks prior to January 1, 
which technically would make it possible for farmers to enter into 
contracts prior to January 1, knowing that their area is to be included 
in the commercial corn area. However, since the Department of 
Agriculture has complete control over the signup for the soil bank, 
the committee presumes, and expects, that the program will be so 
administered as to comply with the intent of this bill. 

The committee amendment would extend the bill to cover acreage 
reserve contracts as well as conservation reserve contracts, the principle 
being the same in both cases. 

Due to the urgency of this problem, no report has been obtained 
from the Department of Agriculture, but Department officials have 
a informally that there is no objection to the provisions of 

the bill. 
’ Enactment of the bill would require no expenditure additional to 
that provided for by contracts entered into under the Soil Bank Act. 
In a limited number of cases it would prevent the forfeiture of pay- 
ments due under those contracts. The amount of such penalty 
forfeitures which would be avoided by the bill cannot be estimated. 

The committee was unanimous in ordering this bill reported. 


CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as re- 
ported, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italic, existing 
law in which no change is proposed is shown in roman): 


AGRICULTURAL Act oF 1956, As AMENDED 
TITLE I—SOIL BANK ACT 


Src. 114. No person shall be eligible for payments or compensation 
under this title with respect to any farm for any year in which (1) 
the acreage of any basic agricultural commodity other than wheat or 
corn on the farm exceeds the farm acreage allotment for the com- 
modity under title III of the Agricultural Adjustment Act of 1938, 
as amended, or (2) in the case of a farm which is not exempted from 
marketing quota penalties under section 335 (f) of the Agricultural 
Adjustment Act of 1938, as amended, the wheat acreage on the farm 
exceeds the larger of the farm wheat acreage allotment under such 
title or fifteen acres, or (3) the corn acreage on the farm, in the case 
of a farm in the commercial corn-producing area, exceeds the farm 
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base acreage for corn or the farm acreage allotment, whichever is in 
effect. For the purpose of this section, a producer shall not be deemed 
to have exceeded his farm acreage allotment or farm base acreage, 
unless such producer knowingly exceeded such allotment or base 
acreage and, in the case of wheat, unless such producer knowingly 
exceeded the farm acreage allotment or fifteen acres, whichever is 
larger. 

Notwithstanding any other provision of this section, no person shall be 
ineligible to receive payments or compensation under an acreage reserve 
contract or a conservation reserve contract by reason of the fact that the 
corn acreage on the farm exceeds the farm acreage allotment for corn if 
such contract was entered into prior to January 1 of the first year for 
which the county is included in the commercial corn producing area: 
Provided, That the foregoing provisions of this sentence shall apply onl 
to a farm for which an “‘old farm” corn allotment is established for jeuah 
first year. For purposes of this provision, a contract which has been 
terminated by the producer under the program regulations by reason of 
the fact that the county in which the farm is located was included in the 
commercial corn-producing area for the first time in 1958, and which is 
reinstated, shall be deemed to have been entered into as of the original date 
of execution of such contract. 

O 
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INCREASING FISHERIES LOAN FUND AUTHORIZATION 
UNDER FISH AND WILDLIFE ACT OF 1956 


Marcu 11, 1958.—Ordered to be printed 


Mr. Maenuson, from the Committee on Interstate and Foreign 
Commerce, submitted the following 


REPORT 


[To accompany S. 3295] 


The Committee on Interstate and Foreign Commerce, to whom was 
referred the bill (S. 3295) to amend the Fish and Wildlife Act of 
1956 in order to increase the authorization for the fisheries loan fund 
established under such act, having considered the same, report 
favorably thereon without amendment and recommend that the bill 
do pass. 

PURPOSE OF THE BILL 


The purpose of the bill is to increase from $10,000,000 to $20,000,000 
the fisheries loan fund which is used by the Bureau of Commercial 
Fisheries to make loans to stimulate the development of a strong, 
prosperous, and thriving fisheries and fish-processing industry. 


THE FISHERIES LOAN FUND 


The fisheries loan fund was authorized by section 4 of the Fish 
and Wildlife Act of 1956. A $10 million revolving fund was estab- 
lished for financing and refinancing operations, maintenance, repairs, 
replacement, and equipment of fishing vessels and fishing gear and for 
research into the basic problems of fisheries. 'The minimum interest 
rate was set at 3 percent and the maximum term of a loan was 10 
years. The regulations adopted under a provision of this act pro- 
vide an interest rate of 5 percent. 

The loan fund fills a real need for fishermen having good collateral 
but who need a longer repayment period than commercial bankers 
are prepared to grant. On such short-term loans, as granted by 
private lenders, the payments on the mortgage are so large that they 
do not have funds left for proper maintenance and their vessel dete- 
riorates rapidly. Before passage of the act the industry had at- 
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tempted to qualify for loans from the Small Business Administration, 
but applications were declined on the basis of (a) lack of reasonable 
assurance of repayment of the loans, and (5) insufficient collateral. 

In the operation of the fisheries-loan program every effort has*been 
made to see that the Government is properly protected and that losses 
will be held to a minimum. Each loan is reviewed, with past records 
and future prospects being taken into account when studying the 
ability of the applicant to repay the loan. Unless there is an unex- 
pected downward trend in a segment of the fishing industry, losses 
are not expected to be substantial. 

All applications are investigated by a representative of the Bureau 
of Commercial Fisheries from a technical viewpoint. On applications 
over $5,000, the Small Business Administration conducts a financial 
investigation and on applications of $5,000 or less a similar investiga- 
tion is conducted by the Bureau of Commercial Fisheries. The re- 
sults of these investigations are reviewed by specialists in the Bureau’s 
central office and a recommendation for acceptance or decline prepared. 
After review by the Office of Solicitor of the Department a final 
decision is made by the Commissioner of Fish and Wildlife for loans 
of $50,000 and under and by the Assistant Secretary for Fish and 
Wildlife on loans over $50,000. 

Authorization for approved loans are sent to the Small Business 
Administration for closure and disbursement. They also handle the 
collection and servicing of the loans. They are utilized as they bave a 
complete organization for this type of work. 


Status of the fisheries loan fund as of Feb. 28, 1958 
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Reports from the Government agencies are set forth for the infor- 
mation of the Senate. 
DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., March 10, 1958. 


Hon. Warren G. Macnuson, 
United States Senate, 
Washington, D. C. 
Dear Senator Maanuson: In response to a request from your 
office we submit the following information on the status of the fishery- 
loan fund. 
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The following table lists the status of the fund on February 28. 
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Continued interest is being shown in the loan fund by the fishing 
industry. Applications have continued to come in steadily although 
a drop in the number received was noted shortly after it was announced 
that the total of the applications had exceeded $10 million. We have 
had funds to handle all applications received to date because of the 
suspension of processing on the three applications listed as deferred. 
If these applicants decide to proceed with their applications, the only 
funds that will be available to handle additional applications will be 
those received from repayments. Because of the waiting period before 
the first payments begin, these payments will not be sufficient to 
cover more than administrative costs before the latter part of the 
next fiscal year. Up to January 31, payments of principal and 
interest were slightly over $200,000. 

We appreciate your continued interest in this program. 

Sincerely yours, 
Ross LEFFLER, 
Assistant Secretary, 





CompTrROLLER GENERAL OF THE UNITED STATES, 
: Washington, February 27, 1958. 
Hon. Warren G. Maanuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 


Dear Mr. Cuarrman: In your letter dated February 19, 1958, 
acknowledged February 20, you enclosed a copy of S. 3295, 85th 
Congress, and requested any comments we might care to make con- 
cerning the proposed measure. 

The bill would amend subsection 4 (c) of the Fish and Wildlife 
Act of 1956 (70 Stat. 1121, 16 U. S. C. 742e), so as to increase from 
$10 million to $20 million the authorized capitalization of the revolv- 
ing fund established by that act for the purpose of financing and 
refinancing operations, maintenance, repairs, replacement, and equip- 
ment of fishing vessels and fishing gear. 

With respect to the need for the legislation, the Department of the 
Interior, in the budget for the fiscal year 1958, at page 785, indicated 
that the estimated volume of loans for the then current year (1957) 
would completely utilize the authorized appropriation. Also pertinent 
is the following colloquy between Congressman Hamer W. Budge and 
Mr. Harold E. Crowther, of the Department of the Interior, at page 
598 of the hearings held before a subcommittee of the Committee on 
Appropriations of the House of Representatives when considering the 
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Department of the Interior and related agencies appropriations for 
1959. 

“Mr. Bungee. I want to pursue this loan thing very briefly. What 
is the current status of the $10 million loan fund? 

“Mr. CrowtHer. We have applications for approximately $13,- 
500,000. That is $3% million more than isin thefund. Some of those 
applications have been acted on and the application declined. Others 
are being withheld pending conditions in industry. So that we have 
now almost enough applications to take our entire $10 million.” 

However, the matter of providing assistance to any part of the 
fishing industry is, in our opinion, one of policy for the consideration 
by the Congress; and as we have no special information on the subject 
matter of the bill, we make no recommendation as to its merits. 

The additional copies of this report which were requested are 
enclosed. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


DEPARTMENT OF JUSTICE, 
Orricr oF THE Deputy ATTORNEY GENERAL, 
Washington, D. C., February 24, 1958. 
Hon. Warren G. Maanuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

Dear Senator: This is in response to your request for the views 
of the Department of Justice concerning the bill (S. 3295) to amend 
the Fish and Wildlife Act of 1956 in order to increase the authorization 
for the fisheries-loan fund established under such act. 

The bill has been examined, but since the subject matter thereof is 
not related to any of the activities of the Department of Justice, we 
would prefer not to offer any comment concerning it. 

Sincerely yours, 
LAWRENCE E, WAtsu, 
Deputy Attorney General. 


IV. CHANGES IN EXISTING LAW 


In compliance with subsection 4 of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill are shown 
as follows (existing law proposed to be omitted is enclosed in black 
brackets; new matter is printed in italic; existing law in which no 
change is proposed is shown in roman): 


Pusric Law 1024—84TH ConGRESS 
(70 Stat. 1121.) 


Sec. 2. The Congress hereby declares * * * 
Sec. 3. (a) There is hereby established within the Department of 
the Interior * * * 
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Src. 4. (a) The Secretary is authorized * * * 

(b) Any loans made under the provisions * * * 

(1) Bear an interest rate of not less than 3 per centum * * * 
(2) Mature in not more than ten years; 
(3) No financial assistance shall be extended * * * 

(c) There is hereby created a fisheries loan fund, which shall be 
used by the Secretary as a revolving fund to make loans for financing 
and refinancing under this section. Any funds received by the 
Secretary on or before June 30, 1965, in payment of principal or 
interest on any loans so made, shall be deposited in the find and be 
available for making additional loans under this section. Any funds 
so received after June 30, 1965, and any balance remaining in the 
fund at the close of June 30, 1965 (at which time the fund shall cease 
to exist), shall be covered into the Treasury as miscellaneous receipts. 
There are hereby authorized to be appropriated to the fund the sum 
of [$10,000,000] $20,000,000 to provide initial capital. 


O 








SITED BY THE 
DEPO op AcRICA 


UNITED Serves © Calendar No. 1396 


85TH CONGRESS SENATE REpPorT 
2d Session No. 1374 


PERMITTING CERTAIN FOREIGN STUDENTS TO ATTEND THE 
DISTRICT OF COLUMBIA TEACHERS COLLEGE ON THE SAME 
BASIS AS A RESIDENT OF THE DISTRICT OF COLUMBIA 


Marcu 11, 1958.—Ordered to be printed 


Mr. Ciark, from the Committee on the District of Columbia, sub- 
mitted the following 


REPORT 


[To accompany 8. 3243] 


The Committee on the District of Columbia, to whom was referred 
the bill (S. 3243) to permit certain foreign students to attend the Dis- 
trict of Columbia Teachers College on the same basis as a resident of 
the District of Columbia, after full consideration, report favorably 
thereon with amendments and recommend that the bill, as amended, 
do pass. 

The amendments are as follows: 

Page 1, line 5, strike the word “shall’’ and insert in lieu thereof 
“may ’’. 

Page 1, line 8, after the word “‘Columbia.” insert the following new 
sentence: 

Admission to and attendance at such College by such stu- 


dents shall be subject to rules and regulations prescribed by 
the Board of Education of the District of Columbia. 


The purpose of this bill is to permit not to exceed 25 foreign students 
who are in this country on valid unexpired student visas to attend the 
District of Columbia Teachers College each year on the same basis, 
so far as payment of tuition and fees are concerned, as a resident of the 
District of Columbia. Until the present semester these students were 
permitted to attend the college on the same basis as residents of the 
District of Columbia. 

The favorable report on the measure furnished the committee by 
the Board of Commissioners of the District of Columbia is made here- 
with part of this report: 
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Hon. Atan BisLe, 
Chairman, Committee on the District of Columbia, 
United States Senate, Washington, D. C. 

Dear Senator Brsie: The Commissioners have for report S. 3243, 
85th Congress, a bill to permit certain foreign students to attend the 
District of Columbia Teachers College on the same basis as a resident 
of the District of Columbia. 

This bill would allow not exceeding 25 foreign students who are in the 
United States on valid unexpired student visas to attend the District 
of Columbia Teachers College without the payment of tuition. The 
bill creates a special exception from present law which prohibits the 
use of District of Columbia appropriations for the free tuition of 
pupils who are not residents of the District. 

The annual cost to the District of Columbia of the legislation on the 
basis of tuition at the rate of approximately $500 for each student 
would be approximately $12,500. The Commissioners are aware of 
the desirability, from the standpoint of maintaining international 
good will, that foreign students be encouraged to study in the United 
States. 

The Commissioners recommend favorable action on the bill with 
the following amendment: 

At the end of line 8, page 1, insert a new sentence reading as follows: 
“Admission to and attendance at such College by such students shall 
be subject to rules and regulations prescribed by the Board of Educa- 
tion of the District of Columbia.” 

Time has not permitted the securing of advice from the Bureau of 
the Budget as to the relationship of this report to the program of the 
President. 

Yours very sincerely, 
Rosert E. McLaveGatin, 
President, Board of Commissioners, District of Columbia. 


The committee has been advised by the Department of State that 
it has no objection to this legislation. 
This bill was favorably reported by a unanimous vote of the full 
committee. 
O 


rey 
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85TH CoNGRESS ; SENATE ReEporr 
2d Session No. 1375 


PROVIDING THAT THE UNIFORM SIMULTANEOUS DEATH 
ACT SHALL APPLY IN THE DISTRICT OF COLUMBIA 


Marcu 11, 1958.—Ordered to be printed 


Mr. Cuark, from the Committee on the District of Columbia, 
submitted the following 


REPORT 


[To accompany H. R. 3486] 


The Committee on the District of Columbia, to whom was referred 
the bill (H. R. 3486) to provide that the Uniform Simultaneous Death 
Act shall apply in the District of Columbia, after full consideration, 
report favorably thereon without amendment and recommend that 
the bill do pass. 

The purpose of this bill is to enact for the District of Columbia the 
Uniform Simultaneous Death Act, as amended in 1953 by the National 
Conference of Commissioners on Uniform State Laws. The passage 
of this bill would provide for the District of Columbia an orderly plan 
for the distribution of estates which are dependent upon survivorship, 
where there has been a common disaster and there is no sufficient 
evidence as to survivorship. This bill would approximate similar 
legislation in the adjoining States of Maryland and Virginia. Uniform 
Simultaneous Death Acts have been adopted in 39 other States. 

In the prefatory note of the National Conference of Commissioners 
on Uniform State Laws, volume 9C, Uniform Laws Annotated, 
page 158, certain reasons are clearly stated concerning the need for 
this type of legislation, as follows: 


It may be asad commentary, but the pace of modern living 
with its multiple forms of transportation has caused the 
instances of simultaneous death to occur with much greater 
frequency than in the past. More and more therefore courts 
will be called upon to administer the estates of persons who 
have died under circumstances that there is no evidence of 
survivorship and it is desirable to have a workable and 
uniform rule to apply in such instances. The second con- 
sideration which should recommend this act to the various 
legislative bodies is the unsatisfactory variety of methods 
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that have been devised either as a result of jurisprudence or 
the result of legislation to administer this troublesome legal 
situation. 


This jurisdiction has utilized the common-law rule in common 
disaster cases where the question involved was the survivorship of 
that person whose right to an estate was based solely on his surviving 
the holder of the estate. This rule is also applied in cases where joint 
tenants, tenants by the entirety, or beneficiaries lose their lives in 
common disasters and there is insufficient evidence as to survivorship. 
The common-law rule in brief is, that the person who claims an estate 
by virtue of an alleged survivorship must prove that survivorship 
in a common disaster, which as is readily ascertainable, is extremely 
difficult if not impossible to prove. 

This proposal is a very simple one and easily applied. The theory 
of the act is that as to the property of each person he is presumed to 
be the survivor and it is administered accordingly. The principal 
provisions of the bill are as follows: 

Section 2 of the bill provides that where title to property or the 
devolution of property depends upon priority of death without 
sufficient evidence that the persons died otherwise than simultane- 
ously, it is presumed for distributive purposes that each survived the 
other, except as otherwise provided in this act. 

Section 3 provides that if a beneficiary’s right to property depends 
upon his surviving another person, and both die in a common disaster 
and there is a lack of evidence concerning which survived, the bene- 
ficiary shall be deemed not to have survived. It further provides that 
if there is no sufficient evidence that two or more beneficiaries have 
died otherwise than simultaneously and property has been disposed 
of in such a way that at the time of their death each of such bene- 
ficiaries would have been entitled to the property if he had survived 
the others, the property shall be divided into as many equal portions 
as there were such beneficiaries and these portions shall be distributed 
respectively to those who would have taken in the event that each of 
such beneficiaries had survived. 

Section 4 provides that property, which is held under circumstances 
which would entitle one or more persons to the whole upon the death 
of the other or other persons and there is a common disaster involving 
the owners of such property without sufficient evidence that they have 
died otherwise than simultaneously, such property shall be divided into 
the equal portions that each bears to the whole and distributed as if 
each had survived the other. This section would apply where the 
ownership of property is by tenants by the entirety or by joint tenants. 

Section 5 provides that when the insured and the beneficiary in a 
policy of life or accident insurance have died and there is no sufficient 
evidence that they have died otherwise than simultaneously, the pro- 
ceeds of the policy shall be distributed as if the insured had survived. 
Obviously this section creates a conclusive presumption. The special 
circumstances seem to justify the creation of a presumption relative to 
the survivorship of the insured or beneficiary. By providing that the 
insured presumably survived, it is thought that the result will most 
nearly approximate the intention of the real party in interest. If it 
does not, he is at liberty to provide otherwise in the contract of insur- 
ance. 
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Section 6 provides that the act will not be applicable where pro- 
vision is made by the decedent for distribution of property different 
from this act. 

Section 7 provides that the act is not retroactive as to the distri- 
bution of property of a decedent who has died before it takes effect. 

Section 8 provides that the act be so construed as to effectuate its 
general purpose to make uniform the law in those jurisdictions which 
enact it. 

Section 9 provides that the act be cited as the “District of Columbia 
Uniform Simultaneous Death Act’’. 

Section 10 provides a repeal of all laws or parts of laws inconsistent 
with the provisions of this act. 

Section 11 contains the usual severability provision. 

Enactment of this legislation will not involve any expenditure of 
funds by the District of Columbia. 

The Commissioners of the District of Columbia have no objection 
to the passage of this bill, and consider this to be desirable legislation 
for the District of Columbia. 

This bill was favorably reported by a unanimous vote of the full 
committee. 

O 








DEPOSITED BY THE 
UNITED SIATES OF AMERICA 


Calendar No. 1398 


85TH CONGRESS SENATE REport 
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2d Session 





FAVORING THE ACCELERATION OF CIVIL CONSTRUC- 
TION PROGRAMS FOR WHICH APPROPRIATIONS HAVE 
BEEN MADE 


Marcu 11, 1958.—Ordered to be printed 


Mr. Cuavez, from the Committee on Public Works, submitted the 
following 


REPORT 


{To accompany §8. Con. Res. 68] 


The Committee on Public Works to whom was referred the con- 
current resolution (S. Con. Res. 68) favoring the acceleration of civil 
construction programs for which appropriations have been made, 
having considered the same, report favorably thereon with amend- 
ments, and recommend that the resolution, as amended, be agreed to 
by the Senate. 

PURPOSE 


The purpose of Senate Concurrent Resolution 68, as amended, is to 
declare that it is the sense of the Congress that all civil construction 
programs for which funds have been appropriated should be accelerated 
to the greatest practicable extent, with the objectives of reducing 
unemployment, placing our productive facilities into more complete 
usefulness, and making earlier completion of these projects possible, 
which will permit their increased contribution to the enhancement of 
our national productivity and our continued economic growth and 
prosperity. It would also express the commendation of the Congress 
to the President and the executive agencies for such action as they 
have taken to accelerate these programs. 


COMMITTEE ACTION 


Senate Concurrent Resolution 68 was introduced by Senator 
Johnson of Texas, cosponsored by 65 other Senators, on March 6, 
1958. The Committee on Public Works held a public hearing on the 
resolution on March 10, 1958. At this hearing testimony was received 
from the author of the resolution, and representatives of various 
Federal agencies, including the Bureau of the Budget; Department of 
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the Army; Bureau of Indian Affairs, National Park Service; Bureau 
of Reclamation; Department of Agriculture; Public Health Service; 
and the General Services Administration. These representatives 
presented information on the status and progress of their programs, 
and the measures that might be undertaken to accelerate such pro- 
grams. 

The committee gave careful consideration to the information 
presented at the hearing and recommends agreement to the resolution 
with amendments. 

GENERAL STATEMENT 


There are in excess of 5 million men and women in our country who 
are unemployed today. Many of our industrial and manufacturing 
plants are idle or are only operating on a part-time schedule. The 
steel industry is operating at about half capacity, railroads are reducing 
their operations, mining, lumbering, and many other industries are 
operating on reduced schedules. The resulting unemployment and 
reduced income has adversely affected business, both large eompanies 
and small operators. 

The committee is cognizant of the serious situation now facing the 
Nation, and believes that some corrective action is urgently needed to 
bolster a sagging economy and relieve une mployment wherever 
practicable. It believes that action at this time could very well halt 
any slight recession, stop any downward turn in the economy, and 
result in improved economic conditions and savings to the Federal 
Government in the long run. 

The Congress has always been ready and willing to take prompt and 
proper action in granting authorit Vv and making appropriations to meet 
critical situations that face our Nation. After such appropriations 
are made, however, it is the executive branch that must carry forward 
the programs and construct the projects that provide employment 
to our people, and add to the resources and wealth of this country. 

In the field of public works, civil and military, there is a large back- 
log of authorized projects available. These projects and programs 
cannot be initiated until after appropriations are made. After such 

appropr iations are made, administrative machinery must be set up, 

planning completed, and contracts let before employment is a reality. 
This procedure requires time. It cannot prove effective in periods of 
an emergency nature. 

The committee was advised that. there is an unexpended balance 
of about $7 billion in appropriations that have been made for civil 
public works and military construction. Of this amount, approxi- 
mately $4 billion is applicable to civil public works projects. The 
committee believes that acceleration of the construction programs for 
which these appropriations were made will result in prompt employ- 
ment of many people, result in increasing operation of manufacturing 
facilities, and derive many benefits from the completed projects at an 
sarlier date. 

The results obtained from this resolution require no additional 
authority, nor does it require any additional money. The appro- 
priations have been made. All that is needed is their release from 
any strings or restrictions, and prompt acceleration of the programs 
and completion of the projects. 
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The committee is aware of certain steps taken by the executive 
branch in releasing funds from reserves established for contingencies 
and other purposes. For taking these steps they are heartily com- 
mended. It is believed, however, that consideration must be given 
to additional measures. 

In recommending approval of this resolution the committee does 
not want its action to be interpreted as a lack of confidence in the 
future of our Nation. No forecast can be made of the future. We 
are dealing now with the present and means that can be taken now 
to relieve present conditions, and attempt to improve future con- 
ditions. 

The committee believes, however, that additional legislation should 
be considered, when and where needed, to develop our natural re- 
sources and put them to work to promote the increased growth of our 
economy, and to provide needed public improvements for the health, 
safety, and better living conditions for our citizens. 


O 
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85TH ConcREss SENATE f Report 
2d Session \ No. 1377 


AMENDING THE ACT ENTITLED “AN ACT TO CREATE A RECREA- 
TION BOARD FOR THE DISTRICT OF COLUMBIA, TO DEFINE ITS 
DUTIES, AND FOR OTHER PURPOSES,” APPROVED APRIL 29, 1942 


Marcu 11, 1958.—Ordered to be printed 


Mr. Morsg, from the Committee on the District of Columbia, 
submitted the following 


REPORT 


[To accompany 8. 1843] 


The Committee on the District of Columbia, to whom was referred 
the bill (S. 1843) to amend the act entitled “An Act to create a Recrea- 
tion Board for the District of Columbia, to define its duties, and for 
other purposes,’ approved April 29, 1942, after full consideration, 
report favorably thereon without amendment and recommend that 
the bill do pass. 

The purpose of this bill is to amend the act approved April 29, 1942, 
to create a Recreation Board for the District of Columbia, so as to 
authorize the Board to promulgate rules and regulations which would 
allow a 10 percent night work differential to be paid to certain employ- 
ees of the Recreation Department, for work performed after 6 o’clock 
post-meridian. 

The Recreation Department of the District of Columbia is respon- 
sible for the community use of all public-school buildings, community 
buildings in housing projects, and the Recreation Board’s fieldhouses 
and shelter buildings. Frequently, groups request and are granted 
permission to use these facilities on very short notice, and this neces- 
sitates the assignment of Recreation Department personnel to remain 
on duty during the hours that these facilities are in use. The recrea- 
tion programs and activities carried on pursuant to these requests 
are such that their termination is based on factors other than time, 
such as sports contests, dramatic productions, musicals, etc., thereby 
rendering impossible the scheduling in advance of work for Recrea- 
tion Department employees. The time that they work can’ be 
accurately ascertained only upon completion of their work. 

From 1946 to June 1955, these employees were paid night differen- 
tial pay when they were called upon to perform unscheduled duty 
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after 6 o’clock postmeridian. These amounts were paid pursuant to 
assumed authority contained in section 301 of the Federal Employees’ 
Pay Act of 1945, as amended. In June 1955, a question arose as to 
whether this night differential could be paid, due to the fact that the 
section refers to any regularly scheduled work between the hours of 
6 o’clock postmeridian and 6 o’clock antemeridian, and it was found 
that a large portion of the work performed by these employees was 
of an unscheduled type. 

Enactment of this legislation would enable the Recreation Board 
for the District of Columbia to continue the present practice of paying 
a 10 percent night-work differential to certain employees of the 
Recreation Department, for work performed after 6 o’clock post- 
meridian. 

There will be no increase in cost to the District of Columbia under 
this bill, since the funds required for such payments have customarily 
been included in the annual appropriation since the enactment of the 
Federal Employees’ Pay Act of 1945. 

This bill was requested by and has the approval of the Commis- 
sioners of the District of Columbia. 

This bill was favorably reported by a unanimous vote of the full 
committee. 

CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law in the bill, as reported, are 
shown as follows (existing law proposed to be omitted is enclosed in 
black brackets, new matter is printed in italic, existing law in which 


no change is proposed is shown in roman): 


(56 Stat. 262) 


Articte I]—FunctTions AND ADMINISTRATIVE RESPONSIBILITIES OF 
THE BoarRD 


Section 1. The Board shall determine all questions of general 
policy relating to public recreation in and for the District of Colum- 
bia, and shall supervise and direct expenditure of all appropriations 
and/or other funds made available to the Board. 

Sec. 2. The Board is hereby authorized to appoint a Superin- 
tendent of Recreation, which position is hereby authorized and cre- 
ated, who shall be the chief executive officer of the Board but not a 
member thereof, and shall be charged with the general organization, 
administration, and supervision of the program of public recreation 
contemplated and provided for by this Act. The Superintendent 
shall be a person of such training, experience, and capacity as will 
especially qualify him to discharge the duties of the office. He shall 
possess those qualifications of education, training, and experience in 
recreation work as well as executive and administrative experience 
which will assure a thorough knowledge of current theory and prac- 
tice in public recreation and give promise of the administrative ability 
necessary to administer a program of public recreation in and for the 
Nation’s Capital. ; 

The Board, upon the recommendation of the Superintendent, is 
empowered to appoint, promote, demote, and terminate the employ- 
ment of such personnel as are necessary to carry out the purposes of 
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this Act. The Superintendent may suspend for cause for a period 
not exceeding thirty days any employee of the Board. 

All present personnel of the Community Center and Playgrounds 
Department whose services have heretofore been rated satisfactory 
hall be retained by the Board with the understanding that this 
provision does not contemplate the continued employment of indi- 
viduals whose service is inefficient, and such personnel shall continue 
to function under existing rules and regulations until such time as 
classification and Civil Service requirements have been effected. 

The Superintendent and all other regular annual personnel of the 
Recreation Board shall be employees of the District of Columbia. 
Their salaries and positions shall be fixed in accordance with the 
Classification Act of 1923, as amended, without regard to race, sex, or 
creed, and the Civil Service requirements as agreed upon between the 
Civil Service Commission and the District Commissioners or any 
existing agreement between them relative to the selection and change 
of status of District of Columbia employees. 

Upon recommendation of the Superintendent, the Board is author- 
ized to employ, on a part-time basis, at rates of pay to be fixed by 
the Board without reference to the Classification Act of 1923, as 
amended, and without reference to Civil Service requirements, and 
without regard to the prohibition against double salaries provided 
by section 1763, Revised Statutes (U. S. C. Annotated, title 5, sec. 58), 


such teachers, custodial, and other employees of the United States, 
the District of Columbia, and the Board of Education, upon approval 
by the present employer, as may be necessary, to keep in operation 
and to conduct therein appropriate phases of the recreation program 


authorized by this Act. 

The respective facilities of the United States, the District of 
Columbia, and the Board of Education shall, by the agreement of 
the respective agencies of the Government having control of such 
facilities, be made available to the Board under the terms of this Act. 

The Superintendent is authorized to employ for a ninety-day 
period as full- or part-time employees, such referees, umpires, swim- 
ming-pool guards and attendants, gymnasium and playground super- 
visors, and other similar special employees as may be necessary to 
carry out the recreation program authorized by this Act, at rates of 
pay to be fixed by the Board without reference to the Classification 
Act of 1923, as amended, and without reference to Civil Service 
requirements, and without regard to the prohibition against double 
salaries provided by section 1763, Revised Statutes (U. S. C. Anno- 
tated, title 5, sec. 58): Provided, That the retention in the District 
service of any such employees for a period longer than ninety days 
shall be subject to the approval of the Board. 

The Board is authorized to accept upon recommendation of the 
Superintendent the gratis services of such persons as may volunteer 
to aid in the conduct of any of its activities. 

Notwithstanding the provision of section 301 of the Federal Employees’ 
Pay Act of 1945, as amended (68 Stat. 1110; 5 U. S. C. 921), requiring 
regularity in the scheduled work between the hours of 6 o’clock post- 
mervdian and 6 o'clock antemeridian, the Board shall have the power to 
prescribe rules and regulations governing the payment vf night differential 
for nonregularly scheduled work between such hours by such of its em- 
ployees as are subject to the Classification Act of 1949, as amended, when 
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such nonregularly scheduled work is within the employee’s basic work- 
week: Provided, however, That all other provisions of such section 301 
shall be in full force and effect: Provided further, That no night differential 
may be paid for night overtime work that is not regularly scheduled. 

Sec. 3. The Board shall have power and authority to adopt, con- 
duct, direct, or cause to be conducted or directed, under its super- 
vision, a comprehensive program of public recreation which shall 
include the operation and direction of games, sports, arts and crafts, 
hobby shops, music, drama, speech, nursery play, dancing, lectures, 
forum for informal discussion, and such other physical, social, men- 
tal, and creative opportunities for leisure-time participation as the 
Board shall deem advisable to offer in major recreation centers, play- 
fields, athletic fields, playgrounds, tennis courts, baseball diamonds, 
swimming pools, beaches, golf courses, community centers, and social 
centers in schools, parks, or other publicly owned buildings, as well 
as other recreational facilities which may be agreed upon between 
the Board and the agencies having jurisdiction over such facilities. 
The public properties utilized by the Board for the above purposes 
shall include those designated by the National Capital Park and 
Planning Commission, in accordance with a comprehensive plan, as 
suitable and desirable units of the District of Columbia recreation 
system. 

Nothing in this Act contained shall be construed as affecting any 
rights under any existing lease or leases Jawfully entered into by 
any agency mentioned or affected by this Act, nor shall anything in 
this Act contained be construed as affecting the right of any such 
agency in the future lawfully to enter into leases of land or premises 
under its control for recreational purposes. 


O 
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AMENDING THE ACT ENTITLED “AN ACT TO AUTHORIZE THE 
COMMISSIONERS OF THE DISTRICT OF COLUMBIA TO REMOVE 
DANGEROUS OR UNSAFE BUILDINGS AND PARTS THEREOF, AND 
FOR OTHER PURPOSES,” APPROVED MARCH 1, 1899, AS AMENDED 


Marcu 11, 1958.—Ordered to be printed 


Mr. Morss, from the Committee on the District of Columbia, 
submitted the following 


REPORT 


[To accompany 8S. 3059] 


The Committee on the District of Columbia, to whom was referred 
the bill (S. 3059) to amend the act entitled “An act to authorize the 
Commissioners ofthe District of Columbia to remove dangerous or 
unsafe buildings and parts thereof, and for other purposes,’ approved 
March 1, 1899, as amended, after full consideration, report favorably 
thereon with amendments and recommend that the bill as amended 


do pass. 

the amendments are as follows: 

Page 1, line 7, strike ‘‘(a)”’. 

Page 1, line 9 and continuing on page 2, lines 1, 2, and 3, strike 
“« ‘Commissioners’, and (b) conform to the term ‘Commissioners’ the 
pronouns modifying ‘inspector of buildings’ wherever such pronouns 
occur in such Act.’ and insert in lieu thereof ‘ ‘Commissioners’. 
The first sentence of the first section of such Act, as amended, is 
amended by striking ‘his opinion’ and inserting in lieu thereof ‘their 
opinion’ and by striking ‘he shall’ and inserting in lieu thereof ‘they 
shall’.’’. 

Page 3, line 10, strike ‘four’ and insert in lieu thereof ‘three’. 

The purpose of the bill is to amend the act to authorize the Com- 
missioners of the District of Columbia to remove dangerous or unsafe 
buildings and parts thereof, and for other purposes, so as to accomplish 
the following: 

(1) Provide the Commissioners of the District of Columbia with 
authority to require that unsafe structures be vacated under 
penalty of $300 fine or imprisonment of not to exceed 30 days 
after 5 days’ notice to repair or take corrective action has been 
given, or immediately if the danger is imminent; 

20006 
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(2) Establish time limits and change the present method for 
the assessment and collection of costs to the District for repairs 
made by the District upon unsafe structures, including changes 
in the “grace period,” during which interest does not run, from 
90 days to 60 days, and change the rate of interest from 10 percent 
per annum to one-half of 1 percent per month; 

(3) Permit administrative changes in the methods of serving 
notice upon the owners of property to simplify and standardize 
such procedures; and 

(4) Change functional titles of officials in the act to conform 
with the provisions of Reorganization Plan No. 5 of 1952 (66 
Stat. 824). 

The bill was requested by the Board of District Commissioners and 
the amendments to it were suggested by them to clarify the measure. 
A letter dated August 15, 1957 from the Commissioners containing 
an analysis of the measure is herewith made a part of this report: 

Avoust 15, 1957. 
The PRESIDENT, 
United States Senate, 
Washington, D. C. 

My Dear Mr. Prestpent: The Commissioners have the honor to 
submit herewith a draft of a bill to amend the act entitled “An act 
to authorize the Commissioners of the District of Columbia to remove 
dangerous and unsafe buildings and parts thereof, and for other pur- 
poses,’”’ approved March 1 1899, as amended. 

The act of March 1, 1899, as amended (title 5, ch. 5, D. C. Code, 
1951 edition), contains a number of references to the “inspector of 
buildings.”’ There is not, however, and has not for a number of years 
been any ‘Inspector of Buildings,” as such, in the District govern- 
ment. The function at one time performed by the “Inspector of 
Buildings” was, until 1952, performed by the Building Inspection 
Division. Reorganization Plan No. 5 of 1952 (66 Stat. 824) trans- 
ferred to the Commissioners the functions of the Building Inspection 
Division, and so, in order to modernize the act, the bill would strike 
the term “inspector of buildings” wherever it appears in the act and 
insert the term ‘Commissioners.”’ Section 2 also amends the first 
section of the act by adding a definition of “Commissioners.” 

The first section of the act provides that in the event a structure is 
found to be unsafe from any cause, and if the owner, after being noti- 
fied by the District, fails to remedy the unsafe condition, the District 
is authorized, if public safety requires immediate action, to make 
such repairs or take such other corrective action as may be necessary. 
There is, however, no provision for the cost of any such work to be 
assessed against the property and collected as a tax as is the case 
when unsafe conditions not demanding immediate action are corrected 
by the District under the authority of sections 2 and 3 of the act. 
Accordingly, section 5 of the bill provides that the Commissioners 
determine the cost of any work performed under the act and assess 
such cost against the property to be collected as taxes in the manner 
provided in the proposed new section 6 of the act. 

It is also felt that many relatively minor unsafe conditions could 
be more expeditiously handled by the owner of the property rather 
than being undertaken by the District, so the bill provides that a 
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penalty for failure to act to make the required repairs or other cor- 
rective action be imposed upon the owner of the property. The bill 
proposes a fine of $50 for each day the required action is not under- 
taken. 

Another purpose of the bill is to eliminate administrative difficulties 
encountered by the Assessor in connection with the assessment and 
collection of costs assessed as taxes. The act now provides that in 
those cases where the cost of work undertaken by the District can be 
assessed against the property, the owner can pay the amount assessed 
within 90 days without interest, and after that time, if the amount is 
not paid, bear interest at the rate of 10 percent per annum be collected 
as general taxes are collected in the District. There is, however, no 
provision for a specific time when the assessment shall be paid. 

The bill would add a new section to the act providing for payment 
of the assessment without interest within 60 days after the assessment 
is levied. Interest at the rate of one-half of 1 percent a month or 
portion of a month would be charged after such 60-day period. The 
tax would be payable in three equal installments, with interest. If 
the tax be not paid in full within 2 years after the assessment is 
levied, the property would be subject to sale at the next ensuing tax 
sale. 

Section 5 of the act specifies a number of methods of service of 
notice, and sets forth the order of precedence in which such methods 
are to be used. Section 6 of the bill amends this section (renumbered 
sec. 7) so as to eliminate the order of precedence of these methods of 
service, and permits the use of prescribed methods of serving notice 
without the necessity of using such methods in a specified order. The 
proposed amendment of this section also provides that in any instance 
in which any method other than personal service is used, a copy of 
such notice shall also be sent to the owner by ordinary mail. 

Finally, existing law does not authorize the Commissioners to 
require an unsafe structure to be vacated by its occupants, and for 
this reason it is sometimes impossible to proceed to correct an unsafe 
condition. The bill proposes a new section authorizing the Commis- 
sioners to order an unsafe building or structure to be vacated by giv- 
ing notice to those concerned. This new section also provides for a 
fine or imprisonment for failure to comply with its provisions. 

The Commissioners have been advised by the Bureau of the Budget 
that there is no objection on the part of that office to the submission 
of this draft bill to the Congress. 

Yours very sincerely, 
Rosert E. McLavGutin, 
President, Board of Commissioners, District of Columbia. 


Enactment of this legislation will involve no additional cost to the 
District of Columbia. 
This bill was favorably reported by an unanimous vote of the full 
committee. 
CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XX1TX of the Standing 
Rules of the Senate, changes in existing law in the bill, as reported, are 
shown as follows (existing law proposed to be omitted is enclosed in 
black brackets, new matter is printed in italics, existing law in which 
no change is proposed is shown in roman): 
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(30 Srar. 923; 49 Stat. 106) 


That if in the District of Columbia any building or part of a building, 
staging, or other structure, or anything attached to or connected with 
any building or other structure or excavation, shall, from any cause, 
be reported unsafe, the [inspector of buildings] Commissioners shall 
examine such structure or excavation, and if, in [his opinion] their 
opinion, the same be unsafe, [he shall] they shall immediately notify 
the owner, agent, or other persons having an interest in said structure 
or excavation, to cause the same to be made safe and secure, or that the 
same be removed, as may be necessary. The person or persons so noti- 
fied shall be allowed until 12 o’clock noon of the day following the 
service of such notice in which to commence the securing or removal 
of the same; and he or they shall employ sufficient labor to remove 
or secure the said building or excavation as expeditiously as can be 
done: Provided, however, That in a case where the public safety requires 
immediate action the [inspector of buildings] Commissioners may 
enter upon the premises, with such workmen and assistants as may be 
necessary, and cause the said unsafe structure or excavation to be 
shored up, taken down, or otherwise secured without delay, and a 
proper fence or boarding to be put up for the protection of passerby. 
The term ‘‘Commissioners”’ means the Commissioners of the District of 
Columbia sitting as a board or the agent or agents designated by them to 
perform any function vested in said Commissioners by this Act. 

Sec. 2. That when the public safety does not, in the judgment of 
the [inspector of buildings ] Commissioners demand immediate action, 
if the owner, agent, or other party interested in said unsafe struc ture 
cr excavation, having been notified, shall refuse or neglect to comply 
with the requirements of said notice within the time specified, then 
a careful survey of the premises shall be made by three disinter- 
ested persons, one to be appointed by the Commissioners of the Dis- 
trict of Columbia, one by the owner or other person interested, and 
the third to be chosen by these two, and the report of said survey shall 
be reduced to writing, and a copy served upon the owner or other 
interested party; and if said owner or other interested party refuse or 
neglect to appoint a member of said board of survey within the time 
specified in said notice, then the survey shall be made by the [inspector 
of buildings] Commissioners and the person chosen by the Commis- 
sioners, and in case of disagreement they shall choose a third person, 
and the determination of a majority of the three so chosen shall be 
final. 

Sec. 3. That whenever the report of any such survey shall declare 
the structure or excavation to be unsafe, or shall state that structural 
repairs should be made in order to place the said structure or excava- 
tion in a fit condition for further occupancy or use, and the owner or 
other interested person shall for ten days neglect or refuse to cause 
such structure or excavation to be taken down or otherwise to be made 
safe, the [inspector of buildings] Commissioners shall proceed to make 
such structure or excavation safe or remove the same. After the 
expiration of the ten days in which the owner or other interested per- 
son is given to make the structure or excavation safe, or to be taken 
down or removed, the owner or other interested person, having failed 
to comply with the provision of the report of the board of survey, 
shall not enter, or cause to be entered, the premises for the purpose of 
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making the repairs ordered, or razing the building; as the case may 
be; or in any other way to interfere with the authorized agents of the 
District of Columbia in making the said structure or excavation safe, 
or in removing same, without first having obtained the written con- 
sent of the Commissioners of the District of Columbia or their duly 
authorized representatives. [The inspector of buildings shall report 
the cost and expense of said work to the Commissioners of the said 
District, who shall assess the amount thereof upon the lot or ground 
whereon such structure or excavation stands, or stood, or was dug, 
and unless the said assessment is paid within ninety days from the 
service of notice thereof on the agent or owner of such property, the 
same shall bear interest at the rate of 10 per centum per annum from 
the date of such assessment until paid, fecha be collected as general 
taxes are collected in said District; but said assessment shall be without 
prejudice to the right which the owner may have to recover from any 
lessee or other person liable for repairs. ] 

Sec. 4. That the existence on any lot or parcel of land, in the 
District of Columbia, of any uncovered well, cistern, dangerous 
hole, excavation, or of any abandoned vehicles of any description or 
parts thereof, miscellaneous materials or debris of any kind, includ- 
ing substances that have accumulated as the result of repairs to yards 
or any building operations, insofar as they affect the public health, 
comfort, safety, and welfare is hereby declared a nuisance danger- 
ous to life and limb, and any person, corporation, partnership, syn- 
dicate, or company, owning a lot or parcel of land in said District 
on which such a nuisance exists who shall neglect or refuse to abate 
the same to the satisfaction of the Commissioners of the District 
of Columbia, after five days’ notice from them to do so, shall, on 
conviction in the police court be punished by a fine of not exceeding 
$50 for each and every day said person, corporation, partnership, 
or syndicate, fails to comply with such notice. In case the owner 
of, or agent or other party interested in, any lot or parcel of land in 
the District of Columbia, on which there exists an open well, cistern, 
dangerous hole or excavation, or any abandoned or unused vehicles 
or parts thereof, or miscellaneous accumulation of material or debris 
which affects public safety, health, comfort, and welfare, shall fail, 
after notice aforesaid, to abate said nuisance within one week after 
the expiration of such notice, the said Commissioners may cause the 
lot or parcel of land on which the nuisance exists to be secured by 
fences or otherwise enclosed, and the removal of any abandoned 
vehicles, parts thereof or miscellaneous accumulation of material or 
debris adversely affecting the public safety, health, comfort, and 
welfare, and the cost and expense thereof shall be assessed by said 
Commissioners as a tax against the property on which such nuisance 
exists, and the tax so assessed shall [bear interest at the rate of 10 
per centum per annum until paid, and be carried on the regular 
tax rolls of the District of Columbia and shall be collected in the 
manner provided for the collection of gneral taxes] be collected as 
general taxes are collected in said District in the manner provided in 
section 6 of this Act. 

Sec. 5. The Commissioners shall determine the cost and expense of 
any work performed by them under the authority of the first four sections 
of this Act and shall assess such cost and expense upon the lot or ground 
whereon such stricture, excavation, or nuisance stands, stood, was dug, 
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was located, or existed, and this amount shall be collected as general 
taxes are collected in said District in the manner provided in section 6 
of this Act. Any person, corporation, partnership, syndicate, or company 
subject to the provisions of the first three sections of this Act who shall 
neglect or refuse to perform any act required by such sections shall be 
punished by a fine not exceeding $50 for each and every day said person, 
corporation, partnership, syndicate, or company fails to perform any 
act required by such sections. 

Sec. 6. Any tax authorized to be levied and collected under this Act 
may be paid without interest within sixty days from the date such tax 
was levied. Interest of one-half of 1 per centum for each month or part 
thereof shall be charged on all unpaid amounts from the expiration of sixty 
days from the date such tax was levied. Any such tax may be paid in 
three equal installments with interest thereon. If any such tax or part 
thereof shall remain unpaid after the expiration of two years from the 
date such tax was levied, the property against which said tax was levied 
may be sold for such tax or unpaid portion thereof with interest and 
penalties thereon at the next ensuing annual tax sale in the same manner 
and under the same conditions as property sold for delinquent general 
real estate taxes, if said tax with interest and penalties thereon shall not 
have been paid in full prior to said sale. 

(Sec. 5. That for the purposes of this Act any notice required by 
law or by any regulation aforesaid to be served shall be deemed to 
have been served. (a) if delivered to the person to be notified, or if 
left at the usual residence or place of business of the person to be 
notified, with a person of suitable age and discretion then resident 
therein; or (b) if no such residence or place of business can be found 
in said District by reasonable search, if left with any person of suitable 
age and discretion employed therein at the office of any agent of the 
person to be notified, which agent has any authority or “duty with 
reference to the land or tenement to which said notice relates; or 
(c) if no such office can be found in said District by reasonable search, 
if forwarded by registered mail to the last known address of the person 
to be notified and not returned by the post-office authorities; or (d) if 
no address be known or can by reasonable diligence be ascertained, 
or if any notice forwarded as authorized by the preceding clause of 
this section be returned by the post-office authorities, if published on 
three consecutive days in a daily newspaper published in the District 
of Columbia; or (e) if by reason of an outstanding, unrecorded transfer 
of title the name of the owner in fact cannot be ascertained beyond 
a reasonable doubt, if served on the owner of record in the manner 
hereinbefore in this section provided; or (f) in case any owner be a 
nonresident of the District of Columbia, then after public notice by 
said Commissioners given at least twice a week for one week in one 
newspaper published in the District of Columbia, by advertisement, 
describing the property, specifying the nuisance to be abated. Any 
notice required by law or by any regulation aforesaid to be served on a 
corporation shall for the purposes of this Act be deemed to have been 
served on any such corporation if served on the president, secretary, 
treasurer, general manager, or any principal officer of such corporation 
in the manner hereinbefore provided for the service of notices on 
natural persons holding property in their own right; and, if required 
to be served on any foreign corporation, if served on any agent of 
such corporation personally, or if left with any person of suitable age 
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andsdiscretion residing at the usual residence or em aoe at the place 
of business of such agent in the District of Columbia. Every notice 
aforesaid shall be in writing or printing, or sean in writing and 
partly in printing; shall be addressed by name to the person to be 
notified; shall describe with certainty the character and location of 
the unlawful condition to be corrected, and shall allow a reasonable 
time to be specified in said notice, within which the person notified 
may correct such unlawful condition or show cause why he should 
not be required to do so.] 

Sec. 7. (a) Any notice required by this Act to be served shall be deemed 
to have been served when served by any of the following methods: (1) when 
forwarded to the last known address of the owner as recorded in the real 
estate assessment records of the District of Columbia, by registered mail, 
with return receipt, and such receipt shall constitute prima facie evidence 
of service upon such owner if such receipt is signed either by the owner or 
by a person of suitable age and discretion located at such address: Pro- 
vided, That valid service upon the owner shall be deemed effected if such 
notice shall be refused by the owner and not delivered for that reason; or 
(2) when delivered to the person to be notified; or (3) when left at the usual 
residence or place of business of the person to be notified with a person of 
suitable age and discretion then resident or employed therein; or (4) if no 
such residence or place of business can be found in the District of Columbia 
by reasonable search, then if left with any person of suitable age and dis- 
cretion employed at the office of any agent of the person to be notified, which 
agent has any authority or duty with reference to the land or tenement to 
which said notice relates; or (5) if any such notice forwarded by registered 
mail be returned for reasons other than refusal, or if personal service of any 
such notice, as hereinbefore provided, cannot be effected, then if published 
on three consecutive days in a daily neswpaper published in the District of 
Columbia; or (6) af by reason of an outstanding unrecorded transfer of 
title the name of the owner in fact cannot be ascertained beyond a reason- 
able doubt, then it served on the owner of record in a manner hereinbefore 
provided. Any notice to a corporation shall, for the purposes of this 

Act, be deemed to have been served on such corporation if served on the 
president, secretary, treasurer, general manager, or any principal officer 
of such corporation in the manner hereinbefore provided for the service of 
notices on natural persons holding property in their own right; and notices 
to a foreign corporation shall, for the purposes of this Act, be deemed to 
have been served if served personally on any agent of such corporation, or 
if left with any person of suitable age and discretion residing at the usual 
residence or employed at the usual place of business of such agent in the 
District of Columbia. 

(b) In case such notice is served. by any method. other than personal 
service, a copy of such notice shall also be sent to the owner by ordinary 
mail. 

Sec. 8. Whenever the Commissioners find that any building or part of 
a building, staging or other structure, or anything attached to or connected 
with any building or other structure or excavation shall cause a building 
to be unsafe for human occupancy, they shall give notice of such fact to 
the owner or other person having an interest in such building, and to the 
occupant or occupants thereof. If within five days after such notice has 
been served upon such owner or other interested person, such building or 
part thereof has not been made safe for human occupancy, the Commis- 
sioners may order the use of such building or part thereof discontinued 
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until it has been made safe: Provided, That if in the opinion of the @om- 
missioners the unsafe condition of the bwilding or part thereof is such as to 
be imminently dangerous to the life or limb of any occupant, the Com- 
missioners may order the immediate discontinuance of the use of such 
such building or part thereof. Any person occupying, or permitting the 
occupany of, such building or part thereof in violation of such order of the 
Commissioners shall be fined not more than $300 or imprisoned for not 
more than thirty days. 

[Sec. 6] Szc. 9. That all Acts and parts of Acts inconsistent with 
this Act, be, and the same are hereby, repealed. 


O 
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CHICAGO INTERNATIONAL FAIR AND EXPOSITION 


Marcu 12, 1958.—Ordered to be printed 


Mr. Doveutas, from the Committee on Finance, submitted the 
following 


REPORT 


[To accompany H. R. 10242] 


The Committee on Finance, to whom was referred the bill (H. R. 
10242) to permit articles imported from foreign countries for the 
purpose of exhibition at the Chicago International Fair and Exposi- 
tion, to be held in July 1959 at Chicago, Ill., to be admitted without 
payment of tariff, and for other purposes, having considered the same, 
report favorably thereon without amendment and recommend that 
the bill do pass. 

PURPOSE 


The purpose of H. R. 10242, as amended, is to permit the entry, 
free of duty, of articles imported for exhibition at the Chicago Inter- 
national Fair and Exposition to be held at Chicago, Ill., in July 1959. 


GENERAL STATEMENT 


This bill follows the pattern of previous legislation enacted by the 
Congress in connection with various international exhibitions, expo- 
sitions, and fairs held in the United States. 

It has long been the policy of the Congress to facilitate participa- 
tion of foreign countries in international expositions held in the United 
States by permitting articles intended for display at these expositions 
to be entered free of import duties and charges under safeguarding 
regulations of the Secretary of the Treasury. 

The Chicago International Fair and Exposition is to be held at 
Chicago, Ill., from July 1, 1959, to July 19, 1959, inclusive, by the 
Chicagoland Commerce & Industry Exposition, Ine. 
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H. R. 10242 provides that the imported articles shall not be subject 
to marking requirements of the general tariff laws except when such 
articles are withdrawn for consumption or use in the United States. 
Articles admitted may be lawfully sold at any time during or within 
3 months after the close of the-exposition, subject to such regulations 
for the security of the revenue and for the collection of import duties 
as the Secretary of the Treasury shall prescribe. 

Your committee is unanimous in urging the enactment of this 
legislation. O 
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LETTER OF TRANSMITTAL 
Fesrvuary 21, 1958. 
Hon. James O. Eastanp, 
Chairman, Committee on the Judiciary, 
United States Senate, 
Washington, D.C. 

Dear Senator Eastuanp: I am transmitting herewith for the in- 
formation of the members of the Committee on the Judiciary a report 
of the Antitrust and Monopoly Subcommittee entitled “Rapid Amor- 
tization in Regulated Industries,” together with the individual minor- 
ity views of Senators Dirksen and Wiley. 

The report is based upon the record of hearings begun on May 23, 
1957, and concluded on July 30, 1957, with respect to the use by elec- 
tric utilities of tax amortization as a vehicle for the furtherance of 
monopolistic control. 

Sincerely, 
Estes Keravuver, Chairman, 
Subcommittee on Antitrust and Monopoly. 
v 








85TH CONGRESS SENATE | Report 
2d Session No. 1380 


RAPID AMORTIZATION IN REGULATED INDUSTRIES 


Marcu 12, 1958.—Ordered to be printed 


Mr. Keravver, from the Committee on the Judiciary, submitted 
the following 


REPORT 
Together with 
INDIVIDUAL VIEWS 


[Pursuant to 8S. Res. 57, 85th Cong. as extended]* 


I. InrropuctTion 


A. PURPOSE OF HEARINGS 


Tax amortization was a device to encourage the construction of 
short-lived emergency facilities to support the prosecution of war. 
Congress in 1940, first provided for this means of charging off in 5 
years, through accelerated depreciation, the cost of a facility, without 
reference to the actual life of the plant. Misgivings were expressed 
as early as 1951 as to the wisdom of conferring tax amortization when 
companies had already committed themselves to the construction of 
plants, but the grants were defended because of their emergency 
nature and the likelihood of short usefulness. 

In 1955, the Office of Defense Mobilization embarked upon an appli- 
cation of tax amortization of an entirely different character from what 
had previously prevailed. Director Arthur S. Flemming, on April 
15, placed the expansion goal for electric power generation on what 
he termed a full mobilization basis. The test applied was no longer 
the defense need of the specific plant, but, rather, on a nationwide basis, 
whether any plant proposed to be built by an electric utility of class A 
or class B size would be entered for consideration by the end of 1955 
and be in service in a dispersed area by the end of 1958. Under the 

*The time for filing this report pursuant to S. Res. 57, 85th Cong., was, by an order of 


the Senate on January 29, 1958, extended from January 31, 1958, to February 21, 1958, and 
by a further order on February 21, 1958, was extended to March 17, 1958. 
1 
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new policy, through April 17, 1957, when certificates of necessity were 
awarded to the Idaho Power Co. for construction of two dams in the 
Hells Canyon reach of the Snake River in Idaho and Oregon, location 
in a target area was the only ground on which applications were 
denied. The sharp contrast with the tests previously in force is 
brought out by the fact that the denials were based on the concentration 
of vital defense installations near the proposed electric generating 

lant. -The technician of the Department of the Interior, who single- 

andedly made the computations on which percentages of amortization 
were based, defended his advocacy of the granting of amortization to a 
facility located near the Government’s arsenal at Springfield, Mass. 
In that case, he testified, the power was needed. 

Complaints had been made to the Subcommittee on Antitrust and 
Monopoly that tax amortization was being used by electric utilities 
as a vehicle for the furtherance of monopolistic control by facilitating 
acquisitions of other utilities and hamstringing public power. It was 
asserted that the enhanced financial power provided by the govern- 
mental subsidy of tax amortization in some instances insulated the 
privately owned utilities from the yardstick of Federal power and 
throughout whole areas made the privately owned utilities the arbiters 
of competition and rates. Subsequent to the awards to the Idaho 
Power Co., the subcommittee therefore scheduled hearings on the effect 
of the grant of tax amortization on industries which have a guaranteed 
return. 

Hearings began on May 17, 1957, and continued through July 30. 
Public hnowteien of a complex but vitally important problem was 
substantially increased. The grants to the Idaho Power Co. were 
examined minutely, and the full story of the electric power expansion 
program fostered by the Office of Defense Mobilization was unraveled. 
The working of tax amortization was brought out from behind the 
walls of great banking institutions and explained in terms that the 
ordinary intelligent taxpayer could understand. The exposition went 
into such mysteries as tax-free dividends paid by electric utilities as 
a result. of tax amortization, enormous acquisitions by utilities which 
enjoyed the grants, the actual cost to the Government and the potential 
benefits to the companies which received the subsidies. Within less 
than a month from the start of the hearings, the Idaho Power Co. 
rejected its two certificates. On August 27, the Revenue Act of 1957 
became law, and incorporated within it was Senator Harry F. Byrd’s 

rovision that tax amortization be limited to new or specialized items 
or sale to the Department of Defense or the Atomic Energy Commis- 
sion, or for research and development for those purposes. 

The reasons behind the drastic change in policy enunciated by ODM 
Director Flemming in April 1955 did not come to light, but the sub- 
committee did learn that on the day his successor, Gordon Gray, de- 
cided to make the awards to the Idaho Power Co., he informed the As- 
sistant to the President, Sherman Adams, and three other high- 
ranking White House officials. That the decision of 1955 was made 
over the objection of the Department of the Interior, despite an asser- 
tion to a congressional committee by Mr. Flemming of concurrence 
by that Department, came to light when correspondence at the Depart- 
ment and at ODM was examined. Mr. Gray likewise told the sub- 
committee, on his first appearance on May 23, that Interior had con- 
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curred in the awards to the Idaho Power Co., not mentioning the fact 
that on March 11 Interior Secretary Fred A. Seaton had submitted a 
strong letter recommending disapproval. 

Mr. Gray, Secretary Seaton, FPC Chairman Jerome K. Kuyken- 
dall, and other officials of the Government testified in detail, as did 
Senators and Representatives in Congress, spokesmen for public-power 
groups, officers of the Idaho Power Co., and officials and employees 
of Ebasco Services, Inc. Ebasco, the wholly owned subsidiary of the 
Electric Bond & Share Co., was the agent for Idaho Power in obtain- 
ing the amortization certificates, and also acted on behalf of a number 
of other utilities, obtaining 23.8 percent of the value of all facilities 
covered by amortization of electric power generation from 1955 to the 
closing of the program in April 1957, The relationship of Ebasco with 
the key Interior employee working in this field was brought out fully in 
the hearings. 


B. DESCRIPTION OF TAX AMORTIZATION 


Tax amortization in the United States had its origin in the Second 
World War. The Congress recognized that the Government would 
have difficulty in inducing manufacturers to build new emergency 
facilities which probably would become wholly useless when the emer- 
gency period passed. Accordingly, a provision for amortization of 
an emergency facility over a 60-month period was incorporated in the 
Second Revenue Act of 1940 which enabled the writing off of the en- 
tire cost of the facility in that time, regardless of the actual life of the 
facility. The conferring of tax benefits through the higher deprecia- 
tion charges and their effect on taxable net income were looked upon 
as a price the Government would pay to forego the necessity of build- 
ing plants itself. Considering the vast expenditures necessitated b 
the war, the amount covered for amortization was relatively sma 
through 1945, amounting to $6 billion, as compared with $30 billion 
spent by the Government for the construction of defense plants. The 
provision in the 1940 statute lapsed after the end of the war. 

With the outbreak of the Korean emergency, tax amortization again 
was authorized in the Revenue Act of 1950, which became law Septem- 
ber 23, 1950. It was not provided for in the version which was adopted 
by the House of Representatives. The Senate Committee on Finance 
inserted the provision for tax amortization in the revenue legislation, 
and in its report explained that the provision had the tains Teas ob- 
jectives as the 1940 act, and was for the purpose of providing amor- 
tization for facilities of an emergency character. 

The hearings before the subcommittee were not concerned with tax 
amortization in general but rather with the application of tax amor- 
tization to regulated industries, and in particular to the electric-utility 
industry. Testimony was presented which appears to have disposed 
finally of certain slogans. Whether tax amortization is or is not 
desirable, it does cost the Government money, and when it is ap- 
plied on a big scale, as in the case of electric utilities, the cost is 
enormous to the Government. The builder of the amortized facility 
does receive a lasting benefit from the high depreciation deductions of 
the first 5 years of the life of the facility. From 1955 through April 
1957 the awards of certificates of necessity to electric utilities set in 
motion benefits to the utilities which witnesses testified ultimately will 
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reach $2.6 billion. The cost to the Government for the amortization of 
these facilities was estimated at $787.6 million. 

The subcommittee was assured by the Director of the Office of De- 
fense Mobilization that the standards which governed the issuance of 
the certificates of necessity to the Idaho Power Co. were the same as 
those which were in force since amortization first was granted to 
electric utilities in 1951. Detailed testimony by the official who served 
as General Counsel and Deputy Administrator of the Defense Electric 
Power Administration, on the other hand, was to the effect that during 
the Korean emergency no electric utility was considered for amortiza- 
tion unless there was a defense need for its construction, and that lack- 
ing such a defense need, approval would not be given even for the 
allocation of any scarce material for the construction of the facility. 
Ultimately, the essential difference between the program in force in 
the Korean emergency and that established by order of the Director 
of Defense Mobilization on April 15, 1955, came to light. The differ- 
ence was that the former tested each application for amortization on 
whether or not that specific plant was essential for defense; whereas 
the later program on the ground that any increase in electric power 
generating capacity was an aid to national defense, approved the appli- 
cation of every class A and class B electric utility if the plant was not 
located in a target area. 

The subcommittee, told by the Assistant Secretary of the Interior 
that this national basis nevertheless finally brought the same result, 
also noted the effects, as disclosed by the surveys made by the Federal 
Power Commission. One of these showed partially tax-free dividends 
paid in a single year by 12 electric utilities because of funds made avail- 
able through tax amortization, the disbursements in that year totaling 
$52,291,129 and the amount tax free to recipients totaling $19,309,- 
478. Projected over the 5-year period of amortization, distributions of 
these companies would reach $261,445,645, and the amount tax free to 
recipients would come to $96,997,390. Electric-utility companies which 
had been granted tax amortization made subsequent acquisitions 
totaling $287,010,329. Their certificates of necessity covered $2,095,- 
963,000 in facilities. Smaller utility companies and cooperatives alike 
were absorbed. 

A surprising disclosure at the hearings was that under the regula- 
tions of the Federal Power Commission, as upheld by the courts, it 
has been held that Congress did not intend consumers to benefit 
through lower rates as a result of tax amortization but rather that the 
inducement was intended as a benefit to the electric-utility company. 


C. SPECIAL RELEVANCE TO WORK OF SUBCOMMITTEE 


1. Valuable only to companies with high income 


New business and small business have little opportunity to qualify 
under tax amortization. This weakness has long been cited by those 
who have urged that instead of such stress being laid upon tax 
amortization, more attention be given to the use of the governmental 
loans contemplated by the Defense Production Act of 1950. The 
essential reason that tax amortization was attractive to large enter- 
prises and the reason that it virtually excluded small business and new 
undertakings was that the high depreciation charges of the first 5 


- 
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years were valuable only if there was high income which such de- 
preciation would offset. ae 

Further, in commenting on the operation of the tax amortization 
program, a staff report of the Joint Committee on Internal Revenue 
Taxation said : 


A striking thing about the tax amortization program in the 
electric-power field is that it is an incentive that operates 
only for private taxable utilities and not for the publicly 
owned companies (32). 


, 


2. Providing funds for acquisitions and predatory practices 

The subcommittee heard testimony that some electric utilities used 
the cash generated by tax amortization to engage in predatory prac- 
tices against neighboring utilities, some of them cooperatives. A sur- 
vey undertaken by the Federal Power Commission at the request of 
the subcommittee showed the vast extent of acquisitions made by 
utilities subsequent to their participation in tax-amortization benefits. 
These findings are detailed in a subsequent section of this report. 


II. Execrric Urinrries Nor Appropriate ror Tax AMORTIZATION 


A. LONG LIFE OF FACILITY 


When the Federal Power Commission, in its opinion 264, established 
its policy in 1953 that tax amortization was for the benefit of the 
company and not the consumer, Commissioner Dale E. Doty dissented. 
Mr. Doty pointed to the congressional intention to attract capital for 
emergency facilities which would cease to have usefulness at the end 
of the war (1025). 

John L. Sullivan, then Assistant Secretary of the Treasury, in ap- 
pearing in support of the Second Revenue Act of 1940 testified that 
the inability of manufacturers to obtain special amortization allow- 
ances was impeding the letting of defense contracts. 

“Under the existing law,” he said, “the taxpayer is permitted to 
spread the cost of his depreciable assets over their expected life. * * * 
| However] * * * in those cases in which the plant and equipment 
will have little or no use after the completion of the defense program, 
the rate of depreciation must be increased if the manufacturer is to 
have the opportunity of charging the cost against income during the 
period of emergency.” 

The average life of a steam-generating plant is 3314 years, and 
that of a hydroelectric plant is 50 years. 


B. NORMAL AND CONTINUING DEMAND 


The Federal Power Commission itself recognized that utilities are 
not in the same position as nonregulated industries, which require 
special inducements to build plants. In its decision in the Amere 
case, the Commission dealt with liberalized depreciation as provided 
for in 1954 rather than tax amortization, but the principle is iden- 
tical. In its decision of June 30, 1956, the Commission said: 


The extraordinary ability and willingness of natural gas 
companies, including petitioners, to attract capital and con- 
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struct new facilities causes us to question whether the in- 
centive provided by section 167 is necessary or desirable for 
this industry, or will in the long run be as beneficial to the 
public interest as is the present method of treating deprecia- 
tion expense (439). 


C. GUARANTEED RETURN 


Public utilities are regulated, and as part of the price for regu- 
lation of essential services, the Federal Power Commission and the 
States permit utilities to make what is termed a fair return on their 
investment. If expenses rise unduly, or if demand falls off, the pub- 
lic body makes rate adjustments. Senator Byrd, in commenting on 
tax amortization for utilities, said he regarded it as without justifi- 
cation, because utilities are guaranteed profits (734). Chairman 
Rapengsall of the FPC testified that 6 percent is the return normally 
allowed. 


D. QUESTIONABLE LEGALITY OF TAX AMORTIZATION FOR UTILITIES 


The General Counsel for ODM, Charles H. Kendall, testified before 
the subcommittee that there was no legal memorandum in support 
of the policy adopted when, in April 1955, ODM Director Flemming 
raised the mobilization goal to 150 million kilowatts and made it 
possible for any class A or B utility to get tax amortization unless 
its facility was in a target area. 

James P. Radigan, senior specialist, Library of Congress, and for 
a _ head of the American Law Division, testified on June 18. 

e said; 


While an exceedingly broad construction of the literal 
wording of the act might make it permissible to grant an 
accelerated amortization certificate to Idaho Power, such 
action seems contrary to the legislative purpose and spirit of 
the act, the two elements which should control its admin- 
istration (772). 


The text of Mr. Radigan’s opinion follows: 


The words of the act (sec. 168 of the Internal Revenue 
Code of 1954) authorizing the issuance of accelerated amor- 
tization certificates for “emergency facilities” certified as 
“necessary in the interest of national defense” by an agency 
designated by the President, considered literally and sepa- 
rately from the known legislative purpose, might conceiv- 
ably permit the issuance of such a certificate to Idaho Power 
by the Office of Defense Mobilization. Such a construction 
of the act, however, is certainly not the only nor necessarily 
the most logical one that might be made. To arrive at suc 
a construction requires stretching to the utmost, or disre- 
garding entirely the cardinal rules of statutory construction 
apes to this type of act. 

his act does not fall within the rule of statutory construc- 
tion that where there is no ambiguity there is no room for 
construction (United States v. Wiltberger (1820), 5 Wheat. 
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76: Tewas v. Chiles (1875), 21 Wall. 488; Goodwin v. Colo- 
ralo Mortgage Investment Co., of London (1884), 110 U. 8. 
1; Yerke v. United States (1899), 173 U. S. 4389; United 
States v. Missouri P. R. Co. (1929), 278 U. S. 269); but 
rather under the rule that where there is ambiguity the char- 
acter of the statute determines the type of construction 
(United States v. Baltimore & O. S. W. R. Co. (1911), 22 
U.S.8). 

In Aeiacaaliahia administrative powers the legislative pur- 
pose is the controlling element (United States v. American 
Trucking Association (1940), 310 U. S. 534). 

If there is more than one construction possible under a 
literal reading of the words of a statute, the one most con- 
sistent with the legislative purpose should be adopted (United 
States v. Kata (1926), 271 b. S354). 

The reason and spirit of the law should prevail (Wilson 
vy. Mason (1801), 1 Cr. 45; United States v. Katz, supra; 
United States v. Kirby (1869), 7 Wall. 482). 

Statutes should be construed so as not to lead to an absurd 
consequence, but so as to effectuate the legislative intention 

United States v. Kirby, supra; Oates v. First National Bank 
+879), 100 U. S. 239; Church of the Holy Trinity v. United 
States (1892), 148 U. 8. 457; Law Ow Bew v. United States 
(1892), 144 U. S. 47; United States v. Oregon and C. R. Co. 
(1896), 164 U. S. 526; Hawaii v. Mankiche (1903), 190 U. S. 
197; Jacobson v. Massachusetts (1905), 197 U. S. 11; Haggar 
v. Helvering (1949), 308 U.S. 389). 

It is not proper to follow the literal meanings of the words 
of an act if to do so will lead to a variance with the policy of 
the legislation as a whole, United States v. American Truck- 
ing Association, supra. 

There is no ne. d to labor or to suppose that the administra- 
tors of this act were unaware of the fact that the necessity for 
the enactment of this act was the exhibited reluctance of busi- 
ness to build new emergency plants that might likely become 
wholly useless when the emergency period passed. (See 
United States v. Allen-Bradley (1957), 1 L. Ed. (2d) 347.) 
The 1950 act, under which the certificate was granted to 
Idaho Power is, for purposes under consideration here, the 
same as its predecessor 1940 act. In interpreting the latter, 
the court said the act was for the purpose of inducing pri- 
vate enterprise to acquire facilities for which they would 
have had no need (Wickes Corp. v. United States (1952), 
108 F. Supp. 616) or for inducing the immediate and large 
investment of private capital for construction of facilities 
for the production of materials vitally necessary (Arkansas- 
Oklahoma Gas Co. v. Commission of Internal Revenue 
(1953), 201 F. (2d) 98). The Senate Committee on Finance, 
which inserted this provision in the Revenue Act of 1950, 
stated the provision had the same basic objectives as the 1940 
act and was for the purpose of providing amortization for 
facilities of an emergency character. (See S. Rept. 2375 of 
8ist Cong., 2d sess., p. 58.) 
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To construe the words “ emergency facilities necessary in the 
interest of national defense” as applicable to an electrical 
generating plant of permanent construction in an area where 
the existing and the future known demands for electrical 
energy (without the necessity of the continuance of the 
emergency) would justify its construction, requires a total 
disregard of the stated purpose and of the spirit of the act. 
The need for this generating plant, without the existence of 
the Korean situation or any other similar police action, is 
readily determinable from (1) the Annual Reports of the 
Activities of the Joint Committee on Defense Production 

H. Rept. No. 1097, 83d Cong., 2d sess.; H. Rept. No. 1, 84th 
Cong., ist sess. ; H. Rept. No. 1669, 84th Cong., 2d ‘sess. ; ; 
H. Rept. No. 1, 85th Cong., 1st sess.) ; (2) Construction, 
Operation, and Maintenance of the Hells Canyon Dam on the 
Snake River between Idaho and Oregon (S. Rept. No. 324, 
85th Cong., Ist sess.) ; (3) Rapid Amortization of Emergency 
Facilities (hearings aan Senate Committee on Finance on 
S. 1795, 85th Cong., 1st sess.) ; (4) Public Works Appropria- 
tions for 1958, part 2 (hearings of House Appropriations 
Committees, 85th Cong., Ist sess.); and (5) a Report on 
5-Year Amortization of Emergency Defense Facilities Under 
Section 168 of the Internal Revenue Code of 1954 (committee 
print of Joint Committee on Internal Revenue Taxation, 
1956). 

To epitomize—while an exceedingly broad construction of 
the literal wording of the act might make it permissible to 
grant an accelerated amortization ‘certificate to Idaho Power, 
such action seems contrary to the legislative purpose and 
spirit of the act, the two elements which should control its 
administration. 


III. Curonotogy or Events Concerntne Ipano Power Company 
LicENSES AND Tax CERTIFICATES 


Events having to do with the licenses to construct the dams in the 
Hells Canyon reach of the Snake River are printed in étalics. All 
other materials are set forth in roman. 


1947 


June 24—Idaho Power Co. filed application with Federal Powe) 
Commission for preliminary permit to construct Oxbow dam. 


1950 


December 15—Idaho Power Co. filed application with Federal 
Power Commission for license to construct Oxbow dam. 


1951 


May 21—Interior Secretary Oscar Chapman intervened in opposi- 
tion to construction of Oxbow by Idaho Power Co. 
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1952 





March 19—ODM established objective of electric power generation 
Goal 55 at 107 million kilowatts. 

May 21—Ebasco Services, Inc., advised Idaho Power Co, on benefits 
available through tax amortization for financing of Snake River dams. 

July 7—Department of the Interior receiwed permission of F PC to 
intervene in opposition to Idaho Power Co. plan to construct Oxbow. 

August 16—ODM increased objective of electric power generation 
Goal 55 by 41 million kilowatts; new objective was 116 million by the 
end of 1955. 

1953 


A pril 24—E basco official reported: “Mr. Roach has had recent dis- 
cussions at Washington which make him fairly optimistic about get- 
ting the Oxbow license.” 

fo 15—Idaho Power Co. filed applications with FPC for licenses 
to construct low Hells Canyon and Brownlee dams. 

May 15—Jerome K. Kuykendall took office as Chairman of FPC. 

May 19—Department of the Interior withdrew as an imtervenor 
before Federal Power Commission in opposition to granting licenses 
for dams. 

June 27—Cease-fire in Korea. 

July—H earings begun before FPC on Idaho Power Co. license ap- 
plications. 

August 6—Idaho Power Co, filed application with ODM for tax 
amortization on Oxbow project, TA 26407 

August 7—President Thomas E. Roach, of Idaho Power Co., urged 
approval of tax-amortization application in letter to Defense Pro- 
duction Administration, on basis of value of project for aluminum 
production. 

August 21—Idaho Power Co. filed application for tax amortization 
on Brownlee dam, TA 26500. 

September 3—Walter B. Cosdon, Washington office manager of 
Ebasco Services, Inc., advised Idaho Power Co. president that stress- 
ing value of dams for aluminum production was the only way tax 
amortization could be effected prior to granting of licenses by FPC. 

December 3—Electric power expansion goal 55 suspended tempo- 
rarily. 

December 4—FPC issued opinion 264, holding that consumer was 
not meant to benefit through lower rates from tax amortization but 
rather the utility was to benefit. 

December 6—In hearings on license applications before FPC, 
President Roach of Idaho Power Co. testified he had only faint hope 
of the projects being granted tax amortization. 


1954 








January 29—Interior Secretary Douglas McKay recommended that 
electric power expansion goal 55 be closed. 

April 7—ODM Director Arthur S. Flemming pressed Interior De- 
partment for a program for electric-power facilities in case of war. 

May 3—Interior Assistant Secretary Fred G. Aandahl told ODM 
that electric-power reserves were good but promised that Interior De- 
partment would “take another look.” 
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July 29—Interior Acting Secretary Tudor recommended that goal 
55 be closed as reserve margins of 20 percent through 1958 were 
assumed sufficient for partial mobilization. 

December 9—Interior Acting Secretary Clarence A. Davis objected 
to increasing capacity sought under goal 55, reaffirming recommenda- 
tion that goal be closed. Assumptions for study by Interior had not 
been received from ODM. 

1955 


February 1—Idaho Power Co. filed amended applications for tax 
amortization on Oxbow and Brownlee projects. 

April 15—ODM Director Flemming reopened expansion goal 55 for 
electric-power expansion, raising the limit to 150 million kilowatts by 
the end of 1958, an increase of 34 million kilowatts. 

Mr. Flemming told Joint Committee on Defense Production that 
the decision was not taken on the basis of a study but according to the 
best judgment of ODM officials. He testified: “We have decided, 
with the concurrence of the Department of the Interior, our delegate 
agency in this field, to reopen and update the expansion goal for elec- 
tric power.” 

May 6—FPC Examiner William J. Costello entered initial decision 
on award of licenses to Idaho Power Co. 

August 4—F PC granted licenses fo? Idaho Power Co. to construct 
Oxbow, Brownlee, and low Hells Canyon Dams. 

August 11—Interior Acting Secretary Clarence A. Davis asked 
ODM to consider closing electric-power goal, while protecting then 
current applicants, and said tax amortization had tended to promote 
favorable margins of reserve. 

August 11—ODM suspended goals, pending review of production 
capacity. 

September 9—Vice President Inman, of Idaho Power Co., urged 
ODM to approve Oxbow and Brownlee applications for tax amortiza- 
tion. 

September 29—-ODM reopened electric-power goal, directing that 
all applications must be received by December 31, 1955. 

October 6—Interior Secretary Douglas McKay submitted reports 
from his Department on activities under defense-production legisla- 
tion to joint committee. Assistant Secretary Aandahl reported that at 
ODM-Interior conferences in March and April that “agreement was 
reached that planning should be premised on not partial but ful] 
mobilization.” 

October 7—Chairman Kuykendall, of FPC, transmitted to George 
A. Landry, ODM, excerpts from transcript of hearings on license 
applications bearing on representations of Idaho Power Co. witnesses 
as to tax amortization. 

October 25—Interior Department recommended approval of tax 
amortization for Brownlee and Oxbow projects. 


1956 


April 27—Interior Assistant Secretary Aandahl wrote to George 
A. Landry, ODM, rejecting group comment protest of Senators on 
tax amortization for Brownlee and Oxbow, renewed recommendation 
for their approval, and stated the basis of a national test for all proj- 
ects rather than a defense needs test for each project. 
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1957 


March 11—Idaho Power Co. applied to FPC for approval of pro- 
posed $40 million financing. 

Interior Secretary Fred A. Seaton wrote to ODM Director Arthur 
S. Flemming, recommending disapproval of Brownlee and Oxbow 
applications for tax amortization. 

March 14—Gordon Gray took office as ODM Director and consulted 
with Mr. Flemming on Idaho Power applications and Secretary 
Seaton’s letter. 

April 1—United States Supreme Court denied certiorari on petition 
attacking issuance of licenses to Idaho Power Co. by FPC. 

April 4—Senator Byrd introduced S. 1795 (intended as an amend- 
ment to a revenue bill) restricting issuance of certificates of necessity 
to defense projects. 

April 8—Jacob B. Wyckotf, ODM official, submitted memorandum 
to Secretary to Director Gordon Gray, pointing to Supreme Court 
action of April 1, and indicating legal obstacles had been cleared. 

April 10—ODM Director Gordon Gray decided to issue certificates 
of necessity for the Oxbow and Brownlee projects. He informed 
Sherman Adams, the Assistant to the President, Presidential Assist- 
ants Howard Pyle and Wilton B. Persons, Presidential Counsel Ger- 
ald P. Morgan, and Elmer Bennett, confidential assistant to the 
Secretary of the Interior. He told J. B. Wyckoff, ODM official, that 
he had informed these persons and Mr. Wyckoff wrote: “Goal is 
closed. Was charged against the goal. If goal were reopened cri- 
teria could be reexamined.” 

April 12—ODM sought information as to the plan of Idaho Power 
Co. to complete the Oxbow and Brownlee projects by the end of 1958, 
and through the Department of the Interior and Ebasco Services, 
Inc., the utility was asked to furnish a letter. 

John T, Kimball, vice president and general manager, wrote to 
George H. English, Department of the Interior, stating that Idaho 
Power “intends” to complete Brownless and Oxbow projects by De- 
cember 31, 1958, and setting forth expenditures and commitments. 

April 15—Letter of Mr. Kimball was delivered by Interior Depart- 
ment to ODM. 

April 17—Office of Defense Mobilization approved tax amortization 
for the 2 Idaho Power projects; Brownlee certified for 65 percent of 
a cost of $67,138,240, and Oxbow for 60 percent of a cost of $35,943,730, 
total cost of facilities being $103,081,970. 

April 18—C. R. McDonald, Ebasco Services employee, received 
copies of the certificates of necessity. He informed Vice President 
Kimball, of Idaho Power, by telephone. 

April 24—F PC approved $40 million financing application of Idaho 
Power Co. 

James Farrell, subordinate to J. B. Wyckoff at ODM, told Mrs. 
Sarah Hughes, employee of Electric Consumers Information Com- 
mittee, that Scehs and Oxbow applications were still pending. 

April 25—ODM Director Gray announced award of the certificates 
of necessity at a press conference. 

April 26—Press release distributed, for use April 29. 


99288—58——_2 
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May 4—Gordon Gray, in a letter to Senator ayes on the Idaho 
Power certificates, said of concurrence of Interior Department: “Fa- 
vorable reports were received in October 1955.” Secretary Seaton’s 
letter urging disapproval was not mentioned. 

May 16—President Roach, of Idaho Power Co., in address before 
New York Society of Security Analysts, gave 1958 as completion 
date for Brownlee and 1961 for Oxbow. 

May 17—Senate Antitrust and Monopoly Subcommittee began 
hearings on rapid amortization in regulated industries. 

May 27—U nited States Supreme Court rejected petition for rehear- 
img on protest agaist granting of licenses to Idaho Power Co. 

Copy of Secretary Seaton’s letter asking disapproval of the Oxbow 
and Brownlee applications for tax amortization was delivered to Anti- 
trust Subcommittee. 

June 20—Idaho Power Co. rejected tax amortization certificates on 
the Brownlee and Oxbow projects. 

June 21—Senate approved S. 1333, providing for Federal construc- 
tionof a high Hells Canyon Dam. 

August 26—Revenue Act of 1957 became law, with provision limit- 
ing tax amortization to new or specialized items for sale to the Depart- 
ment of Defense or the Atomic Energy Commission or for research 
and development for those purposes. 

August 27—ODM Director Gray, in a letter to the subcommittee 
chairman, explained his suppression of Secretary Seaton’s letter of 
March 11. 


TV. Costs ann BEneErrrs 


Since tax amortization first was authorized in the Second World 
War authorities have disputed whether it involved any cost to the tax- 
payers and, whether the company receiving tax amortization realized 
any lasting benefit. The hearings were fruitful in increasing public 
awareness of tax amortization. Taking the concrete example of the 
Idaho Power Co. certificates, witnesses testified as to their ehtect, both 
as to cost to the Government and ultimate benefit to the company. 

The advance in understanding began with Mobilization Director 
Gray’s statement, indicating that the net cost to the Government was 
negligible (240). It progressed through the estimate of Interior 
Secretary Seaton that the cost to the United States of the Idaho Power 
certificates would be about $17 million—later identified as an estimate 
of the immediate cash benefit to the company. The General Counsel 
of ODM estimated the tax deferrals of the company at about $30 
million (282). 

Russell C. Rainwater, the chief accountant of the Federal Power 
Commission, placed the cost to the Government of the Idaho certifi- 
cates at $83,595,827. The essential difference from ODM’s calcula- 
tions and his method of computation lay in the fact that he assumed, 
first, that the Government would have to borrow at the present rate 
of 314 percent to make up for the taxes postponed in the first years, 
and second, that this borrowing would have to be computed at com- 
pound interest (547). 

Testimony was also presented to the effect that tax amortization for 
electric generating facilities cost the Government $787,619,200 from 
January 1955 to April 17, 1957. 
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Benefits to electric power companies from tax amortization were esti- 
mated at $2,621,318,500 in this period (533). 

For all tax amortization, from the start of the Korean war through 
1956, Treasury Secretary Humphrey estimated the loss to the Govern- 
ment at approximately $3 billion. 


A, COST TO TAXPAYERS 


1. Idaho Power certificates 


No staggering loss to the Government from tax amortization on 
the Idaho Power projects was suggested by ODM Director Gray im his 
testimony on May 27,1957. Mr. Gray declared : 


The company will save interest on the deferred taxpay- 
ments, which amount it might otherwise have to borrow. 
The Government pays interest on borrowed money to make 
up for the tax deferment. Starting the sixth year the Gov- 
ernment gets increased tax revenue because smaller deduc- 
tions are available to the company and, at the end of the 
useful life of the facilities, the Government will have re- 
ceived the deferred taxes. This assumes continuation of 
existing income levels and tax rates. The net cost to the 
Government is the difference between the interest it pays on 
the amount of the “interest-free loan” and the interest it 
saves on the greater taxpayments which start with the sixth 
year (239). 

Secretary Seaton’s estimate of a $17 million cost was based on a 
slightly different principle (308). Mr. Seaton testified : 


I should add in closing my prepared statement, however, 
that I am informed the cost to the United States of these 
certificates has been exaggerated. 

As I pointed out in my letter of March 11, the cost to the 
Government resulting from the issuance of these tax amorti- 
zation certificates is the difference between the interest the 
Government pays on money borrowed as a result of reduced 
tax receipts during the 5-year amortization period and the 
interest saved on the larger taxpayments received by the 
Government beginning with the sixth year of the amortiza- 
tion period. The best information I can get on this subject 
indicates that this figure would be about $17 million. It 
should be noted that this is the cumulative cost to the end 
of the 50-year period (308). 


In the course of the testimony of Jerome K. Kuykendall, Chairman 
of the Federal Power Commission, Mr. Rainwater disclosed his esti- 
mate of the cost to the Government of Idaho’s certificates. At earlier 
hearings, public-power advocates had testified as to their computa- 
tions of cost to the taxpayers and benefit to the company. Senator 
Wiley asked Mr. Kuykendall if FPC had figured the costs and the 
following colloquy ensued: 


Mr. Kuyxenpatu. Yes. I read in the press and the Con- 
gressional Record some of these statements, and there are 
many varying statements. 

Of course it is beyond our dominion, whatever the benefits 
are. We did not grant them, but I did ask our chief account- 
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ant if he would develop for me what in his opinion was the 
actual cost to the Government. 

Senator Wier. That is right. That is what I am look- 
ing for. 

r. KuyKenpAtu. Concerning the delay in receiving this 
income-tax money, using the current cost of money, the cur- 
rent interest rates which the Government must pay. I think 
Mr. Rainwater can give you that if you are interested. 

Senator Kerauver. Mr. Rainwater, what interest rate did 
you use? 

Mr. Rarnwarer. I used 314 percent which is accordin 
to our information the approximate yield rate of United 
States long-term bonds that have been issued during 1957. 

Senator Wizzxy. What did you arrive at? 

Mr. Rainwater. I arrived at a figure of $83,595,827. 

Senator Dirksen. What is that figure, Mr. Rainwater ? 

Mr. Rarnwater. That is considering what it costs the Gov- 
ernment in terms of interest if they were to borrow the money 
which they would forego in the way of taxes over the 50-year 
life of the license. 

It is taking compound interest into account to give us $83 
million. 

Senator Kerauver. Recite the figure again. 

Mr. Ratnwater. $83,595,827. 

Senator Kreravver. Do you have your calculations in form 
so that they can be understood or do you object to putting 
them in the record ? 

Mr. Ratnwater. I did not bring the detailed tables. I have 
a series of rates here which is only a summary of the various 
rates which were used, but I could get that if you want it, 
the detailed calculations. 

Senator Keravuver. We have had various and sundry cal- 
culations. Suppose you do that so we can compare yours with 
others, if you would furnish them. 

You mean that is what the Government would have to pay 
by way of interest on money if it borrowed it, to make up for 
a amey in the payment of these taxes by the Idaho Power 

0. ! 

Mr. Rainwater. Yes, sir, and giving the compound effect 
of it, all the way through 50 years. 

In other words that is comparable for example with a 6 
percent rate (412-413). 


Mr. Rainwater’s assumption of a 314 percent interest rate was de- 
scribed as being on the conservative side, as he said the last figure 
that he had on Government borrowings was at a rate of 35% percent 
(539). Mr. Rainwater concurred in the methodology and the assump- 
tions used by George Rucker, of the National Rural Electric Coopera- 
tive Association which arrived at a total of $83,395,876, for cost to 
the Government of tax amortization of the Idaho Power projects, 
with interest of 344 percent compounded annually on the resulting 
tax deferrals, and based on the excess of accelerated amortization 
over straight-line depreciation, on a 50-year service life for the dams. 

The worksheet follows: 
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Total _- 
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! Difference of $49 from amount testified to by R. C. Rainwater due to original figure being calculated 
by a mathematical formula (543). 
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The assumptions followed by Mr. Rainwater in his estimate as to 
the cost of the Idaho Power tax certificates to the Government were 
as follows: 


(1) That due to the fast writeoff, resulting in the forgoing 
of taxes during the early years and payments in the later 
years of the 50-year period, the Government will have to 
borrow money to make up the amount of taxes forgone. 

Inherent in this assumption is that the Government debt 
would not be paid off during the 50-year period and that it 
would continue to have a need for debt money. 

(2) That the present cost of money to the Government is 
approximately 314 percent. 

This percentage 1s very close to the approximate yield rate 
of United States long-term bonds issued in 1957. It also 
compares with the rate on a refunding dated May 1, 1957, of 
$4.1 billion of Treasury notes which may be exchanged for 
certificates of 11144 months’ duration, bearing interest at 314 
percent, or notes of 434 years’ duration bearing interest at 
352 percent. The notice of such refunding is reported in 
Moody’s Bond Survey of May 6, 1957. 

(3) The present corporation tax rate of 52 percent is as- 
sumed to be in effect throughout the 50-year period (547). 


It should be pointed out that if Idaho Power had utilized the 
liberalized depreciation made available under section 167 of the Rev- 
enue Code, there would have been a loss to the Government in tax 
revenues and necessary borrowings. Mr. Rainwater estiniated that 
section 167 would have cost the United States $24,221,466, and thus 
the net loss under tax amortization, arrived at by subtracting this 
latter sum from the $83,595,876 which he estimated under the cer- 
tificates, would be $59,374,410 (548). 


2. Cost of other electric utility certificates 

Using the same method as that followed by Mr. Rainwater, and 
working in consultation with him, George Rucker, of the National 
Rural Electric Cooperatives Association, computed that the cost to the 
taxpayers under the expanded electric power goal was $787,619,200. 
This covered the 96 certificates issued from 1955 through the clos- 
iS i the goal with the awards to Idaho Power on April 17, 1957 

533). 

The expansion in kilowatts, Mr. Rucker testified, was 13,013,550, 
and the total investment involved was $1,173,522,100. The tax amor- 
tization certificates he said, conferred interest-free loans of $524,- 
425,600 (533). 

Mr. Rucker presented, in tabular form, a listing of the certificates 
awarded under the expanded electric power goal, showing the com- 
pany, its location, date of certification, amount certified, percent cer- 
tified, amount covered, interest-free loan, normal life of the facility, 
benefit to the company, cost to the taxpayers, and the amount of kilo- 
watt expansion for each project (534-536). The tabulations follow: 


Ke 
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20 RAPID AMORTIZATION IN REGULATED INDUSTRIES 


3. Cost of tax amortization in general 

Treasury Secretary George M. Humphrey sharply summarized the 
magnitude and the public cost of tax amortization on May 7, 1957. 
Mr. Humphrey was testifying before the Senate Finance Committee 
on S. 1795, Senator Byrd’s proposal, which, when adopted as a part 
of the 1957 revenue statute, drastically restricted tax amortization. 
Mr. Humphrey thus described the extent of the program: 


From November 1950 to March 20, 1957, almost 22,000 
certificates were issued under the 5-year amortization pro- 
ram. The total cost of these projects was almost $39 

illion. Almost $23 billion, or about 60 percent, was 
made eligible for the 5-year writeoff. 


As to the cost of the program, Mr. Humphrey said : 


The revenue lag from certificates issued through 1956 
probably exceeds $5 billion during these early years, which 
will be recovered in the years after 1960. But the interest 
cost to the Government over the entire period of lag in tax 
collections will be, roughly, $3 billion (2). 


B. BENEFIT TO RECIPIENTS—NATURE OF BENEFIT 


It has been seen that, on the issue of cost to the taxpayers, esti- 
mates of the Idaho Power Co.’s tax-amortization certificates ranged 
from $17 million, according to the Department of the Interior, to 
the $83.5 million figure given the subcommittee by the Chief Account- 
ant of the Federal Power Commission. So far as benefit to the com- 
pany was concerned, the committee was told, on the one hand, that 
facility in financing over the early years was the sole result. On the 
contrary, said Mr. Rainwater, of the FPC, benefits accumulate for a 
utility with tax-amortization certificates, when the company can de- 
fer, for rate purposes, its tax savings under the rapid writeoff; is 
allowed a return on investment for rate purposes of 6 percent; utilizes 
all its earnings at once in plant investment; and computes straight- 
line depreciation over a 50-year period. He applied these assump- 
tions to the Idaho Power certificates. A public-power witness ap- 
plied them to all certificates granted from 1955 through April 1957. 
Their computations appear to furnish an answer to the puzzlement 
of President Roach, of Idaho Power, who testified : 


Even today, I cannot imagine why the issuance of an ODM 
certificate would prompt anybody to buy any Idaho Power 
stock, from my standpoint. I do not see what the motivating 
influence involved in the ODM certificate was, which is not 
available for us to use until we pay our taxes for the year 
1959, which will be in 1960 (644). 

1. Benefit to Idaho Power Co. 

“The benefit to the company,” said the Idaho Public Utilities 
Commission, in a statement presented to the subcommittee, “arises 
from interest savings in the financing of the projects, and will inure 
to the direct benefit of power users as a result of lower costs in provid- 
ing service” (428). The State commission denied that the company 
had a guaranteed return, but said it did have a duty to take advantage 
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of cost savings. The commission then referred to its order requiring 
that the company set up a special reserve for taxes deferred during 
the first 5 years, and in subsequent years, with higher income taxes, to 
charge that account each year with the amount of the increase in 
Federal income taxes paid. It added: 


The result is to equalize the company’s annual income-tax 
expense deductions over the entire depreciable life of the 
property, as if no deferral of taxes had occurred. 


The State commission’s stand did not vitiate the first assumption 
of Mr. Rainwater that the company be allowed, for rate purposes, 
a deferral of the difference between the amount of income taxes which 
annually would have been paid under normal depreciation and the 
amount under accelerated amortization. Referring to the deferrals 
growing out of Oxbow and Brownlee, he said: 


This tax deferral is $6,102,638 for each of the first 5 years 
of the 50-year period computed under the present corpora- 
tion-tax rate of 52 percent. It is not possible to state at this 
time whether such deferral of taxes will be permitted by the 
various State regulatory commissions under which the Idaho 
Power Co. furnishes retail service. However, the Idaho Pub- 
lic Utilities Commission is permitting the company, for ac- 
counting purposes, to record the tax deferrals resulting from 
the amortization of the emergency facilities under section 168 
of the Internal Revenue Code of 1954 and section 124A of 
the 1939 code. The Federal Power Commission has held in 
a rulemaking proceeding (Opinion No. 264, issued December 
4, 1953) that the appropriate treatment for the difference 
between taxes computed on a straight-line basis and taxes 
computed under an accelerated program is to record such dif- 
ference as tax deferrals and equalize the actual taxpayments 
over the period of service life of the properties, and that in 
the determination of the utility’s rates the same treatment 
is to be followed. 

(2) That the utility will be allowed a return on investment 
for rate purposes of 6 percent. 

This percentage compares closely with what most electric 
utilities are being allowed in the way of return on investment 
for rate purposes. Such percentage is, of course, illustrative 
only. Itis possible the utility may earn over a period as long 
as 50 years something less or more than 6 percent on its in- 
vestment. 

(3) That the company will utilize all earnings derived 
through rates and resulting from the tax deferrals by im- 
mediate reinvestment in plant. 

This assumption was made because most utilities are ex- 
panding their facilities and have immediate use for such 
funds. 

(4) That straight-line depreciation for the purposes of this 
computation should be computed over a 50-year period 
which is the period of the license. 

Our staff has used the 50-year period but believes that the 
actual service life may be somewhat longer. ‘To that extent, 
the computations may be on the conservative side (547). 
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Applying his formula, Mr. Rainwater found that. Brownlee and 
Oxbow were certified for $65,199,134, and subtracting from this sum 
$6,519,913 normal depreciatiton of 2 percent for 5 years, or 10 per- 
cent, there was a remainder of $58,679,221. With a corporation-tax 
rate of 52 percent applied to this remainder, the tax deferral is thus 
$30,513,194. 

In tabular form, Mr. Rainwater’s summary of the foregoing fol- 
lows: 

IpAHO PoweER Co, 


OXBOW AND BROWNLEE PROJECTS 


Estimated deferred taxes from accelerated amortization 


Assumptions, 50-year service life, 2 percent normal depreciation : 
Oxbow, certified for 60 percent amortization—60 percent of 


Seeees 100: eens... eo Ee Sees $21, 559, 278 
Brownlee, certified for 65 percent amortization—65 percent of 
I I a cate lice til ition aah adidas 43, 639, 856 - 
DO i Se SO Oaks dole. 2d CO GLO Le 65, 199, 134 


Normal depreciation, otherwise allowable for tax purposes, dur- 
ing 5-year amortization period, 5 years, at 2 percent, equals 10 


OO i ta in i ite esl ie (6, 519, 913) 
Methainder {i000 of CUE Bi ise 58, 679, 221 
Tax deferral at 52 percent—52 percent of $58,679,221_______-_ 30, 513, 194 


Then, applying the other assumptions, Mr. Rainwater showed the 
effect of 6 percent interest compounded annually on the resulting tax 
deferrals based on the excess of accelerated amortization over straight- 
line depreciation, and using a 50-year service life. 

Mr. Rainwater’s total was $339,140,950 of benefit to the Idaho 
Power Co. flowing from the 2 tax amortization certificates. 


2. Benefit to all electric utilities 


In applymg the Rainwater formula of benefit to the electric 
company enjoying tax amortization, Mr. Rucker’s computations 
showed benefits of $2,621,318,500 accruing from the 96 certificates 
issued under goal 55 from January 1, 1955, through April 1957. 
Tabular information indicated benefits under each certificate granted 
in this group (534-536). The certificates allowed tax amortization 
on an investment of $1,173,522,100, and the interest-free loans to the 
recipient companies aggregated $524,425,000. 

From the first grant of tax amortization to an electric utility under 
the Korean war program, on June 1, 1951, to July 1, 1956, tax 
amortization brought subsidies of $4,720,398,877 to electric utilities, 
Mr. Rucker testified. His computations in this respect were based on 
benefits for both steam and hydroelectric plants, over 3314 years. 
Giving effect to the 50-year life of hydroelectric facilities, he said, 
another $36.6 million would be added, to bring the grand total of 
benefits to electric utilities to $4.76 billion since 1951 (569). 


C. CRITICISMS OF TECHNIQUES, AND REBUTTALS 


The estimate of a loss to the taxpayers of $83.5 million and a gain 
to the company of $339 million, as a result of the Idaho Power 
certificates of necessity, did not go unchallenged. Criticism of the 
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estimated loss in taxes centered on the use of what was termed '“fthe 
compound interest gimmick.” Likewise, further, amplification was 
sought on the asserted benefits to the company. 

Mr. Rainwater, the Federal Power Commission chief accountant, 
was called back to defend his assumptions. 

As to compound interest, Mr. Rainwater started with the premise 
that the Government would have to pay for borrowed money begin- 
ning with the first year that the approximately $6 million which 
would have been received under straight line depreciation did not in 
fact come in. For that money, the Goreriittiant would have to pay: 
3% percent. He chose 1958 as the first year, but explained that the 
same result would arise over any 50-year period. He said: 


And at the end of the year, figuring the income for 1 year, 
of course, the interest would not be there; that is, they would 
not get it from the company, so that would mean again they 
would have to borrow it to pay the interest. there 
is * * * where you get your compounding effect (722). 

Mr. Rainwater continued: 


So I have got to assume that it is the same sort of a situa- 
tion to the Government as, for instance, it is to the company. 
The company has to borrow money and pay it annually. 

Now, so there is a cost. to the Government the same as 
there would be to a corporation. 

It may be that it is not at the same rate, but they would 
have to pay whatever they have not gotten in taxes, and they 
would have to pay interest on that. 

Then, if the interest does not come in, because obviously 
it would not, why then, they would have to borrow money to 
pay the interest, and that is how you get your compound 
effect. 

It is inescapable that you would get that sort of a situa- 
tion. You could not figure this at simple interest. 

So that it what I have done all over the 50 years, and I 
have taken first the first 6 years when there is the loss in 
taxes of $6 million a year, and then beginning with the sixth 
year, when the company has foregone—they have gotten these 

vig tax deductions in the first 5 years; then in the sixth year 
these tax deductions, of course, are not available, so they will 
have to start paying this back, but they get the 45-year period 
to pay it back on the basis of using a straight-line basis of 
depreciation. 

So it takes you 45 years to pay it back, and in the mean- 
time this interest base is still growing because of the small 
amount expended. 


As to computing the cost at simple interest, Mr. Rainwater said it 


was “fantastic” to assume that the Government would wait 50 years 
for the money. 


You consider the cost to the Government the same way 
you would to a corporation. No corporation could go out 
in any ordinary financing that I know of and borrow money 
that way. They have to pay their interest every year (724). 
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The issue was summarized in this colloquy between the chairman 
and Mr. Rainwater: 


Senator Krerauver. Mr. Rainwater, as I understand, then, 
your point is if the company was relieved of paying $6,500,- 
000, say, in 1960, then the Government would have to borrow 
that amount next year and pay interest on it and have to bor- 
row it the following year and pay interest on it, and as long 
as the Government is in debt, then you would have to figure 
it on a compound basis; 1s that correct ? 

Mr. Rarywarer. Yes; and they would have to borrow the 
interest, too, and they would have to continue borrowing and 
that is why you get your compound effect. 

Senator Keravver. So as an expert auditor and an auditor 
of the Federal Power Commission, this loss to the Govern- 
ment, in your opinion, has to be figured on a compound basis ? 

Mr. Rarnwater. Yes, sir. 


Mr. Rainwater detailed his assumptions as to benefits as follows: 


(1) That the company will be allowed for rate purposes 
a deferral of the difference between the amount of income 
taxes to be paid annually under a straight-line method of 
computation, and the amount of income taxes to be paid an- 
nually under the so-called fast tax writeoff. 

The tax deferral is $6,102,638 for each of the first 5 years 
of the 50-year period computed under the present corpora- 
tion tax rate of 52 percent. 

I would like to point this out because this is a comment 
as to whether the assumption is valid or not. 

It is not possible to state at this time whether such deferral 
of taxes will be permitted by the various State regulatory 
commissions under which the: Idaho Power Co. furnishes 
retail service. 

However, the Idaho Public Utilities Commission is per- 
mitting the company, for accounting purposes, to record 
the tax deferrals resulting from the amortization of the 
emergency facilities under section 168 of the Internal Reve- 
nue Code of 1954 and section 124A of the 1939 code. The 
Federal Power Commission has held in a rulemaking pro- 
ceeding (opinion No, 264, issued December 4, 1953) that the 
appropriate treatment for the difference between taxes com- 
puted on a straight-line basis and taxes computed under an 
accelerated program is to record such difference as tax defer- 
rals and equalize the actual tax payments over the period 
of service hfe of the properties, and that in the determina- 
tion of the utility’s rates the same treatment is to be followed. 

I would like to again mention that. I have followed what 
would seem to me the most reasonable assumption based upon 
the facts that I had, and that was the Idaho Commission 
and the other regulatory commissions, the other State com- 
missions, under which the company operates, will allow 
this tax deferral, but I have no way of knowing definitely 
whether they will or will not. 
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To my knowledge, the State commission has not passed 
upon that question as yet, but I have to make some assump- 
tions. They have allowed the company to record it for 
accounting purposes, and I know our Commission has indi- 
cated they will allow it. Whether the Idaho Commission 
will allow it, I cannot say. 

That is the first basic assumption. 

Then, the second was that the utility will be allowed a re- 
turn on investment for rate purposes of 6 percent. 

This percentage compares closely with what most electric 
utilities are being allowed in the way of return on investment 
for rate purposes. Such percentage is, of course, illustrative 
only. It is possible the utility may earn over a period of as 
long as 50 years something less or more than 6 percent on its 
investment. 

I picked that because I know, as a general practice, that is 
about what utilities have allowed, 

The third is that the company will utilize all earnings de- 
rived through rates and resulting from the tax deferrals by 
immediate reinvestment in plant. 

This assumption was made because most utilities are ex- 
panding their facilities and have immediate use for such 
funds. 

Four, that straight-line depreciation for the purpose of 
of this computation should be computed over a 50-year period 
which is the period of the license. 

Our staff has used the 50-year period but believes that the 
actual service life may be somewhat longer. To that extent 
the computations may be on the conservative side (730-731). 


As to benefits to the power company under tax amortization, Mr. 
Rainwater discussed an estimate of $17 million given to the subcom- 
mitte by Secretary Seaton. It developed that the Interior estimate 
was based on the worth at the present day from the standpoint of 
the money the certificates would raise toward building the projects. 

Mr. Rainwater’s testimony on this point follows: 


I talked to a staff member. I cannot recall his name, 
but I think I may have it here, in Secretary Seaton’s office, 
who called me, I think it was yesterday or the day before 
yesterday, and he told me that he had looked over our figures 
here and he was trying to find out what the mathematics 
were, as to just how it was arrived at. 

In the course of the conversation he told me that he had 
made a calculation, had made calculations for Secretary 
Seaton, and that what he had endeavored to compute was 
what the present worth was of the $329 million at 6 per- 
cent on the assumption that what he was trying to find out 
was what would these tax cerificates mean to the company 
as of the present day; in other words, how much would 
they be worth if you were looking at them from the stand- 
point of what money they would raise toward building the 
projects; and he computed the present worth to be, I think, 
$17,200,000. 
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Now, that is using, determining the discounted value as of 
the present day, of the $329 million; whereas the $329 mil- 
lion is a computation over the whole 50-year period. 

You see, they are entirely different calculations. 


Mr. Rainwater, in estimating the cost to the Government of the tax- 
amortization certificates, offset the cost that would have arisen had 
the company elected the use of liberalized depreciation under section 
167 of the Internal Revenue Code. As opposed to the $83 million 
cost under tax amortization, he said, liberalized depreciation would 
have cost the United States $24 million. (723-724). 

Senator Arthur V. Watkins sharply disagreed with Mr. Rainwater’s 
estimate as to the cost to the Government, and referred to the use of 
“the compound interest gimmick.” In a statement made a part of the 
record of the hearings, Senator Watkins contrasted the Idaho Power 
development of Hells Canyon with the proposed Federal high dam. 
If the Federal dam were built, he said, total costs, excluding reim- 
bursable costs, would be $398,126,300. In this he included reimburse- 
ment of $48 million to Idaho Power, loss of tax revenue of $282,126,300 
over 50 years, and $20 million for Federal operation and maintenance. 

His statement continued : 


The foregoing total of nearly $400 million represents ac- 
tual costs or losses that would result to the Federal Treasury 
if the private project is halted and the high Federal dam is 
authorized by Congress. It is an honest figure—not one that 
is grossly inflated by the compound interest “gimmick.” 

The supporters of the high Federal dam, on the other hand, 
are now conducting a tremendous propaganda campaign 
throughout the country on the basis of an alleged loss of 
$83,595,827 to the Federal Government through the rapid 
tax-amortization certificate granted to Idaho Power Co. 
This figure apparently is arrived at by compounding inter- 
est at 314 percent over 50 years on a tax deferral which is 
actually repaid to the Federal Government during the re- 
maining 45 years of an assumed 50-year amortization period. 
The assumption itself is not sound, because even if the rapid 
tax amortization had not been granted, the company would 
be allowed a tax benefit or subsidy simply by increasing its 
depreciation in the early years of the project by taking ad- 
vantage of the liberalised. depreciation feature of the 1954 
Internal Revenue Act. 

Furthermore, this estimate ignores completely the fact that 
completion of the project will initiate production of power 
which ultimately will return $5,642,526 annually to the Fed- 
eral Treasury in Federal income taxes, and another $4 million 
annually to Btate and local taxing units in Idaho. Further- 
more, the industrial expansion and additional employment 
made possible by the project and the additional energy gen- 
erated will return .additional millions to the Treasury in 
personal income taxes. Hence the assumption properly 
should be that it will not be necessary for the Federal Gov- 
ernment to borrow anything to make up for the temporary 
deferral of Idaho Power taxes on the defense-certified facili- 
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ties. If the high Federal dam is authorized, on the other 
hand, no Federal, State, or local taxes will be paid on the con- 
struction of the facility or on the generation of power, 

However, if the advocates of high Hells Canyon Dam are 
allowed the privilege of computing the value, 50 years from 
now, of a questionable base least and interest compounded 
annually at 314 percent, then it should be equally appropriate 
to apply the same compound interest “gimmick” to the actual 
Treasury losses that would occur from construction of the 
high Federal dam. These losses, detailed above, amount to 
$398,126,300, but the grand total of principal and 314 per- 
cent interest, compounded annually for 50 years, works out to 
the colossal figure of $2,226,495,572. 

In other words, if one accepts the asserted loss of $83.5 
million to the Federal Government for application of the 
rapid tax amortization to Idaho Power Co., then one must ac- 
cept the comparable figure of an asserted loss to the Federal 
Government of $2.2 billion over 50 years if the high dam is 
built. In either economic comparison, therefore, the high 
Federal dam loses. 

Of course, I don’t accept or use the propaganda arithmetic 
“oimmick” of inflated interest, except for a comparison of 
this kind. 

Please be assured that I do not object to any congressional 
scrutiny of the incentives provided for electric and gas util- 
ities under the accelerated amortization program of 1950 or 
the liberalized depreciation program of 1954. In fact, I favor 
the congressional review proposed by the FPC in 1956. How- 
ever, any such review of tax legislation is not material to our 
consideration of the merits of S. 555, a so-called reclamation 
bill (736). 


On June 20, 1957, Senator Homer E. Capehart introduced into the 
Congressional Record a statement by Jacob Friedman, an engineering 
and business consultant of Washington, D. C. Mr. Friedman pre- 
sented a summary of costs and benefits arising from amortization of 
the Brownlee Dam which sharply differed from that of Mr. Rainwater. 

His statement follows: 


IpaHo Power Co.: Discussion or Necesstry CEertTIFrIcaTE Cov- 
ERING BrowNLEE Dam—Estrmatep Cost or $67,138,000— 
CrrtTir1ep at 65 Percent—Estimatep Lire or 50 Yrars 





The attached schedule readily points out the joint advan- 
tages to both pares industry and the Government under 
necessity certificates on the assumption that the company 
will be able to invest profitably its depreciation tax benefits 
at 6 percent annually for 50 years, the corporate tax rate will 
remain at 52 percent, a profitable operation will continue and 
the Government can borrow money at 3 percent. 

The following conditions prevail relative to the certificate 
covering the cost of the proposed power developments at 
Brownlee by the Idaho Power Co. under the above assump- 
tions: 

99288—58——_3 
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(a) At the end of each of the first 5 years following com- 
pletion of the facility, the Government will borrow money 
at 3 percent to offset depreciation tax losses (or company 
depreciation tax benefits), which are in effect interest-free 
loans to the company. 

(6) At the end of each of the last 45 years, the company 
depreciation tax loss (or Government tax gain) because of 
less than normal depreciation allowable, represents a repay- 
ment without interest to decrease the remaining balance of 
the interest-free loans. At the end of 50 years, such loans 
will be fully paid as the company depreciation tax benefits 
will equal Government depreciation tax gains. 

(c) At the end of each year after the first, the Government 
receives income taxes equal to the company’s profit rate of 
6 percent multiplied by 52 percent or 3.12 percent of its 
cumulative depreciation tax benefits compounded annually 
at 2.88 percent (6 percent-52 percent times 6 percent), the 
company’s net return after taxes on its investment at 6 per- 
cent. Moreover, while the loans (depreciation tax benefits) 
received by the company at the end of each of the first 5 
years are interest free, the Government realizes as income 
taxes a return of 3.12 percent on the basis of the current value 
of loans that have compounded at 2.88 percent annually 
ner than on the basis of the current value of interest-free 
oans. 

(d) The net Government tax loss at the end of each of the 
first 5 years is equal to the company depreciation tax bene- 
fits less the excess of income taxes received in (c) above over 
the interest expense necessitated by Government borrowing at 
3 percent. 

(e) Each net Government tax gain from the end of the 6th 
year to the end of the 26th year is equal to the company depre- 
ciation tax loss plus the excess of income taxes received in 
(c) above over the interest expense necessitated by Govern- 
ment borrowing at 3 percent. 

(f) Each net Government tax gain from the end of the 
27th to 50th year is equal to the sum of the company depre- 
ciation tax loss, the gain from income taxes received in (c) 
above, and the interest at 3 percent on the cumulative net Gov- 
ernment tax gain accrued to date that reduces Government 
borrowing to the extent of such net tax gain as it would not 
have existed in the absence of a certificate. During this 
period the net Government gains accelerate. 

The company’s benefits result from investing its cumulative 
depreciation tax benefits at a profit of 6 percent and com- 
pounding them annually at 2.88 percent (6 percent minus 52 
percent times 6 percent) after payment of income taxes. 
Specifically, the gain to the Idaho Power Co. through the 
certification of the Brownlee Dam at the end of 50 years fol- 
lowing construction is the interest of $25,756,000 that would 
have otherwise accrued without the benefit of the certificate 
as a net interest expense after deducting for income-tax pur- 
poses 52 percent of total interest annually due on loans equal 
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to the depreciation tax benefits with the certificate at the end 
of each of the first 5 years. The value of such a gain at the 
completion of the construction project is $6,229,000, the 
amount of money invested at an annual profit rate of 6 per- 
cent, of which 3.12 percent (52 percent times 6 percent) of 
the profits will be returned to the Government as Federal 
income taxes and the remainder of 2.88 percent of the profits 
will be compounded, that will accrue to $25,756,000 at the end 
of 50 years. ‘ ; 

The gain to the Government through the certification of 
the Brownlee Dam at the end of 50 years following construc- 
tion is $30,407,000. This is due to an annual 3.12 percent 
return as income taxes on the investment of cumulative com- 
pany depreciation tax benefits compounded annually at 2.88 
percent and the excess of the annual savings of interest at 3 
percent on the cumulative net Government tax gains after the 
end of the 26th year that the Government would have had to 
pay in the absence of a certificate over the annual interest at 
3 percent on the cumulative net Government tax losses exist- 
ing to the end of the 26th year that the Government had to pay 
because of the certificate. The value of such a gain at the 
completion of the construction project is $6,936,000, the 
amount of money invested at an interest rate of 3 percent com- 
pounded annually for 50 years that will accrue to $30,407,000. 

The company’s benefits are overstated as taxes other than 
Federal income due to the annual profitable investment of the 
company depreciation tax benefits have not been taken into 
consideration. This factor would also slightly offset the net 
Government gain. On the other hand, the net Government 
gain is understated as taxes due to the interest income of 
those individuals or organizations. that loaned money at 3 
percent to the Government are not taken into account. 

The receipt of a necessity certificate is to no avail unless the 
certified facilities are utilized in a profitable manner. Ac- 
cordingly, the necessity certificate program has encouraged 
the incentive and initiative of private industry to undertake 
a successful operation, which has made the United States the 
mightiest Nation. The additional plants with their comple- 
ment of modern equipment, many of which would never have 
been built under normal conditions and others not built at 
the time needed by the Government, have provided necessary 
mobilization capacity, gainful employment, and have gen- 
erated considerable tax revenue in addition to the Govern- 
ment gains discussed above. In this particular case, an elec- 
tric power development will attract many industries, which in 
turn will generate much additional tax revenue in behalf of 
the Government. 

The above discussion points out that, if a necessity certifi- 
cate should not have been granted to Idaho Power Co., it is 
not because of any cost to the Government. 

JAcoB FRIEDMAN, 
Business and Engineering Consultant, 
Washington, D.C. 
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EXPLANATION OF CALCULATIONS 


Column I: This shows the end of the years following con- 
struction of the plant. 

Column 2: This shows a schedule of depreciation by the 
sum-of-digits method normally allowable; 50/1,275 x $67,138 
or $2,633 ; 49/1,275 X $67,138 or $2,580; ete. 

Column 3: This shows the sum of accelerated depreciation 
for first 5 years, $67,13865 percent X14, or $8,728, and 
normal depreciation allowable by sum-of-digits method, 
$67,138 X35 percent X50/1,275 or $921, $67,13835_per- 
cent X 49/1,275 or $903, etc. For example, $8,728 plus $921 
or $9,649 and $8,728 plus $903 or $9,631 are the entries on 
the first 2 lines. Only the normal depreciation is applicable 
after the first 5 years. 

Column 4: On lines 1 through 5, each amount in column 2 
is subtracted from corresponding amount in column 3. On 
lines 6 through 50, each amount in column 3 is subtracted 
from corresponding amount in column 2. 

Column 5: Tax rate of 52 percent is multiplied by each 
corresponding amount in column 4. 

Column 6: Each entry is the corresponding cumulative 
total of column 5. For lines 1 through 5, it is the entry in 
immediate line above plus entry on same line in column 5. 
For example, line 3 shows $11,000, which is $7,315 plus $3,685. 
For lines 6 through 50, it is the entry in immediate line above 
less entry on same line in column 5. For example, line 6 
shows $17,621, which is $18,422 less $801. The last entry in | 
the column is zero. This shows that the entire tax saving 
to the company through the necessity certificate in the first 
5 years is recovered by the Government over the normal 
depreciation period. 

Column 7: Multiply company tax benefits due to invest- 
ment of depreciation benefits cumulated in immediate prior 
year (column 10) by 6 percent. For example, in the 8th 
year , $19,042 X 6 percent results in entry of $1,143. 

Column 8: Tax rate of 52 percent is multiplied by each 
corresponding amount in column 7. 

Column 9: Each amount in column 8 is subtracted from 
corresponding amount in column 7. This shows the invest- 
ment return to the company after Federal taxes. Thus, the 
Government benefits more from the investment than the com- 

any. This return to the company does not take into account 
tate taxes. 

Column 10: Each entry is the corresponding cumulative 
total of columns 5 and 9 and is determined as follows: 

(a) For the first 5 years, it is the entry on immediate line 
above plus entries on same line in columns 5 and 9. For 
example, in the 3d year, $7,420 plus $3,685 and $214 results 
in entry of $11,319. 

(6) For the last 45 years, it is the entry on immediate line 
above plus entry on same line in column 9 less entry on same 
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line in column 5. For example, in the 8th year, $19,042 plus 
$549 less $765 results in entry of $18,826. 

Column 11: Multiply the cumulative total of the net Gov- 
ernment loss or gain in immediate prior year as shown in 
column 13 by 3 percent, the rate at which the Government 
must borrow to compensate for loss of revenue or the rate 
at which the Government gains so that such borrowing is not 
necessary. For example, in the third year, the cumulative 
Government loss of $7,310 in second year is multiplied by 3 
—t to obtain entry of $219. In the 30th year, the cumu- 

ative Government gain of $3,412 in 29th year is multiplied 
by 3 percent to obtain entry of $102. 

Column 12: The net Government current loss or gain is 
determined as follows: 

(a) On lines 1 through 5, subtract Government gain en- 
tered in column 8 from sum of Government losses entered in 
columns 5 and 11. For example, on line 4, subtract $353 from 
the sum of $3,702 and $329, which results in entry of $3,678. 

(6) On lines 6 through 26, subtract Government loss en- 
tered in column 11 from sum of Government gains entered in 
columns 5 and 8. For example, on line 24, subtract $73 from 
sum of $481 and $536, which results in entry of $944. 

(c) On lines 27 through 50, add entries in columns 5, 8, 
and 11. For example, on line 39 add $214, $609, and $400, 
which results in entry of $1,223. 

Column 13: Each entry is the corresponding cumulative 
total of column 12 and is determined as follows: 

(a) For lines 1 through 25, it is the entry on immediate line 
above less entry on same line in column 12. For example, on 
line 22, $4,285 less $923 results in entry of $3,362. 

(6) For line 26, it is the entry on same line in column 12 
less the entry on immediate line above, as $966 less $531 re- 
sults in entry of $435. 

(c) For lines 27 through 50, it is the entry on immediate 
line above, plus entry on same line in column 12. For ex- 
ample, on line 38, $12,140 plus $1,195 results in entry of 
$13,335. 

JACOB FRIEDMAN, 
Business and Engineering Consultant, 
Washington, D.C. 
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Mr. Rainwater was asked to comment, and on August 22, 1957, he 
submitted the following memorandum to Senator Kefauver. 


At the hearing before your subcommittee on July 30, 1957, 
at which I testified, you requested me to submit a memoran- 
dum commenting on the statement and detailed mathematical 

calculations of Jacob Friedman, business and engineering 
consultant, relative to the effect of the accelerated amortiza- 
tion certificate given to the Idaho Power Co. for the Hells 
Canyon project. Mr. Friedman’s statement was inserted in 
the Congressional Record on June 20, 1957, at the request of 
Hon. Homer E. Capehart of Indiana. There are set forth be- 
low my comments on Mr. Friedman’s statement. It should be 
noted that the opinions expressed herein are my own and that 
they do not necessarily vellank the views of the Federal Power 
Commission. 

At the outset it should be pointed out that the calculations 
of Mr. Friedman pertain only to the Brownlee project 
whereas the testimony which I previously gave on this gen- 
eral subject before your subcommittee related to both the 
Brownlee and Oxbow projects of Idaho Power Co. The 
mathematical calculations of Mr. Friedman as to the effects 
of the accelerated amortization certificate are consequently 
not directly comparable with those to which I previously 
testified. 

A careful study has been made of the statement of Mr. 
Friedman and the calculations appearing therein and it is 
my view that the results are erroneous both as to the tax effect 
on the United States Government and the company tax 
benefits. 

Mr. Friedman’s calculations indicate that over a 50-year 
period the Government will derive a tax gain of $30,407,000. 
This amount is a net figure after excluding the effect of the 
optional use by the company of liberalized depreciation under 
section 167 of the Internal Revenue Code of 1954. His cal- 
culations indicate that over a 50-year period the company 
will obtain a gain or benefit from the tax certificate of $25,- 
756,000. This amount is also a net figure which reflects a 
reduction due to the optional use by the company of liberal- 
ized depreciation instead of straight-line depreciation for tax 
purposes. Attention is directed to Mr. Friedman’s con- 
clusion that the fast 5-year tax writeoff has a beneficial effect 
both to the Government and the company. 

His calculations are based upon certain basic assumptions 
as to interest cost to the Government and return (gain) on 
investment tothe company. With certain of his assumptions 
I am in disagreement, as follows: 

(1) In computing the net Government tax gain or loss Mr. 
Friedman used an interest rate of 3 percent, which rate is 
believed to be too low. As of June 1957, when his calcula- 
tions were published, the rate should have been at least 31% 
percent. The latter rate compares with the cost to the Gov- 
ernment of a refunding on May 1, 1957, of $4.1 billion of 
Treasury notes which were exchangeable for certificates of 
11144 months’ duration bearing interest at 314 percent or for 
notes of 434 years’ duration bearing interest at 354 percent. 
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(2) In Mr. Friedman’s computations he has reduced the 
company benefits by Federal income taxes, which has the 
effect of reducing the 6 percent return on investment, which 
he accepted as a starting basis, to 2.88 percent (6 percent re- 
turn less income tax effect of 52 percent equals 2.88 percent). 
This reduction in return cannot be justified under conven- 
tional methods of ratemaking because rate of return fixed by 
regulatory purposes is always after taxes. If the assumption 
is proper that the company will receive a 6 percent return on 
investment, there is absolutely no reason for oe this 
percentage by Federal income taxes which are always allowed 
by regulatory commissions as a separate item. 

Mr. Friedman has apparently assumed that in arriving at 
the value to the company of the accelerated amortization 
certificate the 6 percent return, on which there is no cost to 
the company, should be compared with the alternative net 
cost of borrowed money (interest reduced by 52 percent tax 
deduction). This is an improper comparison in the case of 
a regulated company where all taxes are allowed for rate 
purposes and the return on investment is after taxes. 

(3) In computing the net Government loss (or gain) Mr. 
Friedman has included as gain to the Government amounts 
of Federal income taxes that were calculated on the com- 
pany’s gain or benefit. These are the amounts appearing 
in column (8) of his table. As previously stated such taxes 
should not have been computed in arriving at Government 
loss (or gain). While it is true that income taxes will prob- 
ably be payable to the Federal Government on the company’s 
gain or benefit, it is my view that such taxes should not be 
considered in a calculation of possible loss to the Government 
due to the company’s use of accelerated amortization. It 
should be borne in mind that the funds provided from the 
use of accelerated amortization represent interest-free loans 
to the company, in effect temporary capital. Idaho Power 
Co. is a growing utility which will continue to construct new 
facilities regardless of the source of funds for such construc- 
tion. If the company did not receive the amortization cer- 
tificates (and now it has surrendered them) the funds for new 
construction would be raised through other means. 

With certain of the assumptions used by Mr. Friedman in 
his calculations I am in agreement. They areas follows: 

(1) The 6 percent rate of return to the company appears 
to be reasonable in view of present costs of money. 

(2) The calculations involve use of a compound-interest 
method as contrasted with simple interest. Compound in- 
terest is a realistic method under the circumstances, although 
it has been referred to by some persons as a “gimmick.” 

(3) The basic assumption underlying the computation of 
the loss or gain to the Government is that the funds repre- 
sented by taxes temporarily forgone will have to be bor- 
rowed, for which the Government will incur an interest cost. 

The schedule which Mr. Friedman prepared of estimated 
tax benefits from accelerated amortization has been reworked 
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in accordance with the views set forth above. The revised 
computations show the following results over the 50-year 
period with respect to company gain, 


Possible gain to the company (using 6 percent) from ac- 
celerated amortization, as compared with straight-line 


I icici tisha tk thes deh idcbg a eiehibabibtcd emnbths $220, 360, 000 
Possible offset to company benefits from using liberalized 


lle dase unemanipontebubiaiiedn 55, 283, 000 


Possible net gain to company from accelerated 
RIOEIINAROR sictierniccictnctletenccaisponceucink 165, 077, 000 
The revised computations show the following results over 
the 50-year period with respect to gain or loss to the Govern- 
ment: 
Possible loss to the Government (using 3% percent) 


from company’s use of accelerated amortization as 
compared with straight-line depreciation for tax 


I ik ha tk ies ok Le i ceed cl cks alle $54, 981, 000 
Possible offsetting effect of company’s optional use of 


I 2 a cei 15, 917, 000 


Possible net loss to the Government attributable 
to accelerated amortization___________________ 39, 064, 000 

The above amount of possible gain to the company of 
$165,077,000 compares with Mr. Friedman’s computed gain 
of $25,756,000. The above amount of possible loss to the 
Government of $39,064,000 compares with Mr. Friedman’s 
computed gain of $30,407,000. 

In concluding my comments on the calculations of Mr. 
Friedman, it seems desirable to point out that my computa- 
tions are based on certain assumptions which, although be- 
lieved to be reasonable, represent judgment estimates and are 
not in any sense determinations. 

It is hoped that the comments submitted herein will ade- 
quately serve the purposes of your subcommittee. 


V. Reorentne or Execrric Power Goan 


On April 15, 1955, ODM Director Arthur S. Flemming reopened 
goal 55 for electric power generating facilities. The objective was 
to have 150 million kilowatts of electric generating capacity in being 
by December 31, 1958, an increase of approximately 34 million kilo- 
watts over the expected capacity additions planned for installation 
at the end of 1955. It was predicated upon Mr. Flemming’s assump- 
tion of full mobilization planning for electric power. As a 
result of this action, in the period through April 17, 1957, the ODM 
issued 96 certificates of necessity on projects with a total investment 
of $1.17 billion. The cost to the Government of these certificates was 
estimated in testimony before the subcommittee at $787,619,200. 

The decision to expand the goal was made in the face of persistent 
objection by the delegate agency, the Department of the Interior, 
which apparently to the end refused its concurrence with ODM’s 
demands for an expanded goal. The action came more than 2 years 
after the cease-fire in Korea. Soon after placing electric power ex- 
pansion ona full mobilization basis, ODM closed other goals, some of 
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them concerned with highly strategic items. Under the policies then 
in force, no clear relation to defense needs was required for approval 
of certificates for electric power generation as they were granted on 
the basis of the total demand, including civilian as well as military 
needs. The lack of incentive was indicated by the fact that in the 
few instances where proposed facilities were held ineligible—because 
of location in target areas—the utility companies constructed them 
despite the rejection. Finally, the program, of enormous cost to 
the Government and destined to enhance so greatly the position of 
privately operated utilities in the Nation, was undertaken without 
a study of electric power needs. 


A. TRADITIONAL INTERIOR DEPARTMENT RESISTANCE TO EXPANDING GOAL 


The Department of the Interior, the delegate agency within the 
Government charged with making recommendations affecting electric 
power generation under the mobilization program, long took the 
position that reserves for electric power were adequate. Interior 
favored a closing of the electric power goal. The Office of Defense 
Mobilization, over a long period, strove to obtain a recommendation 
from Interior to raise the goal. Despite ambiguous statements in- 
dicating concurrence made to the congressional joint committee 
charged by law with the oversight of the mobilization program, the 
full record of correspondence brought into the open at the sub- 
committee’s hearings disclosed that Interior had never yielded in its 
opposition to an expansion of the goal. Nevertheless, on the day that 
the decision to expand the goal was made, April 15, 1955, ODM Direc- 
tor Flemming testified before the Joint Committee on Defense Pro- 
duction: 


We have decided, with the concurrence of the Department 
of the Interior, our delegate agency in this field, to reopen 
and update the expansion goal for electric power (786). 


The conflict between ODM and the Department of the Interior is 
described in detail in chapter VIII of this report. 


B. EFFORTS BY ODM TO REOPEN 


With the end of the Korean war in June 1953, section 167A of the 
Internal Revenue Code remained in force, and tax amortization con- 
tinued to be made available by the Office of Defense Mobilization. 
As time went on, public awareness developed that a mechanism de- 
signed for emergency defense purposes was still in force in a period 
of peace and full employment, and that great costs to the Government 
were involved. Within the administration, Treasury Secretary 
Humphrey was undertaking studies as to those costs, and subsequently 
was to describe himself as shocked by their magnitude. On December 
3, 1953, ODM Director Flemming suspended the electric power 
expansion goal. 

From that point to April 15, 1955, ODM repeatedly attempted to 
persuade the Department of the Interior to recommend that the 
electric power goal be expanded. Consistently, in official correspond- 
ence subsequently obtained by the subcommittee and set forth in 
chapter VIII of this report, Interior insisted that the reserves were 
adequate. 
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C. CIRCUMSTANCES ATTENDING REOPENING OF GOAL 


1. Closing of other goals 

The electric power goal which was expanded by Director Flemming 
to provide for full mobilization conditions, was 1 of 78 goals in force on 
the date of the action, April 15, 1955. Less than 4 months later, on 
August 11, 1955, Mr. Flemming ordered the closing of 44 of these goals 
(784). Programs for the production of materials vital for the national 
defense, under this action, were denied tax amortization and other 
incentives. Among the goals closed were those for the following: 
Aircraft facilities; primary aluminum; antimony; asbestos, chryso- 
tile, bauxite; chromite, metallurgical; chromite, refractory; cobalt; 
columbite and tantalite ore; pipelines for the gas utility industry; 
lead; molybdenum; titanium metal; tungsten; and zinc. 


2. Inducement to build not needed: Plants constructed despite denials 

Subsequent to April 1955, when the Office of Defense Mobilization’s 
policy enabled tax amortization for all private electric power gen- 
erating plants outside target areas, 31.3 million kilowatts have been 
scheduled for completion by the end of 1958. Of this total, 7.9 
million are to be produced by public power facilities, and 5.5 million 
represent private power projects on which amortization was not 
sought. Accordingly, only 18,348,000 kilowatts of the new capacity 
was eligible for consideration under the program. 

Of the applications considered by the Department of the Interior 
and the Office of Defense Mobilization, approval was given to facili- 
ties scheduled to bring in 13,013,450 kilowatts. Applications which 
were denied because of their target area location totaled 5,298,000. 
All of the projects so denied still are scheduled for completion in 
1958, despite the withholding of the tax-amortization inducement. 

A listing of the increase in generating facilities from January 1, 
1956, through 1958, as calculated by the Office of Defense Mobiliza- 
tion, and showing the kilowatt capacity of projects certified, denied 
certification, constructed by private utilities without seeking amorti- 


zation, and public power construction, follows: Kilowatts 
Dn I eg cers inp enaianin 116, 200, 000 
1955—1st 6 months: 
ea cilia cnn atid nih oncidaciah iblaiaiamecabacbnaginiaiaodets 203, 000 
hse den did bet enichd edt See tik Aeh anh eink thee. 0 
2d 6 months: 
ee rer ae eee ee ee 5 Pee ee ee ee 6, 827, 450 
SI - sa dint asl its tentials ceateenielacs neienipeaintighedbepretslipsacneiltviisin 2, 291, 000 
1956—1st 6 months 
Reh k khhi ce cocbeieseninttniatindpich bhedstenlsectdoabisuechn dou Sekciiets 5, 151, 000 
I ee ss ecb bciaeaiopelip a pakap dabbled: 2, 257, 000 
2d 6 months: 
I scsi ten ini gh dat atm aceasta 320, 000 
Be. ate RR ER ESL SRE LEB RATE AE RT CREA Bi ES 0 
1957—Up to May 22: 
IU aE hig eich ca hiechcliadoededtn catia cheese Gentile whine 512, 100 
SPIT swiss clock ch ech da cent iets tiga ask arenes labia aia 750, 000 
I a ce ee A Se ad 134, 511, 550 
Public power projects, estimated... ............. 5 7, 900, 000 
Private power projects which did not appy for tax amortiza- 
ANI ad cinadciatecethtpnitchenetsdtonsneneeniscaiidedldessajeh ss ek emditenelivsnalevitriomsetchilt ipetaione 5, 550, 000 


NUNN, PUN ccna loca ee Soles hs cadets aeiorcadeniie ches theetncaliceniccdgeiansooee 147, 961, 550 
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8. Absence of power study 

Director Flemming’s far-reaching decision to expand the power 
goal was not the fruit of a study worthy of a program of such magni- 
tude and consequences. It appears to have been based upon an atti- 
tude within the Office of Defense Mobilization that 150 million kilo- 
watts of capacity would be desirable by the end of 1958. In the 
record of testimony before the Joint Committee on Defense Production 
and before this subcommittee, there is absent any showing that an 
objective, factual investigation was ever made which supported an 
increase of 34 million kilowatts over that scheduled for 1955 .(89). 
Two employees of the Department of the Interior tabulated state- 
ments of power requirements and existing loads on the assumption of 
full tacbiilietion, ana figures of the Edison Electric Institute—the 
trade association of the utility companies—were relied upon for 
planned capacity. 

The Joint Committee on Defense Production had urged that studies 
be made of the need for electric generation capacity in the event of war. 
A Defense Department witness stressed the need for such a study, “the 
last one having been made in 1945.” It appears from the testimony of 
Edward D. Frye, of the Department of the Interior, before the Joint 
Committee, that the Interior Department, over an extended period, 
could not obtain from ODM a statement of basic assumptions and 
estimates of requirements in the event of war (90). 

The joint committee’s summary of Mr. Flemming’s testimony as 
to the basis of his decision to expand the electric power goal on that 
same day is revealing: 

In answer to a question, Dr. Flemming stated that there has 
been no study as to the need of more power in case of war. 
The 150 million objective, he said, represented the then cur- 
rent best judgment of ODM with the concurrence of the 
Department of the Interior (89). 


George H. English, of the Department of the Interior, told of the 
computations which he and another Interior employee, Gardner 
George, made over a 2-week period in estimating capacity (563). 
ODM’s function, he said, was to estimate requirements— 


and all we furnished was the actual and estimated power 
capacity that was available plus the actual and estimated 
loads that were existing at that time, and they based their 
study on what would be required to meet their production 
requirements and they established the goal as 150 million 
kilowatts by the end of 1958 to meet their production re- 
quirements. We had no part in planning production 
(563). 
The source material for the 2-week study was identified in this 
colloquy : 


Senator Carroii. I assume as you were making that sur- 
vey, you had the help of other economic groups, did you? 
Mr. Eneuisu. No. We brought the study up to date be- 
tween us. 
; Senator Carroty. Where did you get your information 
rom ? 
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_ Mr. Eneuisu. It was taken from Federal Power Commis- 
sion reports and from industry reports. 
Senator Carrot. Who furnished the industry reports? 
Mr. Eneuisn. It was taken from statistics that were pub- 
lished in the EEI [Edison Electric Institute] (562). 


Mr. English said that his examination was made upon oral request 
from Harold Stehman, of ODM, and he recalled no letter supporting 
it. ‘This exchange then took place at the hearings: 


. Senator Carrot. Did you clear that with anybody in the 
Department of the Interior ? 

Mr. Eneuisu. That was part of our normal duties, to keep 
the capacity and load reports up to date and make it 
available. 

Senator Carroiu. I know; but this was a special survey be- 
cause you anticipated an examination of the goal; did you 
not ? 

Mr. Eneuisu. We didn’t anticipate an examination of the 

oal; no, sir. We were bringing the figures up to date for 
ODM to review (562). 


VI. Crrrerté ror GRANTING Tax AMORTIZATION 


The tests applied by the Department of the Interior and the Office 
of Defense Mobilization to determine if projects were eligible for cer- 
tification were termed criteria. What these criteria were, how they 
were applied, whether they were the same as those in force in the 
Korean emergency, whether Idaho satisfied the criteria, particularly 
as to its ability to complete on time—these became crucial questions in 
the hearings before the subcommittee. 

ODM Director Gordon Gray named the criteria in his prepared 
statement on May 21. They involved: timely filing, by December 31, 
1955; completion of added capacity by the end of 1958; dispersed lo- 
cation of the facility; and availability within the established goal for 
the quantity to be added. 

Discovery by the subcommittee staff of a penciled memorandum 
bearing the names of Sherman Adams and three other Presidential 
aids, and concerned with the criteria, brought to light the fact that Mr. 
Gray had consulted these officials a week before the Idaho Power cer- 
tificates were issued. 

The sections which follow will discuss these topics in detail. 


A. TARGET AREA LOCATION ONLY CAUSE FOR REJECTION 


Since the Korean war ended, there was not a single application filed 
by a public utility which was rejected for any reason other than its 
failure to meet the requirement of dispersal. The staff of the Joint 
Committee on Internal Revenue Taxation, which reported in 1956 on 
tax amortization, said : 


In a period in which the electric power expansion goal was 
open there appears to be only one cause for outright rejection 
of a specific applicant ; namely, location too close to a possible 
target area. Ifthe location of the applicant is satisfactory in 
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this regard, he is assured of rapid tax amortization on at 
least 35 percent of the cost of facilities merely by applying for 
a certificate at a time when the goal isopen. The allowance of 
a percentage of cost above 35 percent for rapid amortization 
depends upon a particular calculation of the degree of excess 
capacity which the company has undertaken, and it is fur- 
ther modified by the amount above 35 percent allowed for 
rapid tax amortization to the particular firm on previous 
certificates (384). 


George H. English, in sole charge of processing electric power tax 
amortization applications at Interior since July 1, 1953, confirmed that 
the only reason for rejection, if a goal was open, was location in a 
target area (522). 


B. SIMPLICITY OF PROCESSING BY INTERIOR 


When the Office of Defense Mobilization received an application 
for tax amortization under the electric-power program, the papers 
were sent to the delegate agency, the Department of the Interior, 
for study and recommendation. At Interior, the application was 
referred to George H. English, and he, without help from any other 
person, determined the percentage of amortization which would be 
accorded a facility. He made no field trips; there was no need for 
him to leave his desk (522). Given a utility’s application, he ac- 
cepted every representation as to capacity. A pencil and a sheet of 
yellow paper were his working tools. 

The recommendations as to awarding tax amortization which flowed 
from Interior to ODM were signed by Fred G. Aandahl, Assistant 
Secretary for Water and Power. Mr. English did not recall an 
instance where Mr. Aandahl had changed a percentage recommenda- 
tion (525). When Interior’s recommendation went to ODM, it was 
received by J. B. Wyckoff, Chief of the Certification Branch. Neither 
Mr. Wyckoff nor Mr. English remembered an instance where ODM 
had changed the percentage recommended by Mr. English. If there 
was room on the goal for kilowatt expansion—if the checkbook 
showed there was money left in the bank—the only question was 
whether the requirement of dispersal was met, and for this advice 
ODM looked to the Departments of Defense and Commerce rather 
than Interior. On one occasion, nevertheless, at the request of Ebasco 
Services, Inc., Mr. English accompanied the applicant to the Depart- 
ment of Defense to urge approval for a plant to be built across the 
Connecticut River from the Government arsenal at Springfield, Mass. 

The subcommittee questioned Mr. English at length, and he thus 
summarized his work: 


I reviewed the application, to see if it was qualified, to see 
that the statistical information in the application was cor- 
rect, and then I proceeded to calculate the percentage and 
referred it back to ODM (523). 


It has been seen that Mr. English’s work was not concerned with 
dispersal. Consequently, since all applications which were denied 
failed only on this test, since the question of whether there was a 
place on the goal was answered by simple subtraction by ODM from 
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the remaining total, and all applications had been filed on time, Mr. 
English had no problem with any of the criteria listed by Mr. Gray. 
His task was to determine the percentage which should be certified 
for tax amortization. 

Starting with a minimum of 35 percent accorded every applicant 
who qualified, Mr. English applied a formula under which, in mul- 
tiples of 5, as much as 30 additional points could be given, for a 
maximum of 65-percent certification for tax amortization. The 
Brownlee project of the Idaho Power Co. was certified for the 65- 
percent maximum, as were almost all the other projects for which 
Ebasco Services, Inc., acted as agent. 

Mr. English, in his testimony on June 7, 1957, described the appli- 
cation of the formula: 


We established a normal growth trend from a pattern 
between 1939 and 1949, and that is the average growth of the 
utility over that 10-year period. We take that percentage 
and reduce it to the national average from 1925 to 1949, and 
with that percentage we extend their load beginning with 
1950 and project it through the year that the unit comes 
into service and that gives their normal load requirements. 
Then we take the capacity additions that have been added 
and come out with a capacity figure. Then we deduct a re- 
serve from that capacity figure which includes forced outgoes 
and maintenance and regulation and so forth. 

We come out with the net capacity. The difference be- 
tween the normal low trend and net capacity will give a sys- 
tem reserve and that reserve is a calculation for the addi- 
tional 30 points over and above the base percentages (524). 


C. THE FLEXIBLE NATURE OF THE COMPLETION DATE CRITERION 


In Gordon Gray’s testimony, he suggested repeatedly that the re- 
quirement of completion of the Brownlee and Oxbow facilities by the 
end of 1958 would be forgiven only if something intervened which was 
beyond the company’s control. He went on to say that he had in 
mind something in the nature of a flood or an earthquake. Mr. Gray 
had taken office in mid-March, and the Idaho Power applications 
were the only ones in the electric power field upon which he was called 
upon to act. 

For companies which Ebasco Services represented, time extensions 
were not a difficult problem. As will be set forth in another section, 
Ebasco would call on Mr. English at the Department of the Interior, 
the time extension recommendation would go to ODM, Ebasco would 
inquire again and Ebasco would inform the client that the extension 
had been granted. 

Idaho Power, as one of the client companies, received memoran- 
dums periodically from the Washington office of Ebasco. Walter B. 
Cosdon, manager of Ebasco’s Washington office, disseminated such a 
memorandum on March 9, 1956, entitled, “Tax Amortization—Request 
for Time Extensions.” Despite the fact that the time limit in the goal 
was the end of 1958, Mr. Custlon found it necessary to say that he 
had noted indications that delays beyond that time might bar ex- 
tensions. ODM, he said, had not ruled on unavoidable delays, and 
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he quoted ODM as saying that the Internal Revenue Service might 
raise questions if the project did not come into service by the end of 
1958. He then said: 


We therefore suggest that since ODM can presently give 
us no assurance as to what its attitude or that of IRS will be 
in such as case, we can only urge that should such a situation 
develop you promptly contact us so that we can informally 
discuss your individual situation at ODM in order to allow 
sufficient time to take whatever steps may be necessary to 
protect your certificate (493). 

Mr. Cosdon’s memorandum said further : 


We understand that if the time extension required amounts 
to less than 6 months, the construction schedule can be omitted 
and you need only write a letter (in quadruplicate) to ODM 
giving reasons for the time extension, money spent to date, 
firm commitments made, and effect of extension on the 
planned in-service date of the project. 


D, ELECTRIC POWER CRITERIA—-KOREAN WAR AND LATER 


In his testimony on May 27, ODM Director Gray said of the 
standards established in 1950 for approval of facilities for certificates 
of necessity : 

I think the criteria then established have been the ones 
which have been followed through the succeeding years of 
the program. 

In subsequent testimony, Mr. Gray steadfastly maintained that 
there had been no change in the criteria since the inception of the 
program early in the Korean war. As to Idaho Power’s applications, 
he detailed them as follows: 

(a) Both applications were filed within the time limit 
specified in the goal. 

(6) Applicant must comply with the provision of the goal 
that the added capacity to deliver power will be available 
by December 31, 1958, or the certificate will be invalid. 

(c) The site of the power development is in a dispersed 
location, outside congested urban areas and away from major 
military installations and key defense industrial facilities. 

(d) The capacity to be added by these projects fits within 
the total quantity covered by the goal (238). 

Mr. Gray said that he considered the letter of Secretary Seaton 
as being not addressed to the criteria but as an attack on those cri- 
teria, and accordingly not germane. 

Another witness, Edwin Jason Dryer, General Counsel and Deputy 
Administrator for the Defense Electric Power Administration in the 
Korean emergency, criticized this view. What Mr. Gray termed the 
criteria, he said, were not criteria at all but merely minimal, formal 
requirements. Essentiality, bringing in of excess and the incentives 
required, were the criteria during the Korean emergency, said Mr. 
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Dryer; they were still the requirements under the regulations, and 
Mr. Seaton was correct in standing on that ground. 

When Secretary Seaton testified, he said that he would still recom- 
mend against granting the Idaho Power certificates, but he did not 
argue that the criteria had been changed. Mr. Seaton said: 


The records of our Department, that is, the Department 
of the Interior, appear to establish that the criteria under 
which the Idaho Power applications were reviewed are the 
same criteria established in 1952. 

Under those criteria I have been assured by members of 
our departmental staff who are present with me today that 
the applications of the company met the requirements estab- 
lished by the Office of Defense Mobilization. 

I am advised that under those criteria it is not necessary 
for an applicant to establish financial need in order to be eli- 
gible for a tax-amortization certificate. 

I am also informed that the findings of the Federal Power 
Commission in the granting of licenses under the Federal 
Power Act are not material to eligibility for such certificates. 

I have also been advised, subsequent to my letter of March 
11, that the company has submitted data to the Office of 
Defense Mobilization which would establish that excess 
capacity would be constructed within the limitations of the 
applicable regulations and criteria applicable in previous 
cases of this kind. 

My letter of March 11 was intended as an appeal to the 
Director of the Office of Defense Mobilization to exercise the 
discretion vested in him to deny these certificates on grounds 
which lie outside of the established regulations and criteria 
which have been applied in previous cases (307). 


Assistant Secretary Aandahl insisted that the criteria had not been 
changed since the end of the Korean emergency. Questioned by Sena- 
tor O’Mahoney, however, he conceded that individual projects were 
no longer tested as to whether they contributed to meeting the emer- 
gency situation, on the ground that any substantial increase in the 
generating capacity of the country would help build the reserve 
needed in an emergency (379). 

The colloquy continued : 


Senator O’Manoney. As I understand your analysis of the 
problem, it is simply this: during some period after you be- 
came Assistant Secretary, the application of the defense 
criteria and the emergency criteria to individual applications 
was abandoned, and you based your judgment rather. upon 
what the overall contribution of the new power capacity 
would have toward producing a larger goal for general use. 

Mr. Aanvanu. That is correct. And I haven’t been able 
to see where the limitations that have been referred to in the 
earlier period have had any appreciable effect (379). 


What Mr. Gray had called criteria were in the judgment of Mr. 
Dryer not criteria at all but formal requirements (360). Mr. English’s 
work, he said, had to do with application of other tests to decide what 
percentage a company would get for a qualified project. 
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Pointing to the essential difference between DEPA’s program and 
that in force after the Korean war, Mr. Dryer said that DEPA chose 
projects on the basis of their essentiality and applied to those projects 
criteria which had to be satisfied. He testified : 

The defense power program consisted of a series of process- 
ing which had already been selected as to their essentiality 
in carrying existing loads or loads that would be existing 
at the time those plants came into being. 

You must remember we, were dealing then under circum- 
stances of material controls, and very limited availability of 
manufacturing capacity for this particular equipment. And 
just every generating plant was not going to be built. 

There had to be a selection of the plants that those materials 
would be allocated to, selected in terms of their need to carry 
the load. 

Those selected plants became and were known as the defense 
power program. That package of plants which were already 
selected on the basis of what might still be called a fourth 
set of criteria, essentiality carryover. - 

That package, that set of plants, was considered in terms 
of criteria as to necessity and defense relationship which ap- 
peared in the National Resources Board order at that time; 
subsequently in Defense Production Administration Regu- 
lation 1 (360). 


The tests applied by Mr. English, Mr. Dryer said, were those of 
section 3 of the regulation, which were concerned only with deciding 
the percentages of amortization to be allowed (365). DEPA, on the 
other hand, first tested a project according to whether it met the essen- 
tiality requirements of section 2, he said. 

Mr. Dryer pointed to other differences which he considered funda- 
mental. Instead of giving a minimum of 35-percent amortization for 
normal growth, he said, DEPA would have given nothing, as a project 
achieving only normal growth would not have been selected as part 
of the program (366). A further factor in allowing amortization was 
the higher cost needed to build in the emergency period, he said (367). 
Contending that Secretary Seaton had properly taken a position on 
the section 2 tests, Mr. Dryer insisted that the Idaho Power applica- 
tion also failed to meet the section 3 tests. 

Mr. Dryer summarized his testimony on the three types of criteria 
in force prior to July 1, 1953, in this colloquy with Senator O’Mahoney : 


Mr. Dryer. There are three. I haven’t uttered the third 
yet. The third category is criteria for determining what per- 
centage a facility will get if it is otherwise eligible in terms 
of meeting section 2 criteria. This last set of criteria are 
criteria that are referred to in section 3 of DPA Regulation 1. 
And this last set of criteria are the criteria which are being 
embodied in national form, and as to which Mr. English has 
been implying, when he did not go into the facts in a partic- 
ular case, these criteria determine what percentage of a proj- 
ect will get it qualified on the first set, that is, under section 2 
regulations. 

Senator O’Manonry. Defense regulations were in cate- 
gory 2¢ 
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Mr. Dryer. That is right. 

Senator O’Manoney. Emergency regulations in cate- 
gory 2? 

Mr. Dryer. Right. 

Senator O’Manoney. Are those categories still required ? 

Mr. Dryer. I don’t know. 

Senator O’Manonry. Were they required when you were 
in the Government ? 

Mr. Dryer. Yes, sir. 

Senator O’Manonry. When did you leave the Govern- 
ment ? 

Mr. Drrer. June 30, 1953. 

Senator O’Manoney. So, up until June 30, 1953, do you 
wish this committee to understand that the defense criteria 
and the emergency criteria were still in force and had not 
been modified ? 

Mr. Dryer. That is right (377-378). 


Questioned by the chairman as to whether Mr. Seaton’s letter was 
addressed to the essential criteria under section 2, Mr. Dryer replied 
that the letter went to the same fundamentals which DEPA evaluated 
in March 1951 to justify necessity certificates for the power industry 
generally. Specifically, he said, his letter referred to the fact that 
Idaho Power did not need a certificate of necessity to finance the proj- 
ects; DEPA had said that in the emergency the electric utilities would 
need amortization for the unusal financing of an abnormally large 
amount of electric utility generating plants in a short period. 

The chairman commented : 


Senator Kerauver. What this comes down to is that there 
has continued to be applied a method that was used in the 
Korean emergency to help defense plants meet the emergency 
needs of the country. It has continued to be applied after 
the lapse of the materials control legislation, and when the 
emergency was over (382). 

The chairman then asked if it was true that specific industry facil- 
ities were no longer selected to meet the defense emergency. Mr. 
Dryer replied: 

That is apparently the case, sir (382). 


Mr. English insisted that under DEPA no class I utility was denied 
a certificate regardless of its defense load “and that same basis has 
been carried through to this day.” Interior, he said, made no dis- 
tinction between a utility serving defense and defense-supporting 
loads, and he said, DEPA followed such a policy. 

Mr. English said that if DEPA denied a project the material needed 
to bring it in line by the end date of the goal, it would not be eligible 
for consideration. He then drew this unexpected conclusion: 


So the end date of the goal and the materials were the 
controlling factor, and that is still the controlling factor as 
far as the tax certificate is concerned; the project must be 
in service by an end date, which is now December 31, 1958. 
So the same procedure is in effect today that was in effect 
under the old DEPA days (383). 
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E. THE COMPLETION DATE ISSUE 


The requirement that projects certified under the electric power 
goal be in operation by the end of 1958 was specifically made a part 
of the certificates of necessity awarded to the Idaho Power Co. The 
representative of Ebasco Services, Inc., was told to get an expression 
from the company, prior to the issuance of the certificates, as to its 
plans, because “someone” had questioned that Idaho could meet the 
time requirement (591). Idaho furnished a statement of its “intent” 
to complete on time, and at the time of the issuance of the certificates 
and subsequently, Defense Mobilizer Gray held that this expression 
was satisfactory. 

The utility company’s plan to bring the projects on line by the end 
of 1958 was questioned by subcommittee members. At the hearings, 
expressions of the company’s president, Thomas E. Roach, and its 
counsel, R. P. Parry, were cited as evidence that, except before the 
Department of the Interior and the Office of Defense Mobilization, 
the company expressed the expectation of bringing the Oxbow Dam 
in service later than 1958. 

The chairman, referring to the notes having to do with reexamining 
criteria discovered at ODM by the subcommittee staff, which listed 
the names of Sherman Adams and other high ranking White House 
assistants, suggested to Mr. Gray that the reexamination of criteria 
concerned the completion date. Mr. Gray flatly denied that this was 
the case, 

Despite the insistence of Mr. Gray and others that the completion 
date was not in question, Mr. Roach disclosed to the subcommittee 
that Idaho Power did not decide to bring Oxbow on line by the end 
of 1958 until after the Supreme Court decision of April 1. 

Subcommittee members examined Mr. Roach, Mr. Parry, and John 
T. Kimball, vice president of the utility, as to statements which had 
cast doubt on the company’s plan to bring the projects on line within 
the time specified in the certificates. These included statements made 
by Mr. Parry before a Senate committee, an address by Mr. Roach in 
New York before a meeting of security analysts, the company’s financ- 
ing plan submitted to the Federal Power Commission, and the power 
forecasts of the Bonneville Power Administration. In essence, their 
reply was that the statements had to do with license requirements and 
not the plans for completion. 

As late as March 7, 1957, in testifying before the Senate Interior 
Committee, Mr. Parry said that Brownlee would be completed in 
December 1958 and Oxbow in August 1961 (254). J. B. Wyckoff of 
ODM testified that he knew of this statement but did not tell Mr. 
Gray about it “because we had the later information from the com- 
pany” (254). Mr. Gray, following an April 8 memorandum of Mr. 
Wyckoff, testified that he made his decision to grant the certificates 
on April 10 and advised Sherman Adams and other White House 
officials accordingly on April 10. It was not until April 12 that Mr. 
Wyckoff sought an expression from the utility as to its completion 
plans. 

The Bonneville Power Administration of the Department of the 
Interior set forth the schedule of installation of generators at Oxbow, 
in its 1956 advance program. The first generator was to be com- 
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pleted in April 1961; the second in May 1961; the third in July 1961; 
and the fourth in August 1961 (624). 

The New York Journal of Commerce of May 16, 1957—a month 
after the approval of the amortization certificates—reported an ad- 
dress by Mr. Roach before the New York Society of Security Analysts. 
The account said : 


Mr. Roach said he believes the Senate will again turn down 
legislation calling for a high dam at Hells Canyon to be built 
with Government funds. 

Idaho Power expects to complete the first of three low dams 
on the Snake River at Brownlee in 1958. The present plans 
call for Oxbow to be finished in 1961 and Hells Canyon in 
1964. The 3 stations will add 800,000 kilowatts to the capac- 
ity increasing it to 1,175,000 kilowatts (256). 


Chairman Kefauver questioned Mr. Roach regarding the company’s 
application for approval of a $40 million financing plan filed with 
the FPC March 11, and acted upon favorably on April 24. Most of 
this, the application set forth, would be expended for Brownlee. 

Mr. Roach’s notes for his address before the New York group 
showed his revenue assumptions of $27.8 million for 1957 and $40 
million for 1960. With Brownlee and Oxbow presumably completed 
by the end of 1958, Chairman Kefauver pointed out, there would be 
an increase in kilowatts of 140 percent, but Mr. Roach’s notes indi- 
cated a revenue increase of only 50 percent (634). 

Documents obtained under subpena from the Bankers Trust Com- 
pany of New York were introduced. W. R. van Liew, Jr., of the 
investment research division of the bank, reported in a memorandum 
on Mr. Roach’s address before the security analysts and on a conversa- 
tion with him after the meeting. He quoted Mr. Roach as saying 
that under the FPC license Oxbow was to be started by 1959 and 
finished by 1961, but Mr. van Liew added: 


Actually, the company hopes to start Oxbow before 1959. 


Mr. van Liew’s summary of the construction budget for 1957 
excluded Oxbow (936). 

Another memorandum from the files of this bank throws further 
doubt on Idaho’s plan to complete Oxbow before 1959. M. R. Tait, 
vice president of the bank, reported on a trip to Idaho to inspect 
construction. The memorandum is dated June 18-19, 1957. Because 
of the need of the Pacific Northwest power group for more ower, 
member companies expressed an interest in contracting for Oxbow 
power as soon as it would be available. As of the time that the memo- 
randum was written, it appears that Idaho had not decided when it 
would complete Oxbow (936). 

Evidence as to completion plans from the Oxbow site was pre- 
sented in the form of a news story from the Democrat-Herald of 
Baker, Oreg. It dealt with the visit of a civic group to the Oxbow 
area. The account said: 


Construction on the second dam, in the series of three for 
which Idaho Power has received Federal Power licenses, is 
slated to begin there late next year (637). 
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Following his testimony of May 27, Mr. Gray telegraphed to Mr. 
Roach regarding the statement by Mr. Parry and the New York 
speech of Mr. Roach. He asked Mr. Roach to report to him as to 
Idaho Power’s present intention and clear capacity to meet the re- 
quirements as to time. Mr. Roach replied that Idaho Power planned 
to push construction so as to complete Oxbow by December 31, 1958, 
He described the preliminary work done at the site. Mr. Parry’s 
statement, according to Mr. Roach, dealt with terms of the FPC 
licenses. The remarks in New York likewise were concerned with 
license requirements, Mr. Roach said (206). 

Mr. Kimball, the utility’s vice president, testified that he recalled 
the memorandum of Ebasco Services, Inc., on the granting of time 
extension on projects for which certificates of necessity had been 
awarded. Mr. Roach said he did not remember it, but there was no 
need for an extension, as Idaho would finish on time (626). The com- 

any, said Mr. Roach, had firm contracts for the construction and 
installation of the Oxbow generators, the last of which would meet 
the 1958 deadline, but he said under questioning that the company 
had the right to cancel (624). 

Mr. Gray conceded that he could extend the time for the utility to 
complete the project, but he said there would be no extension if there 
were not circumstances beyond the control of the company (255). 
But, he said, he knew of no suggestion, including his own thinking, 
that there would be any change in the goal. Paul Rand Dixon, com- 
mittee counsel, commented : 


Mr. Drxon. But, Mr. Gray, the idea that you have no 
thinking of it does not — you from having the right and 
the responsibility and the ability to change it if you want to. 
You have the right to do that if you want to under the exist- 
ing law, do you not, sir? 

Mr. Gray. I think that is correct (297). 


F. WHITE HOUSE INTEREST 


On April 10, 1957, less than a month after he had taken office as 
Director of Defense Mobilization, Gordon Gray conferred, with Jacob 
B. Wyckoff, the official directly in charge of tax amortization 
certification. He told Mr. Wyckoff that he had decided to award 
certificates of necessity on the Oxbow and Brownlee projects of the 
Idaho Power Co. As Mr. Gray talked, Mr. Wyckoff took notes on a 
mimeographed staff paper circulated within ODM in justification of 
the granting of the projects. He had attached a copy of this 2 days 
earlier to a note addressed to Mr. Gray’s secretary, calling attention 
to the Supreme Court’s decision, which he felt removed the last legal 
obstacle to certification. Mr. Wyckoff’s pencilled jottings were on 
page 4 of the staff paper (207). 

Mr. Wyckoff wrote down five names at the top of the page: 
“Adams,” “Elmer Bennett,” “Governor Powell,” “Jerry Morgan,” 
“Persons.” Then, in blank space surrounding tabular matter listing 
dollar value and kilowatts under the electric power goal he wrote: 


Goal is closed; was charged against the goal; if for any 
reason the goal were reopened—the criteria could be reex- 
amined. 
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A subcommittee staff member found the notes as he examined the 
Oxbow file on the day before Mr. Gray’s first testimony on May 21. 

Mr. Wyckoff identified the individuals as Sherman Adams, the 
assistant to the President; Howard Pyle and Gen. Wilton B. Persons, 
assistants to the President; Gerald P. Morgan, the President’s coun- 
sel; and Elmer Bennett, at that time confidential assistant to the 
Secretary of the Interior. 

Against the background of the doubt expressed as to Idaho Power’s 
purpose and ability to complete Oxbow by the end of 1958, the notes 
assumed special importance. When Mr. Gray testified, he said that 
he had been talking of material to be included in a press release. 

The explanations given never completely clarified the meaning of 
the penciled notes. The essential words, “If for any reason the goal 
were reopened—the criteria could be reexamined,” did not appear in 
the press release. The press officer of ODM who wrote the release 
testified that Mr. Wyckoff had not mentioned these words or this 
idea in their discussion. There was no mention of the idea in Mr. 
Gray’s notes for an oral explanation at the press conference he con- 
ducted on April 25, and no mention of it was made at the press 
conference. 

In his several appearances before the subcommittee, some details 
emerged. After his decision to grant the certificates, on April 10, 
Mr. Gray informed Governor Adams, the three other White House 
officials, and Mr. Bennett (208-209). He did not make the notifica- 
tion by telephone, but in person (215). Asked whether he had ad- 
dressed all of the individuals at a meeting, or singly, Mr. Gray claimed 
executive privilege and declined to answer. As to what was said in 
the conference, or conferences, with the officials, Mr. Gray also claimed 
privilege, as he did regarding his conference with his predecessor 
relative to the Idaho Power applications when he took office (211). 

Someone, Mr. Gray said, had suggested the reexamination of the 
criteria as appropriate for the press release and he could not re- 
member who this was. He wanted the White House officials and 
Mr. Bennett to know of his decision before reading it in the news- 
papers, he said, because of the intense interest in an unusual case 
(210). He denied that he had told Governor Adams of his intention 
to approve the certificates prior to April 10 (212). The proposed 
press release—making no mention of reexamination of criteria—was 
cleared with those named in the memorandum. Except for Mr. Ben- 
nett, who suggested a slight alteration as to the recommendation made 
by the Department of the Interior in October 1955, no alterations were 
asked (222). Mr. Bennett’s offering the suggestion and his clearance 
of the amended release were construed by Mr. Gray as consent on the 

art of Secretary Seaton that his opposition to the certificates should 

not a part of the official record and accordingly privileged (1225). 


VII. Hisrory or Inano Power’s AppLicaTIons 


Idaho Power displayed an attitude of casual interest in its 
tax amortization applications in the testimony it presented to the 
Federal Power Commission at the time licenses were Saee sought for 
the three dams in the Hells Canyon region. The Commission was told 
that the company had faint hope of obtaining the certificates; that 
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it had filed applications as a matter of duty to its stockholders. The 
company told the Commission that its financial plan for the dams was 
poadibated upon conventional means rather than upon the use of tax 
amortization. Consistently, the argument was made that construc- 
tion of the three dams by the company would make possible the de- 
velopment of the Hells Canyon region without cost to the taxpayers. 

Actually, Idaho Power was employing every means at its com- 
mand to get tax amortization approved. Idaho had filed its applica- 
tion for tax amortization for the Oxbow and Brownlee Dams in August 
1953, 2 years before the Federal Power Commission granted the 
license for the construction of the three dams. Despite its expressed 
attitude before FPC, Idaho vigorously sought approval of the appli- 
cations before the Office of Defense Mobilization and the delegate 
agency for power matters, the Department of the Interior. Ebasco 
Services, Inc., the wholly owned subsidiary of the Electric Bond & 
Share Co., which formerly controlled Idaho, made a study of use of 
tax amortization on the projects in 1952, filed the applications for 
Idaho, actively followed them before ODM and Interior, persuaded 
Idaho to urge approval of the certificates because of the asserted value 
of the project for the production of aluminum if they failed other- 
wise, maintained liaison with ODM and Interior at the crucial time 
when the completion date was in question in April 1957, and picked 
up copies of the certificates on the day after they had been sent to 
the Internal Revenue Service and 1 week before ODM Director Gray 
announced the award at a press conference on April 25. 

Between May 1951 and May 1953 profound changes occurred in the 
Government’s attitude toward the dovihiguiialh of the Hells Canyon 
area by the Idaho Power Co. On May 21, 1951, the then Secretary 
of the Interior, Oscar Chapman, asked permission for the Department 
of the Interior to intervene in the proceedings before the Federal 
Power Commission on Idaho Power Co.’s proposed development, and 
on July 7, 1952, FPC gave Interior permission to intervene against 
Tdaho’s Oxbow proposal. In the early spring of 1953 President Roach 
of Idaho visited Washington and on April 24 an Ebasco official re- 
ported him as being “fairly optimistic” about the granting of the 
license. On May 15, 1953, Jerome K. Kuykendall took office as Chair- 
man of the FPC and on the same day Idaho Power filed applications 
for the Brownlee and low Hells Canyon Dams. Four days later— 
on May 19—FPC permitted the Department of the Interior to with- 
draw its intervention against the granting of the licenses. 

Two years more elapsed before the licenses were granted under a 
decision made by the FPC on July 27, 1955, and issued on August 4. 

Five weeks later, on September 9, 1955, Idaho strongly urged ODM 
to grant the tax amortization certificates. The Department of the 
Interior recommended their approval on October 25, 1955. 

Public power groups, which had opposed the Idaho Power plan for 
the Hells Canyon development before the Federal Power Commission, 
continued their opposition in the Court of Appeals for the District 
of Columbia and, when that court sustained the action of the FPC, 
sought certiorari from the Supreme Court of the United States. Dur- 
ing the pendency of the petition before the Supreme Court, ODM 
Director Arthur S. Flemming, on March 8, 1957, sought the views of 
the head of the delegate agency for electric power, Sicocthey of the 
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Interior Fred A. Seaton. On March 11, 1957, Secretary Seaton recom- 
mended disapproval of Idaho’s two applications for tax amortization. 
Gordon Gray took office on March 14, and although he was informed 
of the Seaton recommendation, he referred to favorable recommenda- 
tions from the Department of the Interior in a letter to Senator Harry 
F. Byrd and in his first appearance at these hearings. No mention 
was made of the Seaton letter until May 27. Prior to Mr. Gray’s 
appearance on that day Secretary Seaton furnished a copy of the letter 
to the subcommittee. 

The Supreme Court’s decision of April 1 cleared the way for ODM 
approval of tax amortization of the Idaho Power projects. Mr. Gray, 
on April 10, decided to issue the certificates of necessity. Five days 
later, ODM, assisted by Ebasco Services, Inc., obtained a statement 
from Idaho Power that it intended to complete the projects by the end 
of 1958, and on April 17 the certificates were signed. The first an- 
nouncement was made at a press conference on April 25. On the 
previous day, April 24, the Federal Power Commission approved 
Idaho Power’s application for $40 million financing. The company 
had filed its request on March 11, and although it knew of the approval 
of the certificates of necessity at least since April 18, this information 
was not given to the Commission. 

The events summarized in the foregoing are discussed in somewhat 
greater detail in the materials which follow. 


A. CASUAL INTEREST EXPRESSED TO FPC 


Chairman Kuykendall of the FPC testified at the hearings that the 
Commission did not contemplate the use of tax amortization by Idaho 
Power in financing of the Oxbow, Brownlee, and low Hells Canyon 
Dams and thus stated in its decision that the development would be 
realized without cost to the taxpayers. Following a criticism of the 
tax amortization applications by Senator Wayne Morse on August 9, 
1955, George A. Landry, Assistant Director for Production of ODM, 
on September 16, 1955, asked Chairman Kuykendall to furnish ODM 
with information on tax amortization developed in the hearings. 

Senator Morse had written to Director Flemming: 


Last Thursday, the Federal Power Commission decided to 
grant licenses to the Idaho Power Co. for construction of 
three dams in the Hells Canyon reach of Snake River. The 
Commission, as one of its major reasons for its decision, had 
this to say: “* * * under existing law, these public pur- 
poses will be realized without expense to the United States 
to the extent that the projects are constructed by a non-Fed- 
eral agency.” At the same time that the Commission handed 
down its decision, the Idaho Power Co. had, pending since 
August 1953 with the Office of Defense Mobilization, accel- 
erated amortization applications for 2 of the 3 dams for 
which licenses are to be issued. 

During the proceedings before the Federal Power Com- 
mission, the Idaho Power Co. claimed that its proposal would 
not cost the United States any money, even though, as I have 
just pointed out, it had filed with your agency for rapid tax 
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writeoff certificates only a few months after the Federal 
Power Commission hearings began. 

To prevent the Federal Power Commission from once more 
becoming a party to such a public deception, I wish to call 
to your attention the following : “The Idaho Power Co. appli- 
cation with ODM is for the total cost of both dams, $103,- 
082,000. The Washington Water Power Co. was allowed cer- 
tificates for 65 percent of its similar request for accelerated 
amortization on Cabinet Gorge Dam.” 

Using this percentage as applied to the Idaho Power mat- 
ter, it would result in Federal tax savings to the amount of 
$31,357,000 for Idaho Power during the first 5 years of oper- 
ation of Brownlee and Oxbow projects. 

The $31,357,000 is a direct cost to the Federal Government. 
It must be made up by an equivalent amount of tax revenues 
from the general taxpaying public, or from Government bor- 
rowing, which in the long run is exactly the same thing. 

What is more, the $31,357,000 constitutes, as the Federal 
Power Commission itself has described the quick writeoff, 
nothing more or less than an interest-free loan to a private 
utility by the United States Government. 

The Idaho Power Co., investing this amount at 6 percent 
per year interest, would realize the colossal sum of $338,406,- 
000 over the 50-year length of the licenses of Brownlee and 
Oxbow Dams. I have heard no public utterance, either by 
the Idaho Power Co., or by the Federal Power Commission, 
that the company would or should refuse to accept this tre- 
mendous Federal subsidy, which amounts to 3 times the cost 
of the 2 projects and would actually involve a 300 percent 
profit to the company even if it never sold a single kilowatt 
of electric energy from the projects. 

If it ever builds these dams the Idaho Power Co. will have 
to finance their construction by borrowing funds. Tax sav- 
ings from the amortization certificates would result in less 
borrowing and hence enormous savings in interest payments. 

The same Federal Power Commission which now claims 
that the Idaho Power 3 dams will not involve one iota of 
Federal subsidy sat, less than 2 years ago, on the question of 
whether the quick writeoff for power companies should be 
used to reduce rates to power consumers, and decided against 
those consumers (410). 





On October 7, 1955, Mr. Kuykendall submitted to Mr. Landry ex- 
cerpts from the testimony given at the FPC hearings by Thomas 
E. Roach, president of Idaho Power Co., and the two financial wit- 
nesses, Albert H. Gordon, of Kidder, Peabody & Co., and Stewart 
S. Hawes, of Blyth & Co. 

On July 9, 1953, Mr. Roach, under examination by Idaho’s counsel, 
R. P. Parry, testified that the $180 million which would have to be 
raised for the construction of the dams assumed conventional financing 
and taxation without accelerated amortization. He added: 


*** but certainly if accelerated amortization were available 
to us we would take advantage of it availability (sic) of 
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that privilege, and to the extent that it was accorded us our 
initial cash requirements, during the period of the fast 
amortization would be reduced in proportion to the amount 
of the annual accelerated amortization tax effect (407). 


Cross-examined on December 3, 1953, by Lucien Hilmer, counsel for 
the National Hells Canyon Association, Mr. Roach testified : 


(. Have you in part also explained then why you haven’t 
made provision in your projection of exhibit 28 for any ac- 
celerated amortization items relating to Oxbow and Brown- 
lee?—A. I think I have explained it in its entirety, as far as 
I know. Our filing of the application, I felt, was an obliga- 
tion and inherent in our fulfillment of our responsibility as 
officers of the company, because the Internal Revenue Act, sec- 
tion 124 (a), specifically provides for it, and had we not at 
least made the effort, even though we had faint hope of any 
success, we would have been derelict in our responsibility to 
our customers. 

Q. But I take it that the absence of accelerated amortiza- 
tion items in your projection of exhibit 28 is due to the faint- 
ness of hope with respect to your pending application before 
the ODM;; is that correct?—A. Absolutely. I testified, on 
direct, that we hadn’t included it, but if it were available to us 
we certain| y would take steps to ‘put ourselves in the position 
to take advantage of it, so that, if and when the time came 
that seemed expedient and advantageous to do so, we would 
have taken the necessary steps and qualified to take advantage 
of it. 

Q. And, if your faint hopes should blossom, it would have 
the effect of increasing your estimated cash generation figures, 
would it not?—A. Yes; it would. 

Q. And perhaps very materially?—A. Relatively speak- 
ing, I would say materially. Ihave no idea as to—— 

(). You have no idea w hat, sir?—A. I will stop right there 
409). 


R. P. Parry, the power company’s counsel, told the Federal Power 
Commission on July 7, 1953: 


The applicant is here before you asking the privilege of 
constructing solely with its own money and without 1 cent 
of cost to the taxpayers of the United States a great mutli- 
purpose project (674). 


In its opening brief before the Commission, November 5, 1954, 
the Idaho Power Co. said: 


It is difficult to conceive of a development which will more 
completely fulfill the definition of a comprehensive plan for 
the development of a waterway. When accompanied by the 
fact that this is accomplished by a taxpaying utility, with- 
out investment of public funds, then the correctness of the 
statement is even more apparent (674). 


In reference to the basis for financing studies, the brief said: 


Applicant’s financing studies have assumed entirely con- 
ventional financing and taxation under laws as existing in 
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1953, and give no consideration to possible accelerated tax 
amortization, or increased rates of depreciation for tax pur- 
poses. To the extent available to applicant, these would 
increase cash generation and to such extent reduce the 
amount of securities required to be issued (674). 


Mr. Parry testified on May 6, 1955, before the Senator Interior and 


Insular Affairs Committee, in the course of hearings on S. 1333, the 
Hells Canyon bill. Hesaid: 


We have here a private company providing great flood 
control, navigation, and recreational benefits to the Nation, 
free of cost to the Nation, and without any request on the part 


of the company for contributions from the Federal Govern- 
ment (674). 


The argument that the Idaho Power development of Hells Canyon 
would be realized without cost to the taxpayers was presented by the 
utility company before the Federal courts. In Idaho’s brief filed on 


April 6, 1956, before the United States Court of Appeals for the 
District of Columbia it was stated : 


and the three-dam plan affords, without cost to the Govern- 


ment, large benefits in flood control, navigation, and recre- 
ation (674). 


The acceptance by the Federal Power Commission of this argument 
was indicated in its decision, where it said: 


However under existing laws these public purposes will 
be realized without expense to the United States to the extent 
that the projects are constructed by a non-Federal entity. 
* * * Development by applicant of the Hells Canyon re- 
gion of the Snake River would provide 1 million acre-feet 
of flood-control storage and the required stream flow regula- 
tion and aid to navigation of the lower river at no cost to the 
United States (675). 


Chairman Kuykendall, in testifying before the subcommittee, ex- 
plained that FPC had not anticipated the granting of tax amortiza- 
tion for the dams and accordingly had referred to their construction 
as being without cost to the taxpayers. He testified: 


Yes; the president of the company said he had faint hope 
of ever getting it and we did not think he would and we did 
not consider the feasibility of the project on the basis of the 
company having accelerated amortization. I will concede 
now in the light of what has happened since that it can be 
said that we made a misstatement there, but what we were 
saying was that there would be no Federal expenses through 
appropriations to build this structure. 

Another agency has done something that we did not know 
it was going to do and did not expect it to do (687). 


The Idaho Power Co. and other utilities participating in the electric 
one advertising program hammered away at the theme that 
Hells Canyon would be developed by Idaho Power at no cost to the 


taxpayer as contrasted with a Federal high dam. One advertisement 
said of Federal development : 
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This will be a needless expense because the local electric 
light and power company already has offered to develop the 
power at no cost to American taxpayers. * * * If the local 
company does the job the company and its investors will pay 
for it. * * * You and every other American taxpayer 
will put up the money if the Federal Government does the 
job (704). 

B, EARLY EBASCO ADVICE 


Despite Idaho’s assertion to the Federal Power Commission that 
it had faint hope of obtaining tax amortization, the company pursued 
its application for certificates of necessity vigorously before the Office 
of Defense Mobilization and the Department of the Interior while 
the license applications were pending. 

Despite the statement of Idaho Power’s president that conventional 
financing was contemplated, when he testified before the FPC, in May 
1953, he had fully explored the benefits that would flow from tax 
amortization. 

A year earlier, Mr. Roach had asked Ebasco Services, Inc., to make 
a study for Idaho Power on the financing of the dams. On May 21, 
1952, J. L. Schienis, head of the Ebasco finance department, sub- 
mitted a report to Mr. Roach in which he outlined in detail the ad- 
vantages of tax amortization in financing the project. The Ebasco 
official said : 


To illustrate, assuming 65 percent certification, a 52-percent 
tax rate, and a normal depreciation rate of 2 percent, the 
reduction in income taxes due to rapid amortization as com- 
pared with normal depreciation would be $9,673,560 per year 
during the first 5 years, or a total of $48,367,800 and during 
the remaining 45 years income taxes would be increased by 
$1,074,840 annually. The reduction in income taxes during 
the first 5 years would permit the use of equivalent cash to 
retire debt, and would thereby facilitate the financing (681). 


C. MR. ROACH BECOMES OPTIMISTIC 


For almost a year Ebasco’s interest in behalf of Idaho’s program 
was not manifested. On April 24, 1953, an Ebasco official wrote 
to B. C. Russell, vice president of the Idaho Power Co., in reference to 
a telephone conversation he had had 2 days earlier with President 
Roach at Boston. An addendum to the letter, not sent to Mr. Russell 
but transmitted to certain Ebasco officials, opened with this sentence : 


Mr. Roach has had recent discussions at Washington which 
makes him fairly optimistic about getting the Oxbow 
license (711). 


In his testimony before the committee, Mr. Roach threw no light 
on what gave him cause for optimism. Mr. Kuykendall was not to 
take office on the Federal Power Commission until May 15—when 
hearings began on the license application—and the Department of 
the Interior was still in the position of intervening against Idaho 
Power’s multiple-dam plan for development of Hells Canyon. It was 
not until May 19, 1953, that Interior was permitted to withdraw as.an 
intervenor. 
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D. EBASCO AND IDAHO POWER PRESS FOR AMORTIZATION 


On August 6, 1953, Idaho Power filed application for tax amortiza- 
tion for the Oxbow Dam, and on August 21 the Brownlee application 
was filed (677). The filings were made at the Office of Defense 
Mobilization by C. R. McDonald of Ebasco’s Washington office. 
Ebasco moved forward quickly and on September 3, 1953, Walter B. 
Cosdon, manager of Ebasco’s Washington office, repor rted to Mr. Roach 
on a conference he had that day with ‘Geor ge H. English, the one-man 
organization responsible for the study of tax amortization applica- 
tions at Interior. Mr. Cosdon continued : 


However, he reports that he is reluctant to forward the 
Oxbow application to ODM prior to the issuance of the FPC 
license. Not only does he feel that ODM would deny it, but 
he fears concurrence of his superiors in Interior prior to the 
issuance of the FPC license highly unlikely. He did state, 
however, that even if the program is terminated, it is antici- 
pated that ODM will permit the processing of ‘those appli- 
cations on file at the time of the fo rmal establishment of a 
cutoff date, which projects are within the power program. 
This he said would be the case with respect to your Oxbow 
application (752). 

Mr. Cosdon told Mr. Roach that he was considering approaching 
Edwin A. Harris, Administrator of the Office of Aluminum in the 
Defense Production Administration, an agency under the supervision 
of the Office of Defense Mobilization, but he thought that Mr. Roach 
himself might prefer to make a personal call upon him. He re- 
ferred to a letter from Mr. Roach to Mr. Harris written on August 7, 
1953, stressing the asserted value of the projects for the production 
ofaluminum. It should be pointed out that this letter was sent on the 
day after the Oxbow application was filed and 2 weeks before the filing 
of the Brownlee application (677). 

As to the need for stressing the aluminum-production aspects, Mr. 
Cosdon said : 


Frankly, I believe the only way we will be able to save this 
matter off of dead center prior to the receipt of your FPC 
license will be through direct action on the part of Mr. Harris 
or others in similar positions of authority (752). 


With the issuance of the FPC licenses to Idaho on August 4, 1955, 
a major obstacle in the way of approval of tax-amortization certificates 
was removed. On September 9, 1955, A. C. Inman, vice president of 
Idaho Power wrote to ODM, expressing— 

our earnest hope that certificates of necessity will be issued 
for both projects prior to commencement of. construction 
(677). 

On January 16, 1956, Mr. Inman wrote to Mr. English at the De- 
partment of the Interior, telling of the start of the Brownlee project. 
Mr. English had recommended approval, with the concurrence of 
Assistant Secretary Aandahl, on October 25, 1955. Mr. Inman wrote: 


In view of the fact that the application has now been pend- 
ing for some 17 months, and of continuing press notices of 
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issuance of certificates for numerous hydroelectric instal.a- 
tions, frequently before construction has begun or projects 
costs incurred, and in some instances even before FPC license 
has been obtained, we trust that application TA-26500 may 
receive your favorable consideration without further delay 


(679). 


The Office of Defense Mobilization refused to take final action on 
the Oxbow and Brownlee applications while the granting of the li- 
censees was still under attack in the courts. Finally, the Supreme 
Court denied certiorari on April 1, 1957, and the last barrier was 
removed. 

-E. MR. GRAY DECIDES 


Jacob B. Wyckoff, Chief of the Certifications Branch. on April 8 
wrote a memorandum to Miss Mary Zajac, secretary to Defense Mobi- 
lizer Gordon Gray, in which he pointed to the Supreme Court decision 
and attached an ODM staff study advocating the granting of the cer- 
tificate (226). Mr. Gray had taken office on March 14 (189). His 
predecessor, Arthur S. Flemming, on March 8 had asked Secretary 
Seaton to comment on the Idaho application (355). Mr. Seaton wrote 
a letter opposing the applications on March 11 (258). This letter 
was discussed by Messrs. Flemming and Gray at a conference on 
March 14 (232). At the conference Mr. Flemming gave to Mr. Gray 
a memorandum on the Idaho application, the text of which Mr. Gray 
has refused to make available to the committee. 

Following the receipt of Mr. Wyckoff’s memorandum, Mr. Gray 
decided on April 10 to grant the certificates, despite the protest of the 
Secretary of the Interior (281, 498, 500). 

Despite the Supreme Court decision, time was menacing Idaho’s 
application for necessity certificates. Senator Byrd had introduced 
a bill, which he proposed to add to a House revenue measure, restrict- 
ing tax amortization to defense purposes. On April 11, 1957, C. R. 
McDonald, of the Ebasco Washington office, wrote a memorandum to 
his superior warning that Senator | Byrd’s proposal, if adopted, would 
make it impossible for the Idaho projects to qualify for certifications 
(512). 


F. AFTER DECISION: CAN THE COMPANY COMPLETE? 


Action came quickly. Although Mr. Gray had already made up 
his mind to issue the certificates, Mr. Wyckoff, because of some chal- 
lenge of Idaho’s ability to complete the projects by the required clos- 
ing date of December 31, 1958, sought an expression from the utility 
company. His assistant, James Farrell, asked Mr. English of the 
Interior Department to obtain the information. Mr. English passed 
on the request to C. R. McDonald, the Ebasco Washington representa- 
tive (490, 501, 587). 

Mr. McDonald spoke to John T. Kimball, vice president and gen- 
eral manager of Idaho Power at Boise. Mr. Kimball on April 12 
wrote to Mr. English “with reference to questions which you have 
asked about the above applications.” The letter made two points; 
first, that “Idaho Power Co. intends to have the Brownlee and Oxbow 
hydroelectric plants in operation by December 31, 1958”; and second, 
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that the power company had spent or committed $48,291,000 on the 
two projects (257). 

On April 15, 1957, Mr. Kimball’s letter to Mr. English was deliv- 
ered to the Office of Defense Mobilization. On April 17 formal ODM 
approval of the certificates of necessity was given and the Internal 
Revenue Service was notified (230). There is conflicting testimony 
as to whether a telephone call was made on April 16 or 17 or 18 but 
in any event upon receipt of such a message from Mr. Wyckoff, C. R. 
McDonald of Ebasco was given copies of the two certificates by ODM 
on April 18. He immediately informed Mr. Kimball in Boise by 
telephone and mailed the copies to him. 


VIII. Conruicts anp Lack or Liatson Amone AcEncres INVOLVED 


The revelation that Secretary Seaton, the head of the delegate 
agency for electric power expansion, had recommended disapproval 
of the Idaho Power certificates of necessity was only one example of 
conflicts on power policy within the executive branch which the hear- 
ings brought to light. Correspondence obtained by the subcommittee 
showed that for an extended period Interior resisted ODM’s efforts 
to have it recommend an expansion in the power goal. This dis- 
approval persisted, so far as the records of 5DM and Interior dis- 
close, even at the time when the ODM Director, in announcing the 
increase in the goal, said that he had acted with the concurrence of 
the Department of the Interior. 

Considering the vast sums involved, there was a surprising lack of 
liaison among Government agencies. The Federal Power Commis- 
sion, in considering the license applications of the Idaho Power Co. 
for the Hells Canyon development, had no knowledge of the vigor 
with which the utility company was seeking tax amortization. The 
Commission had only the representations of Idaho’s president that 
he entertained faint hope of getting certificates of necessity, and FPC 
issued the license on the assumption that the projects would be built 
by conventional financing. 

Within the Department of the Interior the working force was kept 
in the dark regarding the Seaton letter of disapproval of the Idaho 
applications, and a month after it was delivered to ODM an Interior 
employee obtained for ODM a statement from Idaho Power on the 
completion date of the dams. The same employee made computations, 
on the basis of which ODM increased the electric power goal, but he 
had no knowledge that the computations were to be used for that 
purpose. 

The Federal Power Commission’s resources of information on 
power needs were not utilized by the other agencies. The Director of 
the Office of Defense Mobilization informed Sherman Adams, assist- 
ant to the President, and three other White House officials of his 
decision to grant the certificates to Idaho. This information was 
communicated to the White House group a week before the certificates 
were signed. Fourteen days after the White House group was in- 
formed, the Federal Power Commission gave Idaho Power permis- 
sion for $40 million financing and it took this action without knowing 
of the ODM decision. It was not until the following day that ODM 


99288—58——_5 








60 RAPID AMORTIZATION IN REGULATED INDUSTRIES 


made public announcement of the Idaho tax-amortization certifi- 
cations. 
A. CONFLICT BETWEEN INTERIOR AND ODM 


“We have decided, with the concurrence of the Department of the 
Interior, our delegate agency in this field, to reopen and update the 
expansion goal for electric power,” said ODM Director Flemming 
in announcing the expansion of the electric-power goal at a hearing 
before the Joint Committee on Defense Production on April 15, 1955 

786). 

. ODM officials assured this subcommittee that all correspondence 
and interchanges with the Department of the Interior had been made 
available to the subcommittee. Far from concurrence, the corre- 
spondence showed vigorous opposition by Interior to increasing the 
oal. When the subcommittee chairman asked Charles H. Kendall, 
ODM General Counsel, upon what basis Mr. Flemming made that 
statement, Mr. Kendall said that he believed the statement was true. 

“The correspondence,” said Mr. Kendall, “shows an agreement 
with the intent and purpose of the goal at a later date, and I think 
Mr. Flemming’s statement was entirely true, but I am not in a position 
to establish that, sir.” 

Following the suspension of the electric-power goal in December 
1953, Mr. Flemming wrote to Interior Secretary Douglas McKay. 
Replying on January 29, 1954, Mr. McKay said that there appeared 
to be no need for extending the expansion goal beyond 1955. He 
recommended that the goal be closed following a 60-day period for 
applications for related facilities (777). 

Acting Secretary Ralph A. Tudor, writing to Mr. Flemming on 
July 29, 1954, said: “There appears to be no need for expanding or 
extending the power goal beyond the present limits,” and he recom- 
mended closing of the goal (781). 

A strongly worded refusal to recommend an increase in the goals 
was expressed by Acting Secretary Clarence A. Davis, in a letter to 


Mr. Flemming on December 9, 1954, the last expression from Interior. 
prior to Mr. Flemming’s action of April 15, 1955, in the files made 


available by ODM. Mr. Davis said: 


On page 34 of the Fourth Annual Report of the Joint 
Committee on Defense Production it is noted that ODM ac- 
cepts a 15-percent margin as a reasonable operating reserve 
in peacetime, but that “it is not an adequate margin when 
all the factors that must be assumed under a full emergency 
are given proper weight”; and it is for this basic reason 
that your agency does not agree to this Department’s pre- 
vious recommendations that goal 55 be closed. In view of 
the above statement, I think it would be well to point out 
that the recommendations in your letter of October 12 must 
be based on different criteria than that available to our 
technicians. You will, I am sure, recall that in our letter of 
May 13 we confirmed an agreement, arrived at between then 
Under Secretary Tudor and representatives of your Office, 
in which it was agreed that we would be provided with re- 
inte basic assumptions. To quote the pertinent part of our 
etter : 
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“Since that time we have discussed this with Messrs. Offutt 
and McLaughlin of “ge Office, and they agreed to provide 
this Department with revised basic assumptions. It will be 
necessary to have an estimate of energy requirements, by 
location, for production of the several categories of military 
equipment and munitions and for defense-supporting indus- 
tries if these vary from our basic assumptions of January 
1954.” 

To date, these have not been received (783). 


The letter from Acting Secretary Davis, relied upon by Mr. Ken; 
dall as approval of ODM’s action and said to support Mr, Flem- 
ming’s assertion that Interior had concurred in it, was dated August 
11, almost 4 months later. The letter makes no mention of concur- 
rence, but credits tax amortization as an incentive to electric-power 
expansion in these words: 


Expansion goal No. 55.—This goal was established to 
encourage the electric utilities to construct new power sources 
in advance of peacetime requirements. The rapid expan- 
sion undertaken since the close of World War II has not 
only provided adequate margins of reserve during a period 
of unprecedented load growth, but, in addition, reserve mar- 
gins have exceeded the 15 percent. normally considered ade- 
quate by the industry. In fact, reserve margins at the end 
of calendar year 1954 were approximatley 21 percent. There 
can be no doubt that the incentive of rapid tax amortization 
has contributed to the installation of new power sources 
in advance of normal scheduling, thus contributing to the 
present favorable margins of reserve. Without such incen- 
tive it may be confidently expected that more conservative 
scheduling of new installations will result in less favorable 
margins of reserve. 

Since an adequate power supply is directly associated with 
defense mobilization planning and, thus, the Nation’s se- 
curity, careful consideration should be given to the effect 
of placing this goal in a suspended category. Should, how- 
ever, this be done, protection of the utilities having made ap- 
Receiee for tax-amortization certificates should be given. 

Je wish to emphasize that, because of the long lead time re- 
quired in this industry, extensive financial commitments have 
been made on the basis that rapid tax amortization would be 
available. It is, therefore, recommended that recognition 
be given to the importance of an adequate electric-power 
supply, including prudent margins of reserve for full mo- 
bilization, and that certificates of necessity be granted all 
qualified applications on file and being processed (780). 


The Joint Committee on Defense Production was not informe 
of the continuing Interior-ODM disagreement. On October 6, 1955, 
Secretary McKay transmitted to the joint committee the reports of 
defense activities within his Department. One of these was the re- 
port of Assistant Secretary Fred G. Aandahl. In discussing ex- 
pansion goals, he referred to Interior’s recommendation of July. 29, 
1954, that the goal be closed, and said that the reserve capacity 
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through 1958 would be more than 20 percent, which was considered 
‘more than adequate under partial mobilization (1092). He con- 
tinued : 


However, during conferences in March and early April 
of this year between officials of ODM and Interior, agree- 
ment was reached that planning should be premised on not 
partial but full mobilization, which would then be in accord 
with other defense-planning agencies. 


George H. English was one of the Interior representatives at the 
conference. It was he who subsequently made the computations, and 
it will be recalled that he testified that he did not know that the com- 
putations were to be the basis of an expansion in the electric-power 
goal. (562) ' 

B. SECRETARY SEATON’S LETTER 


ODM Director Gordon Gray first appeared before the subcom- 
mittee on May 21, to discuss the certificates of necessity granted to 
Idaho Power. In his testimony, he said that, subsequent to the 
granting of the licenses by FPC, Interior was asked to make a recom- 
mendation, and recommended favorably. On May 4, 1957, writing 


to Senator Byrd, he said: 


When the Federal Power Commission issued licenses in 
August 1955 on both projects, the applications were for- 
warded to the Department of Interior for reports and recom- 
mendations within the limitations of the expansion goal. 
Favorable reports were received in October 1955. (263) 


Prior to Mr. Gray’s second appearance, on May 27, the subcom- 
mittee obtained a copy of a letter written by Interior Secretary 
Fred A. Seaton to Arthur S. Flemming, Mr. Gray’s predecessor, on 
March 11, 1957. Mr. Seaton’s letter recommended denial of the 
Idaho Power applications. 

The Seaton letter quoted from the decision of the Federal Power 
Commission in granting the licenses to show the great weight given 
by the Commission to asserted benefits from the utility’s develop- 
ment of the Hells Canyon reach without cost to the United States. 
Mr. Seaton pointed to the loss to the Government necessitated by 
borrowing money to make up for revenue deferred through tax 
amortization, and he said: 


This net cost to the Government in the case of the Idaho 
Power Co. application is inconsistent with the basis on which 
the os granted the license to the company, as I view the 
record. 


The utility’s testimony before FPC, Mr. Seaton said, established 
that the company made its case to justify granting of the licenses on 
the basis that it would not need tax amortization. The utility never 
established any basis for need for financial assistance. Finally, Mr. 
Seaton said the projects were not planned to create excess capacity in 
the company system “which has been a critical factor in the granting 
of tax amortization certificates” (258). 

Mr. Gray, when asked why he had been silent regarding the Seaton 
letter and why he had not made it available to the subcommittee staff, 
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said that he did not consider it a part of the official record, as it did 
not go to the criteria, and also because he had been advised by a 
competent authority of serious questions as to whether it was 
privileged. On the morning of his second appearance, he said: 


I was advised by competent authority that it is not to be 
considered an executive and privileged communication; and 
for that reason it was submitted to your committee staff when 
we came up here this afternoon (261). 


Secretary Seaton later testified as to his letter, and after the close of 
the hearings Mr. Gray wrote to the chairman, revealing some of the 
details about the suppression of the letter. There is a conflict between 
Mr. Seaton’s testimony and Mr. Gray’s letter as to which of them 
informed the other that the letter was not privileged. Mr. Gray re- 
fused to identify for the committee the “competent authority” who 
advised him, and declined to say whether it was a White House source. 
The burden of Mr. Gray’s letter was that he could not produce it 
because it had been withdrawn. 

From the testimony and the Gray letter, it is clear that Mr, Seaton 
made known orally to Mr. Flemming his objections to granting the 
tax certificates and, in a telephone conversation, Mr, Flemming asked 
Mr. Seaton to furnish him with a letter. Mr. Flemming handed the 
Seaton letter to Mr. Gray saying that he felt the Secretary’s position 
was based on his disapproval of the criteria, and that it had been im- 
yossible for him to explore the matter fully with him because of Mr. 
Seaton’s illness. Mr. Gray decided to grant the certificates, and de- 
termined that Mr. Seaton’s objections were not germane. 

Mr. Gray’s letter said that on April 10 he notified Elmer Bennett, 
then assistant to the Secretary, of his decision to grant the certificates, 
and of his view that Mr. Seaton had not discussed whether the appli- 
cations met the criteria but rather whether the criteria were wise. He 
said that Mr. Bennett and he agreed that the letter had no legal 
status and the letter could “appropriately be withdrawn.” On April 
17 the letter was returned to the Department of the Interior. r. 
Gray then told of receiving, also on April 17, a modification of the 
proposed press release from Mr. Bennett. The withdrawal of the 
letter and the press release suggestion caused Mr. Gray to believe, he 
said, that Mr. Seaton did not wish to make his personal views a matter 
of record, and accordingly Mr. Gray regarded them as privileged. 

On May 25, he said, he met Mr. Seaton for the first time on the 
matter, and Mr. Seaton told him he regarded his letter as an official 
expression of Interior’s position. 


Upon learning this, it was agreed on May 27 that Secretary 
Seaton’s letter of March 11 would be returned to ODM, and 
that I would furnish the original of the letter to your sub- 
committee as soon as possible and that the Department of 
the Interior would furnish the subcommittee with a copy 
(1224). 


The Seaton version as to who told Mr. Gray the letter was not 
privileged was given in his testimony as follows: 


Secretary Seaton. I would like to say that when I was noti- 
fied by Dr. Gray that he had determined to his satisfaction, 
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on advice of counsel, that my communication to Dr. Flem- 
ming, dated March 11, was not a privileged document and 
that he intended to furnish this committee a copy of that 
letter from me to Dr. Flemming, we, of course, undertook 
immediately to furnish you with our office copy, one of our 
office copies, of that same communication, and it was a con- 
current decision, in that sense, to furnish you with that 
material. 


Pressed by the chairman as to why he had told Senator Byrd about 
the Interior recommendation of 1955 and did not mention the Seaton 
objection of March 11, Mr. Gray said that the Seaton letter was not 
concerned with the expansion of the goal (269). He did not tell 
Mr, Wyckoff, the chief of the branch which processed tax amortiza- 
tion applications, about the Seaton letter, and he was silent about it 
at his press conference on April 25 when he announced the awards 
(289-290). 

Mr. Wyckoff, identified with the tax amortization program almost 
from the beginning, said that Mr. Seaton had never commented on 
any other application (267). 

fr. Seaton, in his testimony before the subcommittee, said that 
subsequent to the writing of his letter, he had been informed that 
Idaho’s Oxbow and Brownlee projects would in fact produce excess 
capacity, that the criteria of ODM were satisfied, that it was not 
necessary for an applicant to establish financial need, and that the 
findings of the Federal Power Commission were not material to 
eligibility for certificates (332-333). Nevertheless, Mr. Seaton told 
the subcommittee, his basic position was unchanged, and he would 
again make the same adverse recommendation. 


Cc. FPC NOT CONSULTED 


It has been seen that when ODM Director Gray decided on April 10 
to award the tax amortization certificates to Idaho Power he informed 
Sherman Adams and three other White House officials. The record 
is conclusive that in the consideration of the license applications, and 
in the processing of the amortization applications and the utility’s 
financing plan there was not an interchange of the best available 

‘dnformation among the responsible agencies. The technicians in 
Interior and ODM were not even told of the opposition of Secretary 
Seaton to the applications. 

The resources of FPC as to power information were thus sum- 

marized in a colloquy between the chairman and Mr. Kuykendall: 


Senator Keravuver. Let me finish this question. 

The Federal Power Commission is the one agency of the 
Federal Government which keeps, you might say, a day by 
day or a continuing record of the power situation, the power 
demands of the United States, the capacity of the various 
generating plants. You have the engineers who are in touch 
with the power requirements, the amount of excess, the 
amount of generation and matters of that sort, isn’t that true, 
Mr. Kuykendall? 

Mr. Kuyxenpati. Yes, Mr. Chairman, that is true. I 
think the Federal Power Commission has more information 
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‘on the power situation in the country than any agency or any 
organization or any roo We are pretty much headquar- 
ters for statistical information on the electric power industry. 

Senator Kerauver. In the Federal Government you are the 
agency that has the prime responsibility for keeping up with 
generation requirements, needs, excess, and all related 
matters to the electric power picture? 

Mr. Kuykenpati. That is right. We make power re- 
quirements studies and power market studies, all those things 
(404). 


The chairman read this extract from the Seaton letter: 


Furthermore, I am convinced by the record that the hear- 
ings before tue Federal Power Commission establish that 
these hydroelectric projects were not planned for the purpose 
of creating excess capacity in the company’s system, which 
has been a critical factor in the granting of tax amortization 
certificates (403). 


And the chairman asked John C. Mason, FPC Deputy General 
Counsel, if he agreed. 


Mr. Mason. I think that is in agreement with the record, 
Mr. Chairman. As far as the record shows—and the record 
is before the Commission—Idaho was constructing these proj- 
ects because they needed it to meet their load. It was grow- 
ing very fast in the area. 

Senator Kerauver. To meet their normal growth and de- 
velopment. You say this in is accordance with the record ? 

Mr. Mason. Yes, sir. 

Senator Kerauver. Do you agree, Mr. Kuykendall? 

Mr. KuyKEenpDALL. I believe it is, Mr. Chairman, 

Senator Kerauver. There have been no changes in the 
plans submitted to you? 

Mr. KtyKenpauu. No (408). 

The Department of the Interior technician, Mr. English, did not 
avail himself of the resources of the Federal Power Commission, or 
of the record established in the hearings on the license applications, but 
relied solely on the company’s statement in its application. The fol- 
lowing colloquy is illustrative: 


Mr. Eneuisu. The capacity installed at Oxbow and Brown- 
lee will develop excess capacity over and above what Idaho 
system requirements are, and on that basis I make the per- 
centage recommendations. 

Senator Keravuver. So you disagreed with the Federal 
Power Commission’s findings ? 

Mr. Enautsu. I did not take the Federal Power Commis- 
sion’s findings into consideration when I worked the caleu- 
lations through, 

_ Senator Keravuver. You did not take them into considera- 
tion at all? , 

Mr. Eneuisu. No. The basis was the application that was 

filed and notarized by Idaho Power and submitted to ODM, 
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and referred to Interior. That was the basis our calcula- 
tions were made on. 

Senator Krerauver. Doesn’t the Federal Power Commis- 
sion have competent electrical engineers to pass on these 

matters or don’t they have their own engineers? They have 
quite an engineering section down there, don’t they ¢ 

Mr, Enatisu. I could not answer how they formulate their 
opinion; there was not excess capacity in the project. I 
do not know. 

Senator Keravuver. But you did not take this job into con- 
sideration ? 

Mr. Eneuisx. Not in formulating the calculations; no. 

Senator Keravuver. The figures you secured, then were 
either from Idaho Power Co. or Ebasco Services, Inc. ? 

Mr. Enewisu. They were Idaho Power Co. figures. 

Senator Kerauver. You got them from nowhere else? 

Mr. Enewisu. They were submitted to me from ODM. 
They were submitted to ODM, and they referred them to us. 

Senator Keravver. You relied wholly upon them ¢ 

Mr. Eneuisu. On the application, as submitted to ODM 
(351). 


FPC was kept in ignorance of the fact that the certificates had 
been issued on April 17—although the White House, Ebasco Services, 
Inc., and Idaho Power knew of this. Mr. Kuykendall testified : 


As that order indicates that we issued on April 24, we 
thought they were financing in the conventional way. "We 
had no knowledge of what ‘ODM was about to do. I know 
all staff members who handled this matter will tell you the 
same thing because I have made inquiry of them. We had 
no knowledge or any thought, no hint that ODM was going 
to grant those certificates. We handled this in the regular 
way that any similar application is handled. We knew it 
when we read it in the newspapers ourselves (451). 


If the Commission had in fact known of the tax certificates, said 
Mr. Kuykendall : 


I think we would have reviewed the whole thing to con- 
sider whether they needed the funds they were asking us 
to approve under those conditions. 


In considering the granting of the licenses in 1955, Mr. Kuykendall 
said: 
As I say, we just had completely out of our minds the 
matter of accelerated amortization, and didn’t expect any 
to be granted, and based no decision on the thought that it 
would be. 


Idaho’s subsequent application for $40 million financing before 
FPC made no reference to the availability of tax amortization (469). 

Whatever the lack of liaison in the Government, Ebasco Services, 
Inc., was well informed on the lack of availability of certain infor- 
mation by the agencies processing tax amortization. An example 
is the caution given by Ebasco to a utility not to refer to census data. 
Ebasco had learned ‘that such inform: ation, which might disclose 
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conflict with applications, was not available to the processing agen- 
cies (887). 


LX. Opportunity ror Srock SPECULATION 


A. TRADING IN IDAHO POWER STOCK 


The fact that Ebasco and Idaho Power knew of the award of the 
amortization certificates 12 days before it was made known to the 
general public led to an inquiry by the staff into the volume of trad- 
ing in Idaho Power stock in April. 

On April 16, the day before issuance of the certificates, fewer than 
1,000 shares were traded, whereas on the day of the issuance there 
were 4,300 shares traded, with the stock reaching a 1957 high at 3614. 
For 1956, average trading was 700 shares daily. 

Going back to April 1, the day of the ateabtit Court decision, 
1,300 shares were traded.. Volume dropped, however, for the remain- 
der of the week. On April 8, volume was 1,000, but on April 9 it was 
2,200 (504). 

Bee April 1 and April 24, the day prior to Mr. Gray’s press 
conference, 13,300 shares were purchased. Four buyers accounted 
for slightly more than two-thirds (933). 


B. NEW ODM POLICY 


The hearings served to bring about a prompt change in a practice 
that had prevailed at the Office of Defense Mobilization. Subsequent 
to the publication of the fact that Ebaco was notified of awards of 
certificates whereas the information was withheld from the represent- 
ative of a consumers’ group and the public, Gordon Gray took correc- 
tive action. 

Mr. Gray directed that thereafter awards of tax amortization were 
to be announced by press release on the day they occurred. 


X. Errects or Tax AMorTIZATION IN Exxecrric Power Inpustry 


Grave consequences have followed the enormous grants of tax 
amortization to operating utilities in the electric power field. Con- 
sumers have fared badly, for the Federal Power Commission ruled 
that lower rates were not the purpose of the tax amortization statute, 
and the courts have sustained the FPC. As a result of the hearings, 
the Federal Power Commission surveyed operating utilities and it 
was established that to an unsuspected extent, tax-free dividends were 
being paid. Public power witnesses complained of predatory prac- 
tices by utilities enjoying the lower net taxable income coming from 
high-depreciation charges, and the subcommittee obtained a listin 
of all acquisitions made by utilities subsequent to obtaining amorti- 
zation. 


A. CONSUMER DOES NOT BENEFIT 


The first witnesses heard by the subcommittee called attention 
to the fact that the consumer was held not to be the intended bene- 
ficiary of tax amortization. Valuable information was placed in the 
record by Senator Wayne Morse; Clyde Ellis, of the National Rural 
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Electric Cooperative Association ; Gus Norwood, Northwest Public 
Power Association; and Alex Radin, American Public Power Asso- 
ciation. 

The principle that the certificates of necessity are for the benefit 
of the company rather than the consumer was enunciated by the 
FPC in opinion 264, decided December 4, 1953. It was sustained 
by the Circuit Court of Appeals for the Sixth Circuit on December 
15, 1955 (55). Chairman Kuykendall summarized the situation: 


Senator Kerauver. So far as your opinion and the court 
of appeals is concerned, they are not required to pass this 
benefit on to ratepayers ? 

Mr. Kuykenpa.u. That is right. The rates would remain 
the same, assuming the tax rate remains the same, whether the 
company did accept the rapid depreciation or did not have 
it. And that carried out the intent of Congress, the court 
said, to let these companies have the benefit of that money. 
And it is without interest. 


When it became a matter of applying the liberalized depreciation 

rovision of the Revenue Act of 1954, in the Amere case, the FPC 
atid rule that utilities were eligible, but manifested its doubts as to 
the propriety by bringing the matter formally to the attention of 
Congress in its opinion (571). 


B. TAX-FREE DIVIDENDS 


In the course of testimony by Gus Norwood, executive secretary 
of the Northwest Public Power Association, Mr. Norwood presented 
an extended summary of the effects of the tax amortization obtained 
by the Washington Water Power Co., of Spokane, Wash., on the 
Cabinet Gorge project. 

Subsequently, when witnesses for the Federal Power Commission 
were questioned, the subcommittee requested that information be 
obtained as to any dividends, nontaxable in whole or in part, dis- 
tributed by operating utilities as a result of tax amortization. The 

uestion was clouded because of the insistence of FPC witnesses that 
the Commission had ordered that tax deferrals could not be paid 
out in dividends (421). 

FPC submitted to the subcommittee the results of the survey it had 
conducted among all class A and B operating utilities. Thirty-four 
companies had paid dividends which were in part tax free as to the 
recipients as “returns of capital” and, of these, 12 had used tax 
amortization. 

Russell C. Rainwater pointed to the key to the situation in his 
earlier testimony (446). It is, he said, the large deductions for de- 
preciation which bring the taxable net income below the dividends paid 
for the year. 

In summary from the FPC survey, a table shows how the operating 
utilities, utilizing accelerated amortization or both that device and 
liberalized depreciation made distributions of tax-free dividends in 
the form of return of capital. The amount thus distributed in 1955 
was $52,291,129, and the amount tax free in that year by recipients 
was $19,309,478. Projected over a 5-year period, distributions would 
come to $261,445,645, and the amount tax free to $96,997,390. 
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A summary of the distributions and tax-free portions follows: 


Percent | Amount Amount Distribu- | Tax free 


Company Type of fast; deemed distrib- tax free | tion 5-year| 5-year 
writeoff | return of uted 1955 projec- projec- 


capital 1955 tion tion 


Southern California Water Co--... 
Hartford Electric Light Co...-... 
Florida Power Corp. -..........-- 
Central Louisiana Electric Co. ... 
Detroit Edison Co.............--- 
Public Service Company of New 

Hamganire... bi ctee-cacese-+e<e 
Central Hudson Gas & Electric 


$2, 626, 439 $938, 768 |$13, 132,195 |$4, 693, 840 
, 239, 438 760, 542 | 16, 197,190 | 3, 802,710 

1, 34, 315 463, 563 | 6,671,575 | 2,317,815 
17, 266, 397 | 2,898, 684 | 86,331,985 /1 


4 
2, 488, 448 955, 022 | 12,442, 240 | 4, 775, 110 


2, 018, 430 613, 602 | 10,092, 150. |. 3,068, 010 
1, 011, 464 885,305 | 5,057,320} 4, 426, 525 
California Oregon Power Co.....- f 
Pacific Power & Light_..........- 
Washington Water Power Co-_...- , 357, . 
Southwestern Public Service Co.. 5,395,445 | 2,975,588 | 26, 977, 225 |14,877, 940 
Oklahoma Gas & Electric Co____-. 5,911,528 | 1, 241,420 | 29, 557,640 | 6, 207, 100 


TOR dn sb inieoolahoyaiete enlist adlameesamead 52, 201,129 | 19, 399, 478 |261, 455, 645 |96, 997, 390 





A staff statement explaining the working of return of capital, and 
an accompanying table follow: 


At the heart of the matter is the distinction, from the 
standpoint of the stockholders, between the two terms “in- 
come” and “return of capital.” If the stockholder receives 
a dividend which represents a distribution by the corporation 
out of its current or accumulated earnings, the amount re- 
ceived is income to him and he must pay a tax on this sum 
at the income-tax rate applicable in his income bracket. 
When, however, a corporation gives back to its stockholders 
a part of the capital which they contributed, such a distribu- 
tion is held to be a “return of capital”; it is not income to the 
shareholder and is not taxable as such. Certain of the 
moneys which business corporations have been able to ac- 
cumulate as a result of the accelerated amortization of emer- 
gency facilities or through the liberalized depreciation 
provisions of the 1954 law, or both, have been distributed 
to their stockholders and under present tax regulations por- 
tions of these dividends are treated as “return of capital” 
and, therefore, are not subject to Federal income taxes. Such 
tax-free dividends have been reported by electric utilities in 
the survey which this subcommittee requested. 

An example may illustrate how these tax-free dividends 
arise in practice. It is assumed that a utility has been 
granted 100 percent amortization on a $30 million facility 
and that the company earns $10 million before depreciation 
and taxes. On its own books of account the utility records 
the actual depreciation deductions, (assuming 30-year life 
of the property) of one-thirtieth the cost of the facility, or 
$1 million. This leaves a balance of net income of $9 million 
before provision for taxes on the books of the company. 
However, since the company is permitted by its tax-amor- 
tization certificate to amortize the $30 million facility com- 
pletely over a 5-year period, the allowable depreciation 
deduction for tax purposes is $6 million, leaving a balance of 
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net income subject to Federal income taxes of only $4 million. 
The company’s actual tax liability, based upon the 52-per- 
cent corporation rate, is $2,080,000. 

When this actual tax liability of $2,080,000 is entered on 
the company’s books, there remains a balance of net income 
of $6,920,000 after actual taxes but before provision for de- 
ferred income taxes. On the company’s tax return the bal- 
ance of net income after provision for taxes, is $1,920,000. 

Under accepted accounting practices followed by utilities 
in a number of States, the utility company “normalizes” its 
income to reflect the fact that it will have to pay additional 
income taxes following expiration of the 5-year amortiza- 
tion period when its depreciation deductions on the facility 
drop to zero. Consequently, the company deducts from the 
balance of net income on its books of $6,920,000 remaining 
after provision for the actual tax liability, a provision for 
deferred income tax in the amount of $2,600,000. This latter 
sum represents the excess of the income tax the company 
would have paid if it had not received the amortization cer- 
tificate (52 percent of $9 million) over the actual tax liability 
of $2,080,000.. This leaves a balance on the company’s books 
of net income of $4,320,000 after provision for actual and 
deferred Federal income taxes. This is the company’s 
“normalized” net income per books, and all of it may be dis- 
tributed to stockholders as dividends. If it is assumed that 
all of this net income is paid out in dividends, the stock- 
holders are required to pay Federal income taxes on only 
$1,920,000 of this amount (the balance of net income after 
taxes, as shown on its tax return). The remaining $2,400,000 
of the dividends received by the stockholders is treated by 
Federal tax regulations as “return of capital” and is not 
subject to income tax. 


$30,000,000 plant facility, 100 percent fast amortization 





























Per books | Tax 
| accounting 
ces aiateistitiaiasianaatiemaae . |—— 
Income before depreciation and taxes. -...............-..-..-.- $10, 000,000 | $10, 000, 000 
Depreciation: 
BD ORs TA ONIN ois sei iio es 93/000, 000 905 sis eee 
ee STE ee  . cinptnacnaatoenmen | , | 6, 000, 000 
Net income before taxes.........-.....---- See aed Es 9, 000, 000 | 4, 000, 000 
MpGen MiOOUNG VEX, Te POTWUNES. no we nn nn en ce 2, 080, 000 2, 080, 000 
Net income after actual tax, but before normalization _-- 6, 920, 000 1, 920, 
Provision for deferred income tax (credit to reserve or un- 
restricted surnlus) (52 percent of $9,000,000, or $4,680,000, less | 
SSPE WIE OE SINNED aon on ak ccc ncap cbdesgencaqglewauics 2, 600, 000 | ao Seog 
Net income after all taxes, actual and deferred _.--___- : 4, 320, 000 1, 920, 000 
Assume 100 percent distribution as dividends_............... ~~ 4.320, 000 Sia adad he 
Stockholders taxed as income__-.-.-.-_-- Fon San Leas Si ed 1, 920, 000 | 1, 920, 000 
Stockholders take tax free as “return of capital’ per | | 


Wetares toe restaoths is 5 oh cle | 2, 400, 000 }.............. 
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Subsequent to the hearings, the subcommittee staff obtained from 
the Federal Power Commission a report on accumulated income-tax 
deferrals arising through the use of the liberalized depreciation per- 
mitted by section 167 of the 1954 Internal Revenue Code. For 1956, 
these deferrals totaled $48,479,604, and the accumulated deferrals 
through 1956 were $81,374,465. 

The text of Chairman Kuykendall’s letter follows: 


In accordance with the request contained in your letter of 
November 14, 1957, there is enclosed a tabulation of deferred 
taxes prepared from reports to the Commission by classes A 
and B electric utilities. The tabulation relates to those tax 
deferrals arising from rapid (liberalized) depreciation meth- 
ods permitted under section 167 of the Internal Revenue Code 
of 1954. There is shown for each of the companies the 
amounts of the tax deferrals recorded by the respective com- 
panies for 1956 and the accumulated deferrals as of Decem- 
ber 31, 1956. 

Such deferred-tax amounts represent the tax effect of 
higher depreciation charges claimed for tax purposes as com- 
pared to the smaller straight-line or nonliberalized deprecia- 
tion as generally jeeesdad: in the utilities’ books of account. 

In accounting for tax deferrals, the utilities charge income 
with such additional amount in excess of taxes payable as is 
necessary to state tax expense as though there were no tem- 
porary reduction by reason of section 167. The offset to these 
charges has been credited in some cases to a reserve for de- 
ferred taxes and in other cases to an account for restricted 
surplus. In the future, when depreciation deductions are re- 
duced and taxes consequently increased by reason of dissipa- 
tion of the depreciation base in prior years, the deferred-tax 
accounting contemplates that the income account be credited 
and that the deferred-tax reserve or restricted surplus be 
debited. The process is sometimes referred to as tax equali- 
zation. The Wisconsin utilities shown in the tabulation are 
required by the Wisconsin commission to credit the tax say- 
ings from use of rapid (liberalized) depreciation to reserve 
for depreciation. This is done by a contracharge to depre- 
ciation expense in the income ac count. 
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Accumulated income-tag deferrals arising through the use of rapid 


depreciation methods permitted under sec. 167 of the 1954 Internal 


Revenue Code—Electric utility companies 





Company 





a a len ae atcieunnmmecmubaeiugastaeawal 
Appalachian Electric Power Co 
Arizona Public Service Co 
Arkansas Power & Licht Co 
Atlantic City Electric Co 
Bangor Mydro-Eiettric Co... -. ee 
Black Hills Power & Light Co. -.............-.-.-.--..-2...-. 
Boston Edison Co .-...--- a eee i ce ae 
reek is 2 See ee ek cal lies seks 
SR TE OO i i nl encbichina dtbiesecesabaupsenae 
California Electric Power Co___.___.___- a rabtintabdtosicnics a 
California-Pacific Utilities Co 
Cambridge Electric Light Co 
Cave & Vineyard Electric Co 
CR Arete Oe AIO OD i, oi on sce niniesipnan maces aeswiehen oe 
‘Central Hudson Gas & Electric Corp 
Central Illinois Electric & Gas Co 
Central Illinois Light Co-__ 


Central Louisiana Electric Co., Inc 
eras Peas Wemer Go 4.550 ll eel 
Central Power & Light Co.._......-...-....- 
‘Chicago District Electric Generating Corp___........_.-.___.- 
‘Cincinnati Gas & Electric Co... ... 222-222 
Cleveland Electric Nluminating Co 
Colorado Central Power Co... 2.222222 cll. 
Columbus & Southern Ohio Electric Co 
cee cee ccemaccdee 
Community Public Service Co 
I DO Sahn oot nish cb nomuipbareinaesetell 
Connecticut Power Co-_-...__...._.--.._-- bi2 UL Pe 
Connecticut Valley Electric Co., Inc. .........--..-...-....--- 
eT a karat aa le Soe eee 
Delaware Power & Light Co.____.__. 7 
Detroit Edison Co. and subsidiaries 
epien. Te 612 5s). sii sie 
Eastern Shore Public Service Company of Marvland 
Eastern Shore Public Service Company of Virginia 
Edison Sault Electric Co 
FE] Paso Electric Co. 


Purves mapewren tare OO. 
Fitehburg Gas & Electric Light Co.____...__-._-_.....---____ 
Nee eee eee nn ne db etdenk ahaa 
Florida Public tilities Co 
Georgia Power Co 
Gull Power Ge: 2. 

Ree ne Ane OI orsit.os sn nl dace d tise bb-b~ andes 
Hartford Electric Light Co 
men mwas Ce SAS fied. 6 a si) AL cd. 
Illinois Power Co [seh Set SE RE Ee eee 
Indiana & Michigan Electric Co____.....-_-.._-_- 
Indianapolis Power & Tight Co__._.....-....---.-------- 2. 
Iowa Electric Light & Power Co..........-.....-....--- 
Iowa-Tllinois Gas & Electric Co... ................-.-- 
fg, 2 he 4 : 

Iowa Public Service Co 
ne nono wonmounanbe 
Jersey Central Power & Light Co. ..........................- 
Kansas City Power & Light Co 
Kansas Power & Light Co 
nn... ooo casas weniaenwecacenteenaas 
Kentucky Utilities Co 
IESE 
re ee osecsabawsacesccneemaks 
Lake Sunerior District Power Co 
Long Island Lighting Co__ 
Louisiana Power & Light Co 
Madison Gas & Electric Co 
Maine Public Service Co 
err. edna bencemuenusdeidewn ence: 
ne nniscisarcmnierieamenetiChinabuaunmnsenins 
Michigan Gas & Electric Co 
a a ce cncniesindinmahae ae 
nn en Ge BS CO scsi cnncccansenscneonsce 
Missouri Edison Co_ . 
Missouri Power & Light Co 











1956 de- 
ferrals 


$1, 084, 164 
618, 000 
687, 000 
588, 585 
301, 600 

64, 000 
48, 000 
317, 098 
74, 723 
51, 810 
309, 892 
43, 546 
102, 087 
94, 374 
52, 000 
231, 589 
140, 200 
212, 400 
357, 000 
171, 539 
338, 000 
623, 000 
576, 000 
504, 000 
596, 000 
54, 374 
598, 000 
4, 600, 000 
81, 963 
12, 408 
186, 000 


260, 939 
247, 520 
185, 758 
98, 500 
534, 100 
623, 900 
(') 
65, 592 
335, 500 
44, 950 
430 
26, 320 
1, 232, 800 
627, 437 
46, 154 
40, 245 
13, 900 
358, 500 
46, 000 
134, 860 
311, 281 


30, 000 | 


75, 000 


| Accumulated 


deferrals, 


Dee, 31, 1956 





244, 985 
519, 141 





30, 000 
75, 000 


























































RAPID AMORTIZATION IN REGULATED INDUSTRIES 73 


Accumulated income-taw deferrals arising through the use of rapid 
depreciation method permitted under sec. 167 of the 1954 Internal 
Revenue Code—Electric utility companies—Continued 


1956 de- Accumulated 
Company ferrals a 
ec. 31, 1956 














Monongahela Power Co__..-...-...-.--- a eS ee ein aie 252, 400 531, 600 
Montana-Dakotea Utiitied Oo... 2... 2. cae de cpep ence scucepes 116, 863 160, 685 
NE eee ae = «OF 14, 488 27, 035 
Mount Carmel Public Utility OO......c0ies sad he dintiandban te 28, 640 28, 640 
Nantucket Gas & Electric Co..............---..-.--.----.---- 2, 520 4, 509 
New Bedford Gas & Edison Light Co._.....-...--...--------- 48, 105 95, 584 
New Hampshire Electric Co............-.----..-.+,---- nogiawag 9, 900 9, 900 
New Jersey Power & Light Co........-...------2.+.------ i 102, 076 182, 310 
New Orleans Public Service, Inc..........--.....-.-..---.--.- 314, 000 650, 000 
Niagara Mohawk Power Corp. .....-.-...---.-.....-.---.---- 1, 250, 000 2, 200, 000 
Norther Indiana Public Service Co.._........---....-.-------- 652, 000 1, 066, 000 
PERTGe VI POUUE GIO. . co cucccacccnctanmciisobeniutaede 24, 600 45, 600 
Northwestern Public Service Co............--....----.--..-- ‘ 56, 500 96, 200 
I a ot cl tel co i etm Se oa ae 736, 320 1, 420, 779 
Ce ee se . ebb ab ab ab bben hb dae cb a seubuoas 730, 640 1, 232, 489 
EE 0 I DR PON ATES AN. A Oe TD ; 11, 600 20, 700 
Pacific Gas & Electric Co- - 0... 225.6320 -- n-ne ee Fw dil 4, 425, 697 7, 645, 624 
Pennsylvania Electric Co___-..---.-.--- rahaeesae 573, 400 1, 115, 054 
Pennsylvania Power Co___.__.-- wate ia 53, 160 116, 716 
Philadelphia Electric Co as ehblaelshainieeasndicietiatieltd viuasbbaa en eine 1, 191, 971 
Plymouth County Electric C }O2 = ccc Se ssa geese — 45, 880 45, 880 
Portland General Electric Co ‘an eh Ghre ame tebekdern be 445, 700 445, 700 
Potomac Edison Co-__- inkhehaapabdewnbet bee 72, 600 127, 800 
Potomac Electric Power Co__.__-.-- Loe in Sis wan SO oh 205, 000 205, 000 
Potomac Light & Power Co __. . ihe ad titan diye atl 36, 000 58, 500 
Public Service Company of Colorado. _.- ng habit tree 570, 100 989, 400 
Public Service Company of Indiana, Inc eadiininwtte< 854, 000 1, 559, 000 
Public Service Company of New Hampshire. . bab Metin ntigues 209, 204 337, 960 
Publie Service Company Of GIAOcawc, ~~. 526,05 06--5 oie 376, 000 606, 000 
Publie Service Electric & Gas Co__-....-..--------- __ , 2, 028, 315 3, 633, 290 
Rockland Light & Power Co___...-..-.------- WecbohorceTee ; 219, 283 428, 677 
San Diego Gas & Electric Co...............-...-...-.- Retna 658, 599 1, 271, 734 
Savannah Electric & Power Co................-...--- aia bhcoaeane 143, 000 263, 143 
EROETE Seen POETIC. 5... onc - aign nw Sh Geecon nese deen cnge coe 81, 238 144, 082 
South Carolina Electric & Gas Co..._...-..-.----.---.---.--- 298, 000 502, 000 
South Carolina Generating Co.......-......-----...-.----.-.-- 87, 000 153, 000 
Seen Caltariig. wy ater O6.. oo2sn 350 aS... ae 105, 000 178, 168 
Southern Colorado Powee-Cdu.. i. si oo iw onc ce ieee kee. : 38, 912 74, 052 
Southern Indiana Gas & Electric Co__.............-.-.---- all 268, 600 417, 550 
Southern Nevada Power Co. ........-....-.----.--- af | 200, 460 331, 660 
Southwestern Gas & Electric Co_-_..--- ewer hadedamatia | 314, 000 | 509, 400 
ROG, MIN UN SIO... os clo nedsdnte tupatedncecnepsededecsdacns 325 000 552, 259 
Toledo Edison Co ities ieee 364, 000 602, 000 
Tucson Gas, Electric Light & Power Co........-....------- 150, 854 326, 867 
Uniee ieee Gs .- ph dean Soot acoseuess ome be 620, 000 620, 000 
Union Light, Heat & Power Co..._._--.- bide ~ Sb owgs~nt 60, 000 100, 900 
United Gas Improvement Co........2..-46------23-.5--..--.- 164, 150 144, 150 
United Illuminating Co ; } 146, 000 260, 000 
Upper Peninsula Power Co 38, 825 77, 153 
West Maryland Power Co.............-......-.- 1, 600 2, 800 
West Texas Utilities Co-_- 165, 000 286, 600 
Western Massachusetts Electric Co.....- has sudhbihindanda 22, 000 22, 000 
Weaeeenny BepeOer ee Gk 5 oc Gt co eet tccwmnnvsiidecwembeus 51, 961 79, 879 
Wisconsin Hydro Ele eitt gee oe Sa ee 11, 690 20, 059 
Wiseontin Power & Tight O6. - 6.62. on nck acento nes 214, 000 214, 000 
Wisconsin Public Service Corp. .......2...------ 2.6.62 --22-e- 180, 000 348, 000 

Nn ~-gnth bone ehaaed a ED <<Go cath en dbo san 48, 479, 604 81, 374, 465 





1 Included with deferrals attributable to accelerated amortization of emergency facilities. 
Source: FPC form No. 1, Sept. 13, 1957. 


C. ACQUISITIONS 


Companies to which tax amortizations were granted made acquisi- 
tions which cost $287,010,329, according to — to FPC. These 
et had been allowed certification by ODM on $2,095,963,000 
facilities 
A listing of the data follows: 
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XI. Epasco’s INFLUENCE IN THE TAx AMORTIZATION PROGRAM 


The active part played by Ebasco Services, Inc. in aiding Idaho 
Power to obtain tax amortization was an example of its general success 
in pressing for awards of certificates for client companies under the 
electric power expansion goal. 

Asearly as 1952, Ebasco had made a study of how Idaho Power could 
finance its multiple-dam scheme and had advised the use of rapid 
amortization because of its tax savings. Ebasco served as Idaho 
Power’s agent in filing the applications, advised the utility to stress 
possible aluminum production when FPC hearings were protracted, 
followed the applications through their recommendation at Interior 
and their suspense state at ODM, noted the danger to the Idaho appli- 
cations of the Byrd bill, acted as liaison for the utility with ODM. and 
the Interior Department in obtaining a satisfactory letter of inten- 
tion to complete, and finally received copies of the amortization cer- 
tificates and forwarded them to Boise. 

Officials of the Securities and Exchange Commission testified as 
to matters of public record regarding the relations of Ebasco’s parent 
company, the Electric Bond & Share Co., and certain operating utili- 
ties for which Ebasco acted as agent in tax amortization cases (600). 

The materials which follow discuss the extent of Ebasco’s represen- 
tation in tax amortization, the service company’s relationship with the 
Interior Department official in sole charge of this function, and its 
preferred position at the Office of Defense Mobilization. 


A. EBASCO AS AGENT: NUMBER OF CERTIFICATES 


Under the goal for electric power expanded April 15, 1955, Ebasco 
represented operating utilities which, through the close of the pro- 
gram with the 2 Idaho Power awards, received 21 certificates of neces- 
sity. Inail,ODM awarded 96 certificates in the period. 


B. VALUE OF CERTIFICATES OBTAINED THROUGH EBASCO’S AGENCY 


Information was submitted by the Office of Defense Mobilization 
showing the utilities for which Ebasco acted as agent in obtaining 
certificates of necessity (813). Elsewhere, the record details all ap- 
provals and denials of applications, identifying the applicants, and 
showing among other things, the location of the facility, the amount 
covered by certification and the percentage approved (534). From 
these lists, the total amount covered by certification is $1,173,572,073. 
Companies represented by Ebasco had $279,740,989 in facilities cov- 
ered by amortizations, which was 23.8 percent of the total. 

The following tabulation summarizes the awards for projects on 
which Ebasco acted as agent: 


i 
. 
| 
; 
: 
: 
i 
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Amount 
Company and location of facility covered by | Percent 
certification 

Florida Power & Light Co., East Palatka, Fla_-.._.-- Coe. sible $4, 410, 000 45 
Pennsylvania Power & Light, Northampton arennaye —s. 13, 308, 750 65 
Carolina Power & Light, Moncure, N. C....-.-.-------------- OD. £34 phewiess ds 11, 571, 755 65 
Texas Electric Service Co., Fort Worth, ot, : sealing 10, 075, 000 65 
Kansas Gas & Electric Co., Wichita, Kans__._.__. hdc lh on bs bowel 8, 633, 950 65 
Kansas City Power & Light Co., Henry County, Mo--..--.--- etntnadings 17, 403, 750 65 
Portland General Electric Co., Estacada, We acensernasaee aan pace 8, 645, 000 65 
Florida Power & Light Co., Dania, | PE ic dh. silk 5. te Sends ; 18, 265, 000 65 
Texas Electric Service Co., Monahans, Tex___...........------ : | 7, 228, 000 65 
Dallas Power & Light Co., Dallas, Tex.............-...--.-.-.-----.------ | 8, 515, 000 65 
Louisiana Power & Light Co., Sterlington, eal ai hii niin 8, 000, 000 40 
Pacific Power & Light Co., Cowlitz and Skamania Counties, Wash____- 41, 226, 900 65 
Carolina Power & Light Co., Diemer, OG, Gis) 35h 4s chs ss a sgt 13, 470, 000 60 
Portland General Electric Co., Estacada, Oreg. - --- : } 2, 762, 500 65 
Pacific Power & Light Co., Johnson and Natronia Counties, rors 5Je. Bes 14, 917, 500 65 
Minnesota Power & Light OC hk I Oe REE hak mes 7, 741, 500 65 
Montana Power Co., Great F: alls, Mont... ; = bbs arte | 9, 750, 000 65 
Empire District Electric Co., United States at- large... hdjunbctcried act doeee 5, 321, 100 60 
Pacific Power & Light Co., Clark County, Wash_. A. 3, 296, 150 65 
Idaho Power Co., Baker County, Oreg. and Adams ‘County, Idaho (Oxbow) ------ 21, 559, 278 60 
Idaho Power Co., Baker County, Oreg. and Adams County, Idaho (Brownlee) _..- 43, 639, 856 65 
Total certified, Ebaseo agent -_--.......-...-.-- s6<> jig 44 opmes ..-| 279, 740, 989 woe 








C. PERCENTAGES AWARDED, EBASCO CLIENTS AND OTHERS 


Of the 96 electric-power projects which received tax amortization, 
44 were given the highest possible percentage, 65. Ebasco’s clients 
fared much better than did other companies, as 16 projects of client 
companies received the maximum, three received 60 percent, one 45 
percent, and one 40 percent. No project represented by ’ Ebasco 
received the minimum (819). 

On the other hand, 1 nonclient received 30 percent and 26 others 
received 35 percent. ‘As against Ebasco’s 16 projects with the highest 
percentage, all nonclients “had only 24 awarded at this rate. 

Data presented showed that Ebasco clients did better than non- 
clients in States where both obtained certification for facilities (820). 
Mr. English, the Interior Department technician, could throw no 
light on the reason for Ebasco’s success. 

“Tt is all figured on overdevelopment,” he said, “and the calcula- 
tions are run through and the company itself, as far as name or who 
represents them, has no bearing on the application” (820). 

The great import: ince of higher percentage was developed. Based 
on the Rainwater formula, the chairman told Mr. English, these 
results followed : 

Thirty-five percent tax amortization on $10 million prop- 
erty for 3314 years, the benefit to the company would be fig- 
ured at $5,416,788, and the cost to the taxpayer would be 
$1,854,712. 

‘At 50 percent, it would be $7,738,268 benefit to the com- 
pany, and $2,649,589 cost to the taxp ayer. 

At 65 percent it would be $10,059,740 benefit to the company 
and $3,444,465 cost to the taxpayer. 

In other words, every 5 percent on the $10 million allow- 
ance is worth $773,827. So whether you recommend 35 or 
50 or 65 percent makes a tremendous amount of difference 
to the taxpayer and also to the company. We were trying 
to find the explanation of why the Ebasco companies were ap- 
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proved by a larger percentage and why you figured the allow- 
ances for them on a higher percentage basis than you did 
on an average for the other companies (859). 


D. EBASCO AND GEORGE H. ENGLISH 


Mr. English came to Washington during the Korean emergency 
and for a year served without Government compensation. After 44 
years of service with the Kansas City Power & Light Co., he had been 
retired and was drawing an annuity under the company’s plan. On 
July 1, 1953, when the DEPA went out of existence, he became the 
sole official, and except for a secretary, the whole staff within the 
Interior Department in charge of tax amortization matters (519- 
520). Without field investigations, without going beyond the state- 
ments of applicants, he made the recommendations for approval of 
the 96 certificates awarded by ODM since April 1955. No percentage 
which he recommended was ever changed. Walter B. Cosdon, man- 
ager of Ebasco’s Washington office, and C. R. McDonald, staff assist- 
ant, communicated with him in person or by telephone in behalf of 
Ebasco’s clients. 

Before the subcommittee had gone exhaustively into the relationship, 
the Interior official thus described it : 


Mr. Eneuisn. Oh, some special occasion they might come 
and ask me, but ordinarily they didn’t contact me on tax 
certificates. Their contact was with ODM and not me (823). 


Later, in his testimony on that day, Mr. English and committee 
counsel had this exchange: 


Mr. Drxon. Mr. English, I assume that on many occasions 
you must have received personal calls or telephone calls for 
information respecting individual applications pending in 
your office, did you not ? 

Mr. Enctisn. We may have had an occasional call asking 
us if we had received the application from ODM. 

Mr. Dtxon. When you received a request for information, 
or received one of these applications, what practice did you 
follow with respect to information that was requested ? 

Mr, Enoutsn. I referred to ODM for all information on 
tax certificates. 

Mr. Dixon. In other words, you did not make any practice 
of giving out information ; is that correct ? 

Mr. ENeuisu. That is right (851). 


At this point, there was a short recess, and Mr. English “passed 
the time of day,” as he said on the following morning, with Mr. 
Cosdon at the door of the hearing room. 

Mr. Dixon asked if Mr. English revealed the percentages that he 
contemplated recommending to any inquirer, and Mr. English replied 
that on some occasions he might say it would be better than 50 percent 
or less, “or something to that effect because it was asked, and there was 
nothing in that that would definitely tie the percentage down.” Asked 
if - ee deficiencies of applications with inquirers, Mr. English 
replied: 


. 


ERE ES ir ARAL ea iret 
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“No. If we get a case of that kind, we would ask for the addi- 
tional information that was required.” The hearing concluded at 
this point Seer 

On the following day, July 3, Mr. English immediately sought to 
“clarify” his answer. When he said he gave no information, he 
testified, he meant— 


there was no information given to anyone as to the procedure 
we used in arriving at a percentage calculation, and I assumed 
that was the point in question, and I answered it in that 
manner. 


Mr. English said he had gone over his testimony with Edward D. 
Frye, of the Interior Department, who agreed with him that if he 
had testified he had given out no information it would be an incorrect 
answer. The chairman told Mr. Frye: 


Senator Kerauver. What I am trying to understand about 
Mr. English, is that he and he alone handles these matters. 
He has a secretary. He testified very plainly in answer to a 
question that if anybody wanted information he referred 
them to ODM and that he didn’t give out any himself. Now, 
for some reason he is coming in to amend his testimony this 
morning, and it is a rather strange operation. I can’t exactly 
see how he would get in touch with you or what you would 
know about it (856). 


And the chairman thus questioned Mr. English: 


Senator Krravver. Mr. English, the change in your posi- 
tion here couldn’t be a result of your learning that we now 
have letters that show you were in intimate and frequent 
contact with Ebasco and gave out frequent information to 
Ebasco, could it? 

Mr. EncuisH. I wasn’t aware that there were any such 
letters, Senator. 

Senator Keravver. Mr. Cosdon didn’t tell you that yester- 
day ? 

Mr. Eneutsu. No, sir (857). 


For 36 pages of printed testimony, documents obtained under sub- 
pena from Ebasco formed the basis of questioning of Mr. Cosdon 
and C. R. McDonald (862). The letters, to Ebasco’s client companies, 
quoted Mr. English as supplying precise information as to the per- 
centages he had recommended, would recommend, or hoped to recom- 
mend. He supplied information as to the most favorable time to 
file applications, whether to file early, even if the site was not decided 
upon, his belief that he could give the 65 percent maximum to projects, 
his attitude to time extensions, and his unconcern when summary totals 
did not agree with detail sheets. Ebasco’s representatives would dis- 
cuss 2 one meer to their transmission through ODM, and thus 
had the benefit of preclearance. Ebasco asked clients to send copies 
of applications to Mr. English so that he would have them without 
waiting for ODM to process them. 

The chairman and Mr. Cosdon had this exchange: 


Senator Krravuver. Of the electric utility applicants. I 
don’t know what percent of the other applicants you repre- 
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sented, but this 10 percent were the ones handled by Mr. 
English. They represented a tremendous amount of money. 
You are in contact with Mr. English. Mr. English’s per- 
centage recommendations were invariably followed, without 
exception, so that you really had information as to what was 
going to be allowed or what he was going to recommend or 
an estimate of what he would recommend even before the 
ODM got it. 

Mr. Cospon. Senator, are you suggesting that is improper ? 

Senator Keravuver. I am suggesting this, sir, that if com- 
mittees of the Congress can’t get the information, if a com- 
mittee like this can’t get the information—in the first place, 
I don’t think it is proper. I think that it should come from 
the ODM; the final analysis and the technicians working on 
it shouldn’t be giving out advance information. 


Senator O’Manonry commented : 
We can’t even get the information after the fact (880). 


E. EBASCO, ODM, AND PUBLIC INFORMATION 


The hearings disclosed that immediately upon the award of the tax- 
amortization certificates to the Idaho Power Co. the company’s agent, 
Ebasco, was notified, whereas the information was kept from the 
public for 12 days. 

The Wall Street Journal of June 6, 1957, reported J. B. Wyckoff, 
Chief of the Certification Section, as saying that information on 
awards was available immediately. Journals might not be completed 
for a week, but anyone inquiring by telephone could have received 
the information on April 17. Before the subcommittee, Mr. Wyckoff 
confirmed that he made this statement. 

Mrs. Sarah Hughes, secretary for the Electric Consumers Informa- 
tion Committee, then testified. She told of telephoning Mr. Wyckoff’s 
assistant, James Farrell, on April 22 and was told that the Idaho 
Power certificates had not been issued. 

Mr. Farrell said he knew of the awards; but, because they had not 
been entered in the journal, he followed the routine practice of giving 
out only such information as had been placed in the journal. 

Several examples of lengthy delays between the award of certifi- 
cates and press releases were presented. Thus, Florida Power & 
Light’s award was July 14, 1955, and there was no press release for 25 
days. Pennsylvania Power & Light: July 19, 1955, award; August 8, 
1955, press release. Carolina Power & Light: July 21, 1955, award; 
press release, August 8, 1955. 


XII. Remeprat Action Sovucutr 


At the conclusion of the hearings the chairman wrote to the chair- 
men of the Senate Finance Committee and the House Ways and 
Means Committee bringing to their notice the revelations as to tax- 
free dividends flowing from accelerated amortization and liberalized 
depreciation by operating utilities. The information was submitted 
as of possible interest to the two congressional committees concerned 
with revenue legislation in their consideration of changes in the reve- 
nue statutes. 
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Chairman Kefauver also wrote to Frederick Stueck, then Acting 
Chairman of the FPC, commenting: 


It appears that this was proper and in accord with a ruling 
of the Federal Power Commission which, while providing for 
the setting aside of a reserve for deferred taxes, also specifi- 
cally ruled that the consumer was not to benefit. 

It appears that this practice of returning money to stock- 
holders as tax-free dividends is a distortion of the tax- 
amortization provision in the Revenue Act of 1950. In light 
of the fact that there was considerable disagreement as to 
whether rapid tax amortization was ever contemplated for 
operating utilities, the phenomenon of tax-free dividends, and 
resulting loss to the Public Treasury, prompts me to inquire 
as to what action the Federal Power Commission proposes 
taking to remedy this situation. 


Chairman Kuykendall replied on August 24, 1957: 


Dear SENATOR Keravver: In your letter of August 6, 1957, 
you call attention to reports to the Federal Power Commission 
by 12 electric power companies, in which you say that they 
had paid partially tax-free dividends to their stockholders as 
a result of accelerated amortization or liberalized deprecia- 
tion. You referred to these payments in your statement at 
the hearing before the Senate Antitrust and Monopoly Sub- 
committee, on July 30. 

Congress authorized accelerated amortization, as the Su- 
preme Court said in United States v. Allen-Bradley Com- 
pany (352 U.S. 306 (1957) ), “to lessen the financial risks in- 
volved in private construction of emergency facilities.” 
This means, of course, that under sections 124A, 167, and 168 
of the Internal Revenue Code Congress has, for the purpose 
of computing income taxes, authorized an earlier return of 
capital invested in emergency facilities and in facilities sub- 
ject to liberalized depreciation than would be possible under 
what is called normal or straight-line depreciation. 

The Federal Power Commission was aware of some of the 
dangers in this policy when on May 7, 1954, it presented the 
matter to the Senate Finance Committee which then had 
under consideration the Internal Revenue bill, H. R. 8300, 
83d Congress. The Commission called the attention of the 
Finance Committee to the fact that sections 167 and 168 of 
the proposed Internal Revenue Code would be applicable to 
public utility companies, but, as you know, the bill was not 
amended to restrict its applicability. Accordingly, it is 
hardly correct to say, as mentioned in your letter, that the 
payment of funds freed by tax amortization to stockholders 
as a return of capital “was in accord with a ruling of the 
Federal Power Commission.” 

As a matter of fact, the Commission so far has dealt only 
with the savings arising by reason of the tax deferment 
under accelerated amortization and has ruled that these sav- 
ings were intended by Congress for the financial benefit of 
the companies and could not be passed on to the stockholders 
through dividends, FPC Opinion No. 269, April 15, 1954, 
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Panhandle Eastern Pipe Line Co. (8 PUR (3d) 396). The 
Commission’s interpretation of the accelerated amortization 
provision of section 124A of the Internal Revenue Code was 
affirmed in the case of City of Detroit v. F. P. C. (280 F. 2d 
810, 821 (CADC, 1955) ), certiorari denied (352 U. S. 829). 

The same principle was followed by the Commission in its 
declaratory order of June 30, 1956, Amere Gas Utilities Com- 
pany, et al. (docket No. G-6358, 15 FPC 760, 781), and in 
a general ruling on the treatment of accelerated amortiza- 
tion (FPC docket No. R-126, 2 PUR (3d) ae 

In these cases the Commission has been dealing solely with 
Federal income-tax savings resulting from accelerated amor- 
tization, or what is generally termed tax deferment. The 
so-called tax-free dividends come directly from the acceler- 
ated amortization and liberalized depreciation authorizations 
in the Internal Revenue Code which permit companies receiv- 
ing an accelerated amortization certificate or using the liber- 
alized depreciation to disregard the expected service life of 
a facility and to use a shorter period for the recovery of the 
cost of that facility for the purpose of computing income 
taxes. These dividends, consequently, do not appear to be 
payments from the reserve required by the Commission to be 
established from savings arising under the tax deferment. 

The Commission has yet to consider the impact of these 
so-called tax-free-dividend payments upon the net invest- 
ment and rates of those electric companies and licensees which 
it regulates under the Federal Power Act and natural gas 
companies which it regulates under the Natural Gas Act. 
Moreover, the characterizations of these dividends as tax free 
is not strictly accurate. Under the income tax code, these 
dividends are paid to the stockholders as a return of capital 
and the stockholders must correspondingly reduce the cost of 
their stock so that when the stock is sold by the stockholders 
the capital gains tax would apply to all of the selling price 
over net stock cost. 

For many reasons, including provisions of the Federal 
income tax laws, complete consistency between the treat- 
ment of public utility depreciation for corporate tax pur- 
poses and for regulatory purposes is not and cannot be re- 
quired. This different treatment runs to such things as an 
excess of tax depreciation over normal depreciation, interest 
during construction, taxes during construction, general over- 
head expenses during construction, premature property re- 
tirement, acquisition of property at more than the original 
cost, and similar items. 

As you will see from the enclosed notice, the Commission 
has scheduled oral argument on September 17, on certain 
proposed amendments to its uniform system of accounts for 
natural gas companies and electric utilities and licensees 
relating to the appropriate accounts for deferrals of taxes 
arising from accelerated amortization and liberalized depre- 
ciation, a subject first announced by the Commission last 
January. We will, of course, be glad to send you a copy 
of any orders which may be issued in this connection or in 
related proceedings. 











INDIVIDUAL VIEWS OF SENATOR EVERETT 
McKINLEY DIRKSEN 


I 


INTRODUCTION 


The majority report on rapid tax amortization in regulated in- 
dustries is, in my judgment, a fantastic and transparent effort to 
put the tarred stick on American industry in connection with tax 
amortization in the belief that its application could establish favorit- 
ism by this administration in the issuance of such certificates, and to 
couple the program with acceleration of monopoly. All this appears 
to be a palpable effort to develop a spurious political issue, and the 
majority report is at once unobjective, unfair, and quite careless 
of the facts. 

Moreover, the fulminations on this subject in committee and on the 
Senate floor, when examined against the background of fact, per- 
suades one that it is a calculated effort to develop prejudice against 
the beneficiaries of a program which in the very first instance was 
sponsored by the Democrat Party itself and placed on the statute 
books. 

One need but examine the incontestable and incontrovertible facts 
to see what the score really is and how the factual record has been 
completely ignored. 

In the first instance, the authority to provide for fast tax writeoffs 
on defense facilities, as this program is commonly referred to, was 
first enacted during World War II, under a Democrat administration. 

Second, this program was reenacted in the Revenue Act of 1950 
in the form of Public Law 814, which was the end result of H. R. 8920. 

Third, it should be pointed out that this public law was signed 
by a Democrat President, Mr. Truman, on the 23d of September 1950. 

Fourth, it should be pointed out in the welter of discussion that 
the act applied only to defense facilities which were constructed 
after December 1949, if they were certified as necessary to national 
defense. 

Fifth, the tax-amortization program was actually written into the 
Revenue Act of 1950, not by the Ways and Means Committee of the 
House of Representatives, but by the Senate Finance Committee. 
That committee concluded its labors on this particular item in the bill 
on August 16, 1950. 

Sixth, this particular provision relating to tax amortization was 
unanimously approved by the Senate Finance Committee. I empha- 
size the word “unanimously” to indicate that the record shows that 
there was no opposition from any source, Democrat or Republican, 
with respect to this section of the Revenue Act. It was handled when 
Senator Walter George was the chairman of the Senate Finance 
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Committee. It was approved by the Senate by a voice vote on 
September 1, 1950, and there is no indication that there was any op- 
position whatsoever. When the conference report on the Revenue 
Act of 1950 came back to the Senate for final approval, it was ap- 
proved by a voice vote without opposition on September 22, 1950. 

he record is, therefore, abundantly clear that there was no opposi- 
tion whatsoever to this provision on fast tax writeoffs by any member 
of the Democrat majority. 

Seventh, the Office of Defense Mobilization in 1950 and succeeding 
years until 1953 was administered under the Truman administration. 

Under a Democrat administration, the ODM set up production goals 
in 229 separate and distinct industries and granted tax certificates 
consonant with the enactment of this provision of law. 

Eighth, let me point out that the number of certificates issued under 
the Truman administration and through March 31, 1953, the end of 
the fiscal period prior to the present administration coming into power 
in 1953, was as follows: 

Industrial or manufacturing: 10,841 certificates at cost of facilities 
certified in amount of $14, 400 million and amortized costs of $8, 352 
million. 

Utilities (power, pipelines, mining, and air, railroad, and water 
transport) : 4,532 certificates at cost. of $11,388 million and amortized 
costs of $6, 947 million. 

The last year of the Truman administration, 1952, represented the 
greatest number of certificates issued and also, the greatest total in 
dollar value of certificates issued in any given year of the tax-amortiza- 
tion program; namely, 9,528 certificates representing $12, 640 million 
cost of facilities certified and $6,766 million of amortized costs. 

Ninth, to further amplify this record, it should be pointed out that 
on May 8, 1957, President Eisenhower called for a revision of the tax- 
amortization section of the Revenue Act. 

Moreover, he was diligently supported by Treasury Secretary 
Humphrey, who enthusiastically supported S. 1795, introduced by 
Senator Byrd on April 4, 1957, to revise and modify the tax-amortiza- 
tion section of existing law. 

What then in summary is the whole score with respect to this mat- 
ter, which has been blown into a mountain by those who would take 
political advantage and seek to generate a political issue. The score 
in brief is simply that the tax writeoff program was fathered in the 
Roosevelt administration during World War II. It was reenacted in 
the Truman administration in connection with Korea, and it was 
administered in the Truman administration by a Truman appointee, 
and the number of certificates issued as indicated above, speaks for it- 
self. What the Eisenhower administration did was simply to take a 
program inherited from two Democratic administrations and admin- 
ister it fairly, equitably, and in accordance with the spirit and the 
letter of the law until such time as it could be revised. It was revised 
under the Eisenhower administration. 


PURPOSE OF HEARINGS 


The purpose of the Subcommittee on Antitrust and Monopoly, 
which held the hearings, as pointed out by Chairman Kefauver, was 
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to “try to determine from these hearings to what extent, if any, tax 
writeoffs [were] being used as a Government subsidy to create 
monopoly control and undue concentration in the field of electric 
ower.” 

In our opinion, the evidence adduced in the hearings in the form 
of testimony and exhibit material does not support any conclusion 
that rapid amortization certificates granted by the Government to 
investor-owned electric-utility companies furthered in any harmful 
sense monopoly control and undue concentration in the field of 
electric power. 

It must always be remembered that investor-owned utility com- 
panies are sui generis controlled and regulated monopolies. 

The very philosophy of monopoly as it applies to public utilities is 
that they are definitely in the public interest and carefully regulated 
on both State and national levels as to rates, quality, and quantity of 
service. It is, therefore, difficult for the minority to understand the 
reason for an investigation to determine how fast tax writeoffs could 
make electric utilities more monopolistic than they already inherently 
are in both theory and practice. 

Accordingly, we doubt that these hearings could have been ex- 
pected to serve any really useful purpose, except the purpose, not 
foreseen by the majority, of showing that the rapid amortization 
program, at least as far as electric powerplants were concerned, was 
ably conceived and administered and contributed to strengthening 
the Nation’s mobilization base at a time when such strengthening was 
enormously important. 


Summary or Mrnortry’s Conciusions 


I. Introduction. 

II. The testimony adduced at the hearings does not sustain the ma- 
jority report’s position that electric utilities are not appropriate for tax 
amortization. 

IIT. Concerning the chronology of events with respect to Idaho 
Power Co.’s license and tax certificates, the minority feels that no com- 
ment is necessary. Any innuendoes that may be contained therein 
which may cast a reflection on the administration of the tax-amortiza- 
tion law are answered in the introduction and other arguments con- 
tained in this minority view. 

IV. From the testimony adduced at the hearings, the majority views 
as to cost to taxpayers and benefit to recipients from tax-amortization 
certificates are not sustained and the record would tend to show that 
the Federal Government, the State governments, and the genera] public 
tend to gain financially by the issuance of tax-amortization certificates 
plus the main purpose of the issuance of tax-amortization certificates— 
the security and defense of our Nation. 

V. The testimony adduced at the hearings does not sustain the ma- 
jority report’s views dealing with reopening of electric power goal, but 
would indicate that the Office of Defense Mobilization’s decision to 
reopen is substantiated by the record. 

VI. From the testimony adduced at the hearings, the record clearly 
shows that the criteria for granting tax-amortization certificates were 
established in 1950-1951 and the following year, and solidified in regu- 
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lations approved by President Truman in the first set of regulations in 
February 1952. 

_ VII. The record does not sustain the majority report’s position relat- 
ing to the Idaho Power Co.’s applications. 


VIIT. The testimony adduced at the hearings will show that there 


was no conflict or lack of liaison among the agencies which had respon- 
sibility under the tax-amortization law. 

IX. The record of the hearings is completely devoid of any evidence 
of opportunity for stock speculation due to prior or inside information 
on the granting of the Idaho Power Co.’s necessity certificates. 

X. A review of the record fails to sustain the majority’s position as 
to the effects of the tax-amortization program in the electric power 
industry. 

XI. The minority believes, after fully reviewing the record that the 
Ebasco Services, Inc., exerted no influence in the tax-amortization 
program but conducted themselves in the same manner that any pro- 
fessional group would in representing their clients before a Federal 
administrative agency. 

Minority exhibit: Certificates of necessity for electric-power facili- 
ties Federal income-tax effects arising from accelerated amortization 
and resultant reduction in interest. 


II 


Tue Testimony ADDUCED AT THE Heartnc Dogs Nor Sustain THE 
Masoritry Report’s Posrrion Tuat Execrrrc Utmirres Are Nor 
APPROPRIATE FOR Tax AMORTIZATION 


Both the present and previous administrations have regarded, as 
of primary importance, the building of electric-power capacity, not 
only to meet present requirements, but to provide dependable reserves 
to meet possible emergency needs in the future. 

We believe that the evidence reveals that the tax-amortization 
certificates, which were granted to the electric-utility companies, have 
only a beneficial effect in assisting the meeting of the growing power 
needs of the Nation for national defense. 

The minority feels that former Director Arthur S. Flemming, of 
the Office of Defense Mobilization, had the foresight and courage 
in establishing power goals high enough to meet the defense needs of 
the country, which needs are becoming increasingly manifest. 

The majority report based much of its contention that electric 
utilities are not appropriate for tax amortization on a legal opinion 
by Mr. James P. Radigan, senior specialist, Library of Congress, the 
text of which is quoted in majority report. He closed his opinion 
as follows: 


To epitomize—while an exceedingly broad construction of 
the legal wording of the act might make it permissible to 
grant an accelerated amortization certificate to Idaho Power 
Co., such action seems contrary to the legislative purpose and 
spirit of the act, the two elements which should control its 
administration. 
Mr. Radigan was questioned on his Jegal opinion by Senator Wiley, 
Senator Dirksen, and Charles Kendall, General Counsel! of the Office 
of Defense Mobilization : 
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Senator Witry. Whose business is it, under the law, to 
construe it? 

Mr. Rapiean. Thebusiness of the agency. 

Senator Witey. Was the previous construction the prac- 
tice over the years? Does that have anything to do with 
determining just what the meaning is? 

And another question: As everyone knows, national de- 
fense is the biggest job we have on our hands now, and, in 
a broad sense, we are engaged in national-defense spendin 
up to $40 billion to $50 billion a year. The only problem 
see here, if it was, as Seaton said, the business of Gray to 
make the decision, if he made it, if there isn’t anything 
crooked, he has made it, and that is determinative. Do you 
agree with that conclusion ¢ , 

Mr. Rapiean. There is nothing you can do about it, from 
the point of view of having a court do anything about it, but 
the fact that he made it doesn’t mean that it is within the 
spirit of the act nor that it will not be quesioned, 

Senator Witey. How will it be questioned ? 

Mr. Rapiean. By a committee of Congress. 

Senator Witey. We question pretty nearly everything. I 
am talking about whether the courts will interfere with the 
judgment. I am one of the Senators who was for the Hells 
Canyon Dam. I am also a lawyer of some 35 years of ex- 
perience. I agree fully with what Seaton said when he dis- 
agreed with Gray, but it was his judgment and it was his 
finding that was more or less determinative and, to me, that 
seems to be it. 

Mr. Rapiean. I don’t think that it is true, Senator, that 
the rule of law is that any finding not in accordance with the 
spirit and terms of the law is morally and legally final. 

Senator Witey. How would you raise the question in 
court ? 

Mr. Rapiean. I concede that I don’t know how you form 
the issue for that. I wasn’t asked to do that. I thought 
this was the proper interpretation of the wording of the act. 

Senator Witey. Your conclusion is, to epitomize, while an 
exceedingly broad construction of the wording of the act 
might make it permissible to grant an accelerated amortiza- 
tion certificate to Idaho Power, such action seems contrary 
to the legislative purpose and spirit of the act, the two ele- 
ments which should control its administration. 

Mr. Rapican. I think that is the rule, under administrative 
law in an administrative agency. The spirit and the purpose 
should control. 

Senator Wixey. In the beginning of that statement it says, 
“Tt might be permissible to grant.” 

Mr. Rapican. I couldn’t, categorically, say it is illegal. 

Senator Wixey. Mr. Radigan, you have cited a number of 
cases to sustain your point of view. 

Mr. Rapican. And there are many more. 

Senator Witry. And there are many more. I have here one 
which is a recent case, Wickes Corp. v. United States, United 
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States Court of Claims (108 Fed. Sup. 616), a unanimous 
opinion by the Court of Claims, speaking through Judge 
Madden, in which the court says: 

“The purpose of the statute was to induce private enter- 
prises to acquire facilities for which they would have had no 
need except for the pressure of wartime production.” 

Is that the line of cases that you cited ? 

Mr. Rapiean. Yes. 

Senator Witey. What statute does that construe? 

Senator Keravver. This statute ? 

Mr. Rapiean. The 1940 act. 

Senator Wixey. It doesn’t construe the 1950 act. 

Senator Keravuver. The 1950 act is the same thing, is it not ? 

Mr. Rapican. Same statute. No material difference. One 
thing I recall is proportional amortization, which wasn’t in 
the 1940 act. 

Senator Keravver. The report of the Finance Committee 
says it is the same act. 

Mr. Rapican. The purpose and intent was the same. 

Senator Carrotu. May I ask, Mr. Chairman, how did that 
case arise? Who brought it into court? The question here 
seems to be that, when Congress passes a law and somebody 
violates that law, whether it is an agency by the power we 
delegated, certainly we have a remedy in court; the Internal 
Revenue Service would have a remedy in court. In my opin- 
ion, a private taxpayer would have a remedy in court if the 
statutory delegation were exceeded. 

Senator Wirey. I haven’t any question about that as a rule 
of law, but I do say that even courts nowadays show definitely 
in their decisions that there is a disagreement as to what cer- 
tain language means. Even the Supreme Court has split de- 
cisions. But here you have a practice that has been followed, 
and, if it isa wrong practice, then we can test it. But I again 
say that, when in 1950 they reenacted the law, these officials 
assumed that was the law under which they should proceed, 
and they have proceeded and they have continued to proceed 
since 1950 in a number of cases. According to the record here, 
some 900 [power] applications were processed all through 
those years, or even more than that. 

Twenty-two thousand, since the law was originally passed. 
The only thing I want to suggest is that, because someone 
disagrees with me in the batichtion and I disagree with him 


‘in his conclusion, I do not like the practice of assuming in 


committees that a man is a criminal or has done wrong inten- 
tionally or anything of the kind. 

When a man, under our legislative process, is given the job 
of making a decision and he makes it, until he is proven to the 
contrary, I say that it is his job to make the decision, and I 
don’t want to infer there is something crooked in it. 

I say, again, I voted for Hells Canyon and expect to vote 
again for it. There is too much committee insinuation when 
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people disagree with us. We say we are all right and they are 
all wrong. I don’t like it, and I am frank to say it. 
Senator Keravver. All we asked this man to do was to get 
up a legal opinion. 
Senator Wirey. I am not talking about him; I am talking 
about our practice in committee. 
* * % * * 


Senator Keravver. Any further questions of Mr. Radigan? 

Senator Dirksen. No, except there is one other provision 
in his statement that I think has been overlooked. I think, 
when you read from that Court of Claims decision, you 
evidently did not read far enough. 

On page 3 is this language, about 6 or 7 lines down 

“The 1950 act, under which the certificate was orantel to 
Idaho Power, is, for purposes under consideration here, 
the same as its predecessor 1940 act. In interpreting the lat- 
ter, the court said the act was for the purpose of inducing 
yrivate enterprise to acquire facilities for which they would 
fine had no need, or for inducing the immediate and large 
investment of private capital for construction of facilities 
for the production of materials vitally necessary. 

So, the question of whether there was a need for the plant 
later is only one consideration, as you point out, and, I think, 
rightly so, Mr. Radigan. There is another consideration 
also. 

Mr. Rapiean. That’s right, also. 1 am not denying it. 
It seems to me, as far as defense is conc erned, nobody denies 
that utilities could be used for defense purposes, and there 
might be reason for the Congress to believe that they should 
have tax-amortization certificates. The only point I am 
trying to make is that I don’t believe this 1950 act does that. 
[ am not taking issue with the policy that they shouldn’t 
have it. 

Senator Krrauver. What is that? 

Mr. Rapiean. It is very probable that public utilities could 
be considered necessary for defense and entitled to tax- 
amortization certificates. But I don’t think that the 1950 
act warrants granting it in this particular instance, because 
it is not being planned as an emergency plant which might 
be supplying aluminum industries or some industry like that. 
There are instances where it would be conceivable that y 
could be granted to a public utility, if it were supplyin 
big camp, a big military installation, and so forth, t nat 
couldn’t be supplie 1d otherwise. 

The only issue I was taking with the interpretation is that 
I don’t think the act could be so interpreted. That it can be 
done and has been done is not denied, but it is not within the 
spirit of the act, and I don’t think it was the intention of 
Congress when they enacted the 1950 act to provide for such 
certificates. They intended to take care of the emergency, 


99288—58——_7 


91 








92 


RAPID AMORTIZATION IN REGULATED INDUSTRIES 


the Korean situation. They intended to take care of cases 
where the people wouldn’t come forward, business wouldn’t 
eome forward and build, or where there was a vital necessity 
for the product or where there wouldn’t be any conceivable 
use for them in the future. 

Those were the two apparently controlling elements that 
were discussed in the hearings, reports, and debates, and 
so, forth. 

Senator Dirksen. I think at this point a little comment 
from Mr. Kendall would follow in the right place in the 
record. 

Senator Krrauver. Yes; I think it would be very 
interesting. 

Mr. Kenpat. I have three things that come to me. First, 
the emphasis on postemergency economical usefulness, if 
carried to the extreme suggested, would eliminate most of 
the program. You see, aluminum facilities and steel facil- 
ities are also useful after the emergency is over, so that this 
would attack not the power facilities only, but practically the 
entire program. 

Secondly, I would like to comment, and this you have 
touched on, Senator Wiley, that the act was construed in this 
fashion during World War II and was substantially re- 
enacted by the Congress in 1950, and was so construed up to 
1954, and was reenacted in 1954. The rule is pretty well 
established in the construction of a statute that, if the Con- 
gress reenacts in the light of established administrative con- 
struction, they approve the construction given the statute. 

Finally, I don’t think I could quite agree that the change in 
language in 1950 was of no significance in this connection, 
since one change in language was to add the phrase that the 
percentage of certification should only extend to so much of 
the cost as was necessary for defense purposes, having in 
mind, obviously, that not the entire facility need be a defense 
facility, but only some element in it need be defense. So, the 
Congress obv iously looked forward to usefulness, postemer- 
gency for these facilities. 

Those are my offhand comments. I don’t think there was 
ever a serious legal question on this raised before, and that 
is the reason that I have never prepared an opinion on it. 
Of course, there are a thousand questions that haven’t been 
raised upon which I haven’t prepared opinions. 

Mr. Raptcan. May I—— 

Senator Krerauver. Mr. Radigan? 

Mr. Rapican. I was going to ask Mr. Kendall, on the pro- 
portionate amortization, shouldn’t that be tied to what 
wouldn’t be usable or what was being supplied that was vital 
for the defense effort at the time ? 

Mr. Kennatu. Usefulness is one factor that should be con- 
sidered, but it is not necessarily controlling. 
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CONCERNING THE CHRONOLOGY OF Events Wirn Resrecr to IpaHo 
Power Co. License anp Tax Cerrtiricates, THE Minority FEELs 
Tuat No Comment Is Necessary. Any InNvuENDOES THatT May 
Br ConrTaAINED IN THE CHronNoLoGy Wuicu May Cast Aa Reriec- 
TION ON THE ADMINISTRATION OF THE TAX-AMORTIZATION Law ARE 
ANSWERED IN THE INTRODUCTION AND OTHER ARGUMENTS CONTAINED 
in Tuts Minority VIEw. 


7. 


From tur Testimony Appucep At THE HEARING, THE Mavsority 
Views as To Cost tro TAXPAYERS AND BENEFIT TO Recrprents From 
Tax-AMorvTIzATION CERTIFICATES ARE Nor SUSTAINED AND THE 
Recorp Woutp Tenn To SHow TxHat THE FeprrRaAL GovERNMENT, 
THE STATE GOVERNMENTS AND THE GENERAL Pusiic Tenp To Gan 
FINANCIALLY BY THE ISSUANCE OF TAX-AMORTIZATION CERTIFICATES 
Pius THE MAIn Purpose oF THE ISSUANCE OF TAX-AMORTIZATION 
CERTIFICATES—THE SECURITY AND DEFENSE OF Our NATION 


COST AND BENEFITS 


Before answering the majority’s position as to costs to the taxpayer 
and the benefits to the recipients as the result of the tax-amortization 
program, it would do-well to bear in mind the significant purpose and 
value in enacting said law. 

Mr. Gordon Gray, the Director of the Office of Defense Mobiliza- 
tion, stated the purpose of the law as follows: 


The Government built with its own funds more than 70 
percent of the World War II defense or war expansions. 
During this World War II period, only $7.3 billion in pri- 
vate capital investment was certified for accelerated amor- 
tization, as compared. to $37.8 billion in private capital 
investment thus far in the current program. After World 
War LI, the Federal Government faced a major problem of 
property management and disposal, due to its ownership of 
war plants and equipment. 

The Korean war again brought the Nation face to face 
with the basic problem of insufficient production facilities 
and supply to fight a war, This time the Congress author- 
ized tax amortization to encourage a broad program of direct 
Federal investments in such facilities comparable to the De- 
fense Plants Corporation activities. 

Tax amortization, as provided by law and renewed in the 
Internal Revenue Code of 1954, is granted to encourage pri- 
vate capital investment in necessary facilities important to 
the national defense. The incentive involved is an opportu- 
nity to recover a specified portion of the investment during a 
fixed 60-month period following the investment, rather than 
over the longer period ordinarily required by the Internal 
Revenue Code. Under the current tax-amortization pro-; 
gram, an average of 61 percent of the overal] actual invest- 
ment has been subject to the fast depreciation writeoff. 
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The staff report of the Joint Committee on Internal Revenue 
Taxation, at page 18, concisely states the value of the rapid-amorti- 
zation certificate : 


In particular cases, the value of a rapid-amortization 
certificate must be weighed in the light of a number of cir- 
cumstances. These circumstances include all of the condi- 
tions that constitute a handicap for a firm that participates 
in the expansion program, as well as incidentals of a certi- 
ficate. 

Therefore, we must bear in mind that Congress preferred the 
rapid-amortization program in preference to the Government build- 
ing with its own funds defense or war expansions as it did in World 
War II. All facts, considered, Congress must have felt that the cost 
to the taxpayer would be less under the rapid-amortization program. 

In reviewing the testimony adduced at the hearings and the state- 
ments made on the floor of the Senate, the minority is of the opinion 
that the majority’s position as to the “fantastic” cost to the taxpayer 
due to the tax-amortization certificates and the “colossal” benefits 
to the recipients of such certificates is completely unfounded. 

In essence, the majority relies primarily on Mr. Russell C. Rain- 
water, Chief Accountant, Federal Power Commission, for its position 
in this matter. 

The minority does not wish to embarrass a public official such as Mr. 
Rainwater, but when his testimony and calculations are so unrealistic 
on such an important matter, we must be critical. Senator Barry 
Goldwater, on June 21, 1957, on the Senate floor, in appraising and 
criticizing Mr. Rainwater’s calculations, made the following state- 
ments on costs of rapid amortization, cited on page 8910 of the Con- 
gressional Record, as follows 


Let us consider some of these ridiculous charges of cost to 
Government and benefit to company. We have had all kinds 
of estimates, and the proponents of public power have either 
willfully or ignorantly confused the two. They have arrived 
at some astronomical figure of benefit to company and have 
at least conveyed the impression that the benefit to company is 
cost to the taxpayers. They claim that “they have ransacked 
the Treasury” of these vast sums of money. * * * 

I was surprised, however, when the Chief Accountant of 
FPC, Mr. Rainwater, came up with such ridiculous figures. 
It is rather a sad situation, Mr. President, when the Chief 
Accountant of a Federal agency, charged with the duties and 
responsibilities of regulating our largest single industry, 
has no conception of the important question. of business 
finance. * * * 

This interest cost to Government view involved a basic tax 
fallacy * * *. Congress declared that rapid-amortization de- 
ductions did not constitute taxable income. To claim that 
what Congress has defined as a business-expense deduction 
constitutes a cost to Government is simply a contradiction in 
terms. 

* * * Therefore, from the standpoint of the Federal Gov- 
ernment the result is no different from any situation where 
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the Government has failed to impose a tax. The result is 
no different from the tax the Government does not collect on 
rental value of the parsonage; on interest paid _on State and 
municipal bonds; on the income generated by State and mu- 
nicipal proprietary business activities. Fina ly, the result is 
no different from the standpoint of Federal revenues, from 
the 5-year accelerated amortization of grain storage facilities. 
None of the above are properly descri bed as “cost to govern- 


ment.” More properly they are illustrations of situa- 
tions where Congress has said that taxable income does not 
exist * * *, 


Mr. President, if we are going to go into this question, 
perhaps we should take the amount of Federal taxes to be 
paid by the company and compound that $6 million a year 
at 314 percent interest. Z’he FPC accountant admitted that 
in order to be fair this should be done. That was brought 
out when he was questioned by the Senator from Utah. 
That computation alone would amount to more than $809 
million over a 50-year period. This $809 million gain by 
Government would be in comparison with the so-called eighty- 
odd million dollars loss to Government * * * [Emphasis 
ours. | 

Perhaps these so-called economists and statisticians have 
not heard about the income tax—at least they forgot about 
it—because this $339 million represents the 48 cents out of 
every dollar that the Federal income tax will permit the 
company to keep. 

At least some of the mathematicians overlooked this plain 
and obvious fact because they were more interested in propa- 

ganda than in facts. * * * So, however we figure it, if the 
company benefits the United States gets a much greater 
benefit due to the fact that the company did benefit. 


Senator Arthur V. Watkins, member of the Senate Interior Com- 
mittee, who, like Senator Goldw: ater, pi urticipated actively in the In- 
terior Committee hearing on Hells Canyon Dam was equally as critical 
of Mr. Rainwater and his calculations, especially his use of compound 
interest. Senator Watkins inserted a statement during the course of 
the subcommiittee’s hearings, much of which was quoted in the ma- 
jority report and need not be repeated here, except for the following: 


A well-known propaganda device, the compound-interest 
gimmick, is being utilized by supporters of a high Federal 
dam at Hells Caynon, apparently to obscure certain economic 
facts which are extremely pertinent to congressional consid- 
eration of 8.555 in these budget-conscious times. 

The facts are that if S. 555 is enacted and the partially 
built private 3-dam project is brought to halt, the Federal 
Government will be committed to spend up to $651.800,000 
over the next 6 years, only to face an outright Federal loss of 
roughly $400 million, and a loss in tax revenue to the States 
of Idaho and Oregon of roughly $200 million additional. At 
the same time, we would be delaying for at least 6 years 
the objective now obtainable in 1958 of providing 1 million 
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acre-feet of needed flood-control storage on the Columbia 
. River’s Snake River tributary, producing needed wintertime 
electric power for Idaho and the Northwest at 2 of the 3 FPC- 
licensed dams. 

Does this sound like good sense ? 

It most certainly doesn’t make good sense to four members 
of the Senate Interior Committee, al] of whom are from the 
west and vitally interested in both economy and comprehen- 
Sive water-resource dev elopment. ln our minority views, as 
reported in Senate Report 324, we termed the proposed high 
Federal dam a billion-dollar mistake that we cannot afford to 
make at this time. This evaluation still stands, in spite of 

the vigorous propaganda smokescreen being generated on the 
rapid tax amortization issue. {Emphasis ours. | 


Senator Clinton P. Anderson, chairman of the Senate Interior Sub- 
committee on Irrigation and Reclamation ridiculed the idea that any 
recipient of the tax-amortization certificate could reap the colossal 
benefits such as is being attributed as a $339 million benefit to Idaho 
Power by Mr. Rainwater’s theory of calculations. 

Quoting febin page 553 of the tr anscript on rapid amortization in 
regulated industries, there is contained an exhibit calling particular 
attention to the observation of Senator Anderson on this issue before 
the subcommittee on Irrigation and Reclamation of the Senate In- 
terior and Insular Affairs Committee: 


At the end of that period they are certainly not going 
to be able to invest that money at 6 percent or, if they can, 
they ought to go out of the utility business and go into the 
investment business. {Emphasis ours. | 
Mr. Jacob Friedman, business and engineering consultant, prepared 
a discussion of necessity certificate covering Brownlee Dam with a 
schedule of tax benefits from necessity certificate showing that at the 
end of 50 years, the Government would gain $30,407,000. This paper 
by Mr. Friedman was inserted in the ( ‘ongressional Record by Senator 
Homer Capehart on June 20, 1957, and has been incorporated in the 
majority report. On August 22, 1957, Mr. Rainwater submitted to 
the subcommittee a memorandum refuting Mr. Friedman’s statement 
and calculations. 
Senator Dirksen has received from Mr. Friedman a letter in answer 
to Mr. Rainwater’s refutation. In fairness, it shuold also be made a 
part of the report. It speaks for itself as follows: 


Wasuineton, D. C., January 17, 1958. 
Hon. Evererr McKintery Dirksen, 
Antitrust and Monopoly Subcommittee, 
Senate Office Building, Washington, D.C. 


Dear Senator Dirksen: I have reviewed Mr. Rainwater’s memo- 
randum commenting on my statement and mathematical calculations 
relative to the effect of the accelerated amortization certificate given 
to the Idaho Power Co. for the Hells Canyon project, which were 
inserted in the Congressional Record on June 20, 1957 at the request of 
Hon. Homer E. Capehart of Indiana. 

Mr. Rainwater states that he is in disagreement with certain of my 
assumptions, which are (1) the use of an interest rate of 3 percent 
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in computing the net Government tax gain or loss rather than a. rate 
of at least 314 percent; (2) the reduction of company benefits by Fed- 
eral income taxes; and (3) the inclusion of Federal income taxes cal- 
culated on the company’s gain or benefit as a gain to the Government. 
The justification for my assumptions is as follows: 

(1) The rate of 3 percent appears low in view of present Govern- 
ment borrowing rates. However, it is believed to be justified as an 
average in view of the taxes received by the Government derived from 
the interest income of those individuals or organizations that loan 
money to the Government. 

(2) Mr. Rainwater stated that reducing the company benefits by 
Federal income taxes cannot be justified under conventional methods 
of ratemaking because rate of return fixed by regulatory purposes is 
always after taxes. He further states “Mr. Friedman has apparently 
assumed that in arriving at the value to the company of the accelerated 
amortization certificate the 6-percent return on which there is no cost 
to the company, should be compared with the alternative net cost of 
borrowed money (interest reduced by 52-percent tax deduction) .” 

My position is that the depreciation benefits during the first 5 years 
covered by the certificate, while not actually loans, can be considered 
from an economic viewpoint as interest-free loans due to the change in 
the timing of taxpayments and the fact that such loans will be repaid 
over the balance of the normal depreciation period, assuming the tax 

rate does not decrease (this statement is not applicable to depreciated 
benefits gained when excess-profits law was in existence). The value 
of the certificate is the difference between the cost of financing the 
facility without a certificate over that cost of financing with a certifi- 
cate and is independent of the amount of profit made on the invest- 
ment of these depreciation benefits, assuming a profitable operation. 
Accordingly, the value.of the certificate is ‘dependent on the going 
interest rate, particularly since the potential profits anticipated by a 
utility company on an investment facilitates its ability to make loans 
under normal conditions at the going interest rate. 

Consider the rate structure of a utility wherein an interest rate 
of 6 percent is provided for payment to bondholders on new invest- 
ments. Such a rate will be one of the cost factors in the determina- 
tion of consumer rates because, as Mr. Rainwater states, under 
conventional methods of ratemaking the rate of return fixed by 

regulatory purposes is always after taxes. Since the amounts of the 

depreci iation benefits or interest-free loans are very small relative to 
the company’s facility investment, such financing can ordinarily be 
accomplished through bonds rather than raising equity vapital. This 
is particularly applic able to the Idaho Power case in which the com- 
pany’s indebtedness-capitalization ratio is 50-50, a strong financial 
position. 

As pointed out above, a bond interest rate at 6 percent on a new 
utility investment is an element of cost in the utility-rate structure. 
Because of the certificate, the 6 percent instead of being paid to the 
bondholders now accrues to the stockholders and is no “longer a de- 
ductible item at 52 percent on the utility’s income-tax return as 
provided for by the rate structure. Thus, additional taxes in the 
amount of 3.12 percent (526) must be paid by the utility, which 
results in a net benefit of 2.88 (6—3.12) percent available for com- 
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pounding by the utility. Normally, the bondholders would pay taxes 

to the Government and receive the net benefit due to the interest 
income of 6 percent. Consumer rates remain the same in either 
situation. 

The present value of the benefits arrived at by Mr. Rainwater 
would be considered proper if the going interest rate on indebtedness 
is assumed at 6 percent and an increase in consumer rates were 
granted to the extent that the normal borrowing at 6 percent not 
necessary due to the certificate would result in a benefit of 6 percent 
after taxes. Accordingly, this element of cost to the consumers would 
have to be adjusted by an increase from the 6 percent on new invest- 
ment that interest to bondholders was costing the consumers to 1214 
percent on the new investment, which is necessary to earn a 6- percent 
return after taxes. Such an approved increase of 6.5 percent on 
consumer rates due to the certificate mee result in a gain after 
taxes of 3.12 percent to the utility and 3.38 percent additional in- 
come taxes to the Government. However, “2 grant such an increase 
(which would be reflected very slightly in the entire rate structure 
for overall plant investment) would be contrary to the statements 
made by members of the Federal Power Commission before the Sen- 
ate Antitrust and Monopoly Subcommittee (p. 418 of the hearings 
before the Subcommittee on Rapid Amortization in Regulated Indus- 
tries) and to statements made in a letter from the Idaho Power 
Commission (p. 428 of same hearings), which was presented to the 
subcommittee. These statements emphasized that either the same or 
possibly reduced rates would result from the certificate. The rate 
of 6 percent on indebtedness that my table reflects is a maximum 
and lower rates would in turn reduce the benefits to the company 

(3) In Mr. Rainwater’s comment that I should not have computed 
Federal income taxes in arriving at the Government loss or gain, 
his conclusion is “It should be borne in mind that the funds pro- 
vided from the use of accelerated amortization represent interest-free 
loans to the company, in effect temporary capital. Idaho Power Co. 
is a growing utility which will continue to construct new facilities 
regardless of the source of funds for such construction. If the com- 
pany did not receive the amortization certificates (and now it has sur- 
rendered them) the funds for new construction would be raised 
through other means.” One of the objectives for providing benefits 
to, private industry through necessity certificates is to provide an 
incentive to expand fac ilities in excess of scheduled needs, which re p- 
resents a mobilization preparedness measure at an economic risk by 
industry. Tothe extent that such additional plant is constructed with 
the use of depreciation benefits either at the beginning or later in 
increments, because of the certificate that would otherwise not have 
been accomplished in the absence of such depreciation benefits, Federal 
income taxes can be computed in arriving at Government loss or gain. 
This situation has been prevalent during the tax-amortizatton pro- 
gram and, as a result, a tremendous increase in industrial capacity is 

yailable for mobilization purposes. ‘Thus, it is agreed that the — 
enliaiee would be undertaken without a certificate but it is not r 
sonable to assume that excess facilities which could have been built 
with the use of depreciation benefits would be constructed regardless 
of the certificate. 
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Reference is again made to statements in (2) above. It is stated 
that Mr. Rainwater’s calculated benefits to the company would be 
proper if the borrowing rate is assumed at 6 percent and consumer 
rates are increased from 6 percent of new investment to 12.5 percent 
of new investment. Under this assumption wherein consumer rates 
would be increased it is significant that additional income taxes of 
3.38 percent on new investment (in addition to the 3.12 percent shown 
in my table) would accrue due to the certificate whether or not the 
funds for new construction would be raised through other means. 
Since my table showed a net gain to the Government when Federal 
income taxes were compounded at 3.12 percent, then a 3.38 percent 
of compounding alone would result in a higher gain to the Govern- 
ment. 

The most significant of the above facts considered to be proven 
beyond doubt are as follows: 

(a) That the benefits as determined by Mr. Rainwater could be 
attained only through an increase of consumer rates. 

(6) That the above benefits provided through an increase of con- 
sumer rates would result in the computation of Federal income taxes 
in arriving at the Government loss or gain whether or not the funds 
for new construction would be raised through other means and such 
a computation would result in a net Government gain due to the 
certificate. 

I am also taking this opportunity to submit certain comments on 
accelerated tax amortization that are in no way related to the let- 
ter from Mr. Rainwater. 

When considering future benefits that a company has the oppor- 
tunity to take advantage of due to a certificate provided that it op- 
erates profitably, the present value at the beginning of the deprecia- 
tion period is the reasonable measure of such benefits. In the Idaho 
Power case, it has been portrayed to the public that the deprecia- 
tion benefits or so-called interest-free loans of approximately $30 
million during the first 5 years which must be repaid during the next 
45 years represent a subsidy to the company exceeding $300 million 
or 10 times the amount of the loans which eventually will be repaid. 
How astonished would the average person be if he arranged to re- 
ceive interest-free loans of $1 at the end of each of 5 consecutive years 
with the understanding that they would be repaid in declining pay- 
ments over the next 45 years but was advised 1 year before the re- 
ceipt of the first loan of $1 that this arrangement represented a gift 
to him of $50. That would be analagous to the insinuation made 
through press releases, hearings, etc.; namely, that interest-free loans 
due to a certificate are worth 10 times their amount even though they 
must be repaid. In the Idaho Power cases, the present value of the 
benefits to the company for the Brownlee and Oxbow projects, as- 
suming a profitable operation, would have been approximately $9 
million on the basis of a high borrowing rate of 6 percent obviated 
by the certificates. On their bond issue last year, the interest rate 
to Idaho Power was 4 percent. 

The writer has already placed an opinion on record that the Gov- 
ernment ultimately could have gained revenue from the granting 
of the Idaho Power certificates. In general, where an entire plant 
would not have been built in the absence of a certificate, considerable 
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revenue may be lost to the Government compared to the relatively 
small revenue generated by the depreciation benefits. The steel 
industry is a good example. Substantial additional tax revenue has 
been generated due to certificates covering expansions which would 
otherwise not have take place. During periods of reduced activity, 
maintenance costs of idle plants, which represent urgently required 
mobilization standby capacity to the Government are borne by 
private industry. It is significant that the Government urged the 
steel industry to expand just prior to the Korean situation. How- 
ever, ony such plants which might have necessitated their being built 
by the Government in the absence of accelerated tax amortization 
would either be held in standby during idle periods at further Gov- 
ernment expense or sold at a percentage of acquisition cost. 

Many expansions by aircraft and other military contractors would 
have customarily been directly financed by the Government in the 
absence of accelerated tax amortization. Here the need for the 
Government to maintain idle plants or to sell them at a percentage 
of acquisition cost was obviated by the tax-amortization program. 
In addition, the start of construction can be advanced about 10 
months under private financing as compared under Government 
financing... This can be of significant value since the facility would 
never be undertaken under direct Government financing unless it 
were urgently necessary to meet military requirements. Further- 
more, the incentive to contractors to demonstrate their initiative by 
engaging in new technical developments in an effort to utilize their 
facilities covered by certificates can be appreciated now by the gen- 
eral public in view of the present state of international scientific 
competition. Thus, the temporary loss of revenue is relatively minor 
compared with the more important factor, that the Government attain 
necessary industrial reserve capacity so as to properly utilize avail- 
able technical know-how required in the event of an emergency 
(which may be today) since technical know-how without adequate 
facilities is to no avail. 

During World War IT, it is estimated that $7 billion of facilities 
were covered by certificates whereas $25 billion of facilities were 
built by the Government. It would be a good exercise in compound 
interest for the critics of the accelerated tax-amortization program 
to determine the loss to the Government of such Government-owned 
facilities after adjusting for administrative and maintenance costs, 
property taxes not received, disposition costs, ete. In 50 years another 
national debt of current magnitude could be approached under certain 
assumptions. 

It is not believed that the cost of $3 billion to the taxpayers for 
the current amortization program as stated before the Senate Finance 
Committee and House Ways and Means Committee can be supported 
objectively. It was pointed out heretofore that the Government 
can gain from a certificate due to the income generated from the 
depreciation benefits. The paradox of this condition is that the 
apparent losers of income, the lenders, have often considered a neces- 
sity certificate as a condition precedent to the approval of a loan 
for constructing the new facility from which the depreciation benefits 
result. 

Unjust criticism of the accelerated tax-amortization program is 
considered an adverse factor in the national defense effort. It is hoped 
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that this discussion will stimulate a desire to take another look at the 
tax-amortization program on an objective basis. Hindsight has showni 
that the tremendous expansion of industrial capacity by private in- 
dustry under the accelerated tax-amortization program heretofore 
was in fact urgently required and that the accelerated tax-amortization 
program was the res and most efficient manner to obtain it. 
Several statements by Government officials and congressional members 
on accelerated tax-amortization have been prepared i in haste or through 
a reliance on sources that were not carefully checked. The writer 
would be glad to discuss the above statements with a view to-resolving 
any differences. A mutual understanding and agreement of facts 
through the admission of inadvertent errors by interested parties can 
indirectly lend assistance to the satisfactory solution of many cutrent 
facility problems to contractors participating in urgent military and 
atomic energy programs during the current tec hnologic al revolution. 

For about 6 months there have been no necessity « -ertificate applica- 
tions approved. Nevertheless, many applic ations are pending mvolv- 
ing high priority military and atomic energy programs for which ap- 
provals should be promptly granted. In addition, other proposed ap- 

plications may be deferred by industry until not only the regulations 
but also the public attitude is clarified. If indications are that there 
is a stigma attached to a certificate in spite of the extraordinary risk 
taken by a contractor, then industr y may not be interested in financing 
the new facilities required by military and atomic energy programs 
As a resiilt, the Government will have to finance many “urgently re- 
quired plants. -In the meanwhile, more valuable time will be lost to 
our international competitor, which will aggravate the current ad- 
verse psychological condition of this Nation due to recent outstanding 
scientific accomplishments other than our own. 

I trust that.the information contained in this letter will be of con- 
structive assistance to the Senate Antitrust and Monopoly Subcom- 
mittee as it has been prepared on an objective basis. 

Jacop FrRrepMAN. 


Since several witnesses attributed the compound interest method 
to Ebasco Services, Inc., Mr. H. A. Scaff wrote the chairman the fol- 
letter outlining Ebasco’s idea of the correct basis for computing: the 
value of rapid-amortization certificates: 

Erasco Services, Inc., 
New York. N. Y.. December 19, 1957 

Re certificates of necessity for electric-power projects; Federal in- 

come-tax effects 
Hon. Estes Keravuver, 

Subcommittee on Antitrust and Monopoly, 

Senate Committee on the Judiciary, 
Washington, D.C. 

Honoraste Sir: In a number of instances during the past year, 
before your subcommittee and elsewhere, presentations were made 
which used compound-interest formulas to compute the value to an 
electric-power company of accelerated tax amortization under a 
certificate of necessity (attachment A hereto lists four such aoe 
tions). In some of these presentations a statement was made that 
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such compound-interest evaluations were based upon, or agreed with, 
the method recommended by Ebasco Services, Inc. 

While in my own appearance before your subcommittee I was not 
questioned with respect to effects of accelerated amortization, I would 
like now to point out that it is incorrect to attribute such a method to 
Ebasco, and to clarify for your subcommittee the nature of E basco’s 
views with respect to evaluation of certain of these effects. Ebasco’s 
position is: 

First, evaluation of the full economic effects of construction 
under a certificate of necessity carrying the accelerated tax amor- 
tization inducement cannot be reduced to a mathematical formula. 

Second, a compound-interest formula is not a meaningful 
method for computing any of the effects that might result from 
deferral of taxes. 

Third, as to certain income-tax effects which can be computed 
mathematically, the computations should be on a present-worth 
basis and should take account not only of tax deductions for 
amortization, but also of tax deductions for interest on alterna- 
tive funds required if the tax deferral from accelerated amorti- 
zation had not been available. 

As to the first point, a realistic evaluation of overall economic 
effects on a certificate holder, or on the United States Government, 
must give due consideration to all of the many factors involved in a 
particular situation, both those factors which can be analyzed 
quantitatively and those factors which can be appraised only qualita- 
tively. As stated in the staff report of the Joint Committee on In- 
ternal Revenue Taxation (December 28, 1956, p. 18) : 


In particular cases, the value of a rapid amortization cer- 
tificate must be weighed in the light of a number of circum- 
stances. These circumstances include all of the conditions 
that constitute a handicap for a firm that participates in the 
expansion program, as well as incidental benefits of a cer- 
tificate. 


In general, mathematical evaluation is possible only in respect of 
income-tax effects and related interest costs, and then only in respect 
of relative effects as between a project constructed under a certificate 
of necessity and a hypothetical project identical as to nature, size, 
and timing constructed without a certificate. 

As to the second point, accelerated tax amortization was offered 
as an incentive to accelerated construction of certain types of facil- 
ities. The value of an incentive to a prospective constructor can be 
measured only in the same kind of dollars which he would expend 
in construction, that is, proemrt -day dollars as of project completion 
date. From this aspect, hypothetical compound-interest accumula- 
tions at some remote future day are not meaningful. 

The basic falsity of the theory that the economic effects resulting 
from deferral of taxes can be computed by application of the com- 
pound-interest formula can be simply illustrated by use of the $65 
million figure that was certified to Idaho Power Co. as cost for ac- 
celerated tax amortization deductions. Based thereon, the maximum 
amount of tax deferral as of the end of year 5 (compared with 
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straight-line tax deductions) would be $31 million, and the increased 
taxes during the remaining 45 years of a 50-year period would be the 
same amount, $31 million. If the $31 million had been a complete 
remission of taxes, or an outright grant-in-aid of construction, its 
value to the constructor could not properly be represented as exceed- 
ing $31 million, or about 47 percent of certified cost. But by applying 
the compound-interest formula to this tax deferral (assuming 6 per- 
cent interest), the computed value to the constructor comes to the 
absurd figure of $339 million. By this distorted method, a mere tax 
deferral is presented as worth more than 10 times a complete tax re- 
mission or an outright grant of the same amount. 

If we were to talk in terms of compound-interest accumulations, 
the constructor’s $65 million at 6 percent compound interest for 50 
years would amount to about $1,200 million. It would seem just as 
logical to refer to the certified project cost as being $1,200 million 
as it is to refer to value of the accelerated amortization as being $339 
million. 

As to the third point listed above, exhibit * attached hereto is an 
Ebasco memorandum setting forth our views as to method for evalu- 
ating income-tax effects for the same project with and without a 
necessity certificate, both in terms of saving to the owner and in terms 
of cost to United States Government. Two principles are involved; 
first, dollar computations of tax effects must be in terms of present 
worth at completion date of project, and, second, account must be 
taken both of the larger amortization deductions in the first 5 years 
with a certificate and of the larger interest deductions for alternative 
debt without a certificate. Using the popular analogy of tax deferral 
as being an interest-free loan, a logical alternative yardstick is an 
interest-bearing loan. Interest on such an alternative loan would it- 
self be a tax deduction, and, with a 52 percent tax rate, the net saving 
to the owner from tax deferral would be only 48 percent of the interest 
during this period of tax deferral on the amount of taxes deferred. 

The Ebasco memorandum, for a range of assumptions as to inter- 
est rates and project lives, computes aggregate net effects of tax de- 
ferral as follows: 

Percent of certified cost 


Saving to | Cost to U. 8. 
owner Government 





Accelerated amortization versus straight-line depreciation _ . ; . 7.8 f 
Accelerated amortization versus sum-of-years-digits depreciation __..._._- | 5. 2- 9.2 





These Ebasco computations, of course cover merely net interest 
saving to owner and net interest cost to United States Government 
from the tax deferral for a project under a certificate of necessity as 
compared with an identical project without a certificate. No attempt 
is made to evaluate overall economic effects of participating in an ac- 
celerated expansion program with the various economic burdens and 


! Minority exhibit No. 1, appendix, p. 120, 
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risks involved in such participation. This we consider to be a prob- 
Jem of far broader scope as to which no generalized mathematical 
treatment is applicable. 
Truly yours, 
H. H. Scarr. 

Having reviewed some of the critical refutations of Mr. Rainwater’s 
calculations on the effect of rapid amortization certificates by Senator 
Goldwater, Senator Watkins, and Senator Anderson, as well as Mr. 
Friedman and Mr. Scaff, it would do well to review the record for ad- 
missions by Mr. Rainwater of the fallacies of his calculations of net 
loss.in taxes and net gain to the recipients of certificates, 


Senator Kerauver. It has been suggested, also, that there 
might be some offsets against these amounts. Mr, Rainwater, 
do you want to amplify on any of the suggested offsets; that 
is, if they did not get this money, they would have to borrow 
it somewhere and it might be a lesser amount paid by tax; 
I think that was a point Taised. 

Mr. Cuumpris, And the other was a liberalized amortiza- 
tion. 

Mr. Rarnwater. Yes, sir; there is another point. If Idaho 
did not get a tax certificate under section 168 of the act, they 
would still be free under section 167 of the act to follow 
liberalized amortization. I have computed the effect of that, 
which I could give to you. 

Senator Krravuver. Very well; suppose you give it to us, 
Mr. Rainwater. 

Mr. Rainwater. If they had used the sum-of-the-years- 
digits method, which is one of the optional methods they 
might have used as against the straight-line basis, they would 
get a benefit of $85,114,000 plus; $85,114,082 is the figure. 

So, that would have been av: ailable to them anyway whether 
er not they had a tax certificate; so, if you deduct that from 
the $339 million, you would get a figure of $254,026, 868. 

Senator Kerauver. So that, under this new rapid-amortiza- 
tion provision, if they had set their books up on that basis, the 
benefit to them would have been not $339 million but two hun- 
dred and what ? 

Mr. Rainwater. They would have gotten $85,114,082 any- 
way, under the rapid- depreciation basis, but if you take that 
as against the accelerated-amortization basis, you get the 

$339 140,944; so, the net effect of one against the other is 
$254,026,862, which, you might say, is the net benefit which the 
tax certificate yields on them. 

Mr. KuyKenpau. At 6 percent. 

Mr. Ratnwater. At 6 percent. 

Senator Keravuver. That brings down the amount of benefit 
they would have received if they had taken advantage of the 
liberalized amortization. How would that affect the tax- 
payer and the Federal Treasury ? 

* * * * + 


Mr. Ratnwater. If they had used one of the optional meth- 
ods in lieu of the straight-line depreciation—and this partic- 
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ular optional method which is illustrated here in schedule 6 
is the sum of the digits, the sum-of-the-years-digits method— 
if they used that method, again applying it to the same de- 
ferrals as we would have here, we would get a loss of revenue 
to the Government of $24,221,466. 

Senator Keravuver. As against $83,500,000. 

Mr. Ratnwater. That is correct; yes. 

Mr. Cuumpris. There is a further assumption—— 

Senator Keravuver. Wait just 1 second. Let’s get this 
straight now. ‘This liberalized method results in the $24 mil- 

lion. That is one of the methods that would be available to 
the company under section 167 of the Internal Revenue Code 
of 1954. Isthat right? 

Mr. Ratnwater. That is right; yes, sir. 

Senator Kerauver. So that, if they would avail themselves 
of that, there would have been a loss to the Government, over 
the orthodox method of filing the depreciation, of $24 million 
on the basis of the rapid tax amortization in the case of these 
2 Idaho Power projects of $8314 million. Is that correct? 

Mr. Rainwater. This is right ; as shown in schedule 6. 


Also, Mr. Rainwater refused to take into consideration the Federal 
taxes the Federal Government would gain from the 52 percent cor- 
poration tax on the interest received on the so-called investment of 
$6 million a year for 5 years on which the utility company deferred 
its taxes because of the tax amortization certificate. 

The following colloquy on this point took place: 


Mr. Cuumpris. There is one other point before we get off 
that. 

Mr. Kenpatu. I am very interested in all this, I wonder 
if I might ask a question about the assumptions, whether— 
what tax rate was assumed to be applicable to the return to 
the company on this interest-free loan? When you have 
$329 million or $339 million profit, what tax rate was as- 
sumed on that profit? 

Mr. Ratnwarer. Well, I didn’t have to make any assump- 
tion as to what tax they might pay on it. 

Mr. Kenpatu. In order to arrive at the interest-free loan, 
you used a 52-percent tax rate? 

Mr. Rarnwater. Yes, sir. 

| Mr. Kenpaty. But the interest on that loan was assumed 
to be tax free in the earnings that they could make on it? 

Mr. Rucker. The assumption is that they continue to re- 
invest. 

Mr. Kenpautyi. Without paying any taxes? 

Mr. Rucker. Well, they don’t have to pay taxes on their 
investment, 

Mr. Kenpauz. On their profit? 

Mr. Rucker. Yes, but not on their investment. On their 
profit, yes. 

Mr. Rarywater. I wonder if I might clear that up. My 
assumption is this: that the company will reinvest in this 
plant, and, going in plant, it will be in the rate base and, 
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for purposes of rates; that the regulatory commission will 
allow in its cost of service not only the 6 percent on the rate 
base, but they will also allow whatever the taxes are for 
that particular period. So, the taxes would be provided 
for, but they will be over and above the 6 percent. It is in- 
cluded in the 

Mr. Kenpauu. The earnings would be 104 percent of 6 
percent, and the Government would be taking a little more 
than the company kept each year on a 52- percent tax rate. 





In the following colloquy, Mr. Rainwater admits another offset that 
must be considered in determining whether there is a net loss of taxes 
to the Government. 


Mr. Cuumeris. Mr. Rainwater, let us assume that they 
were not allowed this fast tax writeoff of $6 million a year, or 
$30 million over a 5-year period, and the Idaho Power went 
to any financial source and borrowed $30 million, let us say, 
at 5-percent interest; their interest, then, would be a million 
and a half dollars a year, which would be a deduction under 
their income tax. And at 52 percent—— 

Mr. Rarnwarer. Yes; that is true. But I believe in using 
the $30 million, the $30 million is spread over 5 years; they 
wouldn’t, I wouldn’t think, go and borrow it all at once; it 
would be staggered over the period. So, actually, you would 
be dealing with it at something less than $30 million as of one 
time, but the total effect would I be $30 million. 

Mr. Cuumpris. Then the net result is that there would be a 
loss to the Federal Government of income taxes if they went 
ahead and borrowed $30 million, whether it is all at one time 
or spread over a 5-year period. 

Can you compute what that loss to the Federal Govern- 
ment would be, in that sense, under that illustration ? 

Mr. Rainwater. Yes. It could be computed roughly ; using 
the figure at, say, 5 percent, it would be a million and a half 
dollars a year, or, at 52 percent, it would be $750,000 a yea 
in taxes. Of course, in order to give the full effect of that 
on the same basis that I have here, the compound-interest 
effect. would have to be considered on that too. So, I couldn’t 
give you anything in the way of a definite figure. 

Mr. Cuvumeris. But the Government would lose, under 
either plan, on income taxes / 

Mr. Rarnwarter. Yes. 


It should also be reemphasized that the majority report fails to 
take into account the return to the Treasury by holders of Government 
bonds representing Government borrowings supposedly required to 
offset deferrals. In many instances, such holders of said Govern- 
ment bonds, because of their tax bracket, would pay taxes amounting 
to 50 percent on up on the interest paid to them by the Government. 

The whole question of whether there was a tax loss, if any, to the 
United States Treasury, and whether there was a “windfall,” if any, 
to the Idaho Power Co., is academic, in any event, since the company 
unconditionally surrenders its certificates for the Brownlee and 
Oxbow projects to the Office of Defense Mobilization on June 20, 1957. 
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V 


Ture Testimony AppucED AT THE Hearings Dors Nor SusTaiIn THE 
Magoriry Report’s Views DeaLing Wirn REOPENING OF ELECTRIC 
Power Goat, sur Woutp Lnpicate THar tHe Orrice or Drerense 
Mosiuization’s Decision To Reopen Is SUBSTANTIATED BY THE 
Recorp 


The minority believes that the topic of reopening of electric-power 
goals can be adequately answered by several colloquies from the record 
to sustain the position of the Office of Defense Mobilization in re- 
opening the electric-power goal, as follows: 


Mr. Gray. After suspension of the goal, the staff of ODM 
worked with the staff of the Interior Department and made a 
review of the situation. This afforded an opportunity to 
watch the development of the actual expansion of capacity 
which was scheduled and certified under the expansion goal 
prior to its suspension. Agreement was reached with the De- 
partment of the Interior on basic assumptions for mobiliza- 
tion readiness, and the programing period was extended from 
the end of 1956 to the end of 1958. This review was com- 
pleted in early April of 1955. At that time, the capacity for 
electric power projected to the end of 1958, taking into ac- 
count normal growth demand projections and margins for 
normal operations, amounted to approximately 135 million 
kilowatts. That projected capacity was not sufficient for 
mobilization needs. Accordingly, on April 15, 1955, Mr. 
lemming reopened expansion goal No. 55, establishing it at 
150 million kilowatts by December 31, 1958. The reserve 
capacity over peak-load estimates provided by this full mobi- 
lization objective was about 24 percent. This objective was 
designed to take care of requirements for full mobilization 
as contrasted with previous efforts to cover only partial mobi- 
lization requirements. * * * 

At that time, this is in April of 1955, the Federal Power 
Commission estimated that the reserve capacity, under exist- 
ing industry plans, would amount to only 9.8 percent in De- 
cember 1958. In the Northwest region, the estimate was for 
a minus margin of 1.3 percent; in other words, projected ca- 
pacity would be inadequate to meet normal peacetime de- 
mands. Fifteen percent is the margin generally accepted by 
the utility industry as needed to maintain a reasonable stand- 
ard of service in peacetime. Mobilization needs also require 
some extra margin to meet rapid step-ups in defense produc- 
tien. 4; 7, % 

The objective of the expansion goal was to encourage the 
investment of private capital in electric power facilities to 
increase total capacity by December 31, 1958, to a level suffi- 
cient to provide a margin for national defense in the event 
of mobilization. 

Senator O’Manonery. * * * That would seem to me, when 
you reviewed the history of ODM activities for the purpose 
of this testimony, you found it was the objective of ODM in 
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fixing the ne goal to encourage the investment of 
private capital to the exclusion of the development of public 
power. Did you find that, sir? 

Mr. Gray. I think that is not correct, Senator, because in 
the expansion goals which were arrived at, and, as I have 
indicated, they were revised and adjusted from time to time, 
and always upward in the history of this program, there 
were taken into account the projected plans of all power 
operators, whether private or public, to ascertain what the 
total projected capacity would be. 

As I indicated earlier in the statement, since public power 
companies pay no taxes, tax’ amertization as an incentive 
is not relevant in their case, but in. meeting these expansion 
goals, as I understand it, in every case—on establishing the 
expansion goals in every case, there was taken into account 
both private and public power. 

In the majority report, under this subject heading, it quotes a 
statement made by the Office of Defense Mobilization Director, Arthur 
S. Flemming, on April 15, 1955, before the Joint Committee on 
Defense Production, as follows: 


We have decided, with the concurrence of the Department 
of the Interior, our delegate agency in this field, to reopen and 
update the expansion goal for electric power (786). 


However, the majority report did not go far enough with his quo- 
tations on page 786. A review of the colloquies on page 786 gives 
a far different import than that shown im the majority report. We 
cite the following: 


Mr. Kenpauu. The substance of it, as I understand the en- 
tire record, sir, was the question on the part of some officials 
of the Department of the Interior as to whether the existing 
goal in 1954 was going to be accomplished without tax-amor- 
tization assistance e. 

The existing goal they thought could be accomplished with- 
out tax-amortization assistance and they advised us on sev- 
eral occasions. It wasn’t until the goal was increased to allow 
for full mobilization requirements that the issue of whether 
expansion needed to be assisted ‘by deferral of taxes for the 
first 5 years, part of the taxes was up, was being discussed. 

Senator Wier. What is the date ? 

Mr. Kenpauu. April of 1955 that the goal was redeter- 
mined at 150 million kilowatts. That is the occasion for the 
reexamination. The letter I put in is a letter later in that 
same year from the Under Secretary of the Interior in which 
he urges all existing applications for tax-amortization as- 
sistance in the power field be granted if they met the criteria 
which is in keeping with what has been done. 

Senator Witey. What time in 1955? 

Mr. Kenpauu. August 11, 1955, the letter is dated and the 
report to the joint committee in January 1956 in effect says 
the same thing, this goal was established and would be ac- 
complished with the assistance of tax amortization. This is 
a report from the Interior Department. 
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Senator Kerauver. Mr. Kendall, were there any intermedi- 
ate letters from December 9, 1954, when Mr. Davis, Acting 
Secretary of the Interior, recommended unequivocally that 
the goal be closed, and this letter of August 11, 1955? 

Mr. Kenpauw. Mr. Clifford may know better than I do as 
to that. I turned over to him this file which had to do with 
the establishment of the goal and I don’t think there were 
any letters between December 9 and the next spring, but I 
am not sure. 

Mr. Cutrrorp. There was a gap between the last Interior 
letter objecting to raising the goal of December and the 
August 11 letter of Assistant Secretary Tudor. There is not 
correspondence in the file. 

Mr. Kenpauu. I believe that the indication is that there is 
no correspondence, I can’t be certain of that. 

Senator Krravuv : r. How do you explain this statement, Mr. 
Kendall and Mr. Gray, on April 15, 1955, the very day on 
which the goal was raised apparently over the objection of 
the Interior, Dr. Flemming came up before the Joint Com- 
mittee on Defense Production and, as carried on page 28 of 
the hearings, testified as follows: “We have decided, with 
the concurrence of the Department of the Interior our dele- 
gate agency in this field, to reopen and update the expansion 
goal for electric power,” when the record seems to be the other 
way around ? 

Do you know about that, Mr. Kendall? 

Mr. Kenpatu. Do I know about it ? 

Senator Keravuver. Yes. 

Mr. Kenpauu. Mr. Flemming I guess is the best evidence 
why he said that. I believe the statement is entirely true that 
the Department of the Interior had concurred at the time the 
goal was increased. 


VI 


From tue Testimony AppucED AT THE HEARINGS, THE REcorp CLEARLY 
Suows THat THE CRITERIA FOR GRANTING TAx-AMORTIZATION CrER- 
TIFICATES WERE EstaBiisHED IN 1950-51 AND THE FoLLow1ne YEAR, 
AND SoLIDIFIED IN RerGuLATIONs APPROVED BY Presipent TRUMAN 
IN THE First Ser oF REGULATIONS IN FEBRUARY 1952 


The testimony is irrefutable that the criteria for granting tax- 
amortization certificates were developed through the fall and winter 
of 1950-1951 and that they become solidified in regulations approved 
by President Truman. One short colloquy fully answers this point. 


Senator Dirksen. So then there were three ways in which 
these could have been built. One, by direct appropriation; 
one, to loan the money out of public moneys to the entre- 
preneur; or the other to follow a system that was set up in 
the prior administration to permit 5-year writeoffs, fast 
amortizé ition, and in so doing create an incentive for private 

capital coming into this field. 

Mr. Kenpatu. That is correct. 
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Senator Dirxen. So this is a pattern that was established 
as early as September 1950, and has been followed rather uni- 
formly ever since. 

Senator Dirksen. So this is a pattern that was established 
have been the ones which have been followed through the suc- 
ceeding years of the program. 

Senator Dirksen. Has there been any substantial modifica- 
tion in the criteria that were laid down when the program was 
initiated ? 

Mr. Gray. I believe not. 

Senator DirksEN. In other words, the requirements and the 
criteria as of today are substantially the same as those which 
prevailed back in September of 1950? 

Mr. Gray. That is my understanding. I will have to ask 
those who have been familiar with the program through the 
years to pursue that. 

Mr. Kenpatu. Senator, the criteria were developed mostly 
through that fall and winter, 1950-51, and the next year. 
The criteria became solidified in regulations approved by 
the President finally in the first set of regulations. I believe, 
February 1952. They had taken that long to eryst: allize, 
but they were being followed pretty well as they were being 
developed. 


To further substantiate this point, Secretary Seaton also testified 
that the records of the Department of the Interior appear to establish 
that the criteria under which the Idaho Power applications were re- 
viewed are the same criteria established in 1952 which was under the 
regulations approved by President Truman. 

Under VI-F of the majority report, the majority baselessly ayd 
unwarrantedly injected into the hearings in their report, the names 
of outstanding Government officials, with innuendoes of White House 
interests in the Idaho Power application which was a palpable effort 
to develop a spurious political issue. Such action, conclusively shows 
that the majority was unfair and quite careless of the facts. It 
should be noted here further, that in other sections of this report, the 
majority recklessly threw unfounded and unjust charges and unfair 
innuendoes at various members of the executive branch of the Gov- 
ernment, who had some responsibility in administering the tax- 
amortization certificates. This prompts the minority to cite a state- 
ment made by Senator Alexander Wiley during the course of these 
hearings which very appropriately sums up the position a congres- 
sional committee should take in reviewing the actions of Federal 
officials and agencies in administering laws “passed by the Congress: 


Senator Writer. Mr. Chairman (Senator Kefauver), again 
I want simply to be fair in this matter. We passed the 
law; we authorized who should make the decision. The 
decision was made. It isn’t the first one. I understand we 
have permitted during and since the war writeoffs running 
to billions. Now on the floor of oye Sen: ate we are talking 
about the passing of a $2 billion to $3 billion appropriation 
bill. How careless are we sitting hare while these appropri- 
ation bills are going through without giving consideration 
to each item, and yet it is our function to know what we are 
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going to vote for when we go over there. How can we, when 
we are sitting here? It is just an example of how people 
have to rely on others to use their best judgment. 

In Government we place authority somewhere. That 
authority exercises it. The only thing I am interested in is 
that we respect authority and unless there is something 
crooked or something that is contrary to law that we recog- 
nize the act as authoritative and not as basically criminal 
or wrong. That, to me, is a thing we must make sure that the 
public gets hold of in these hearings—in fact, in all hearings. 
Otherwise they will think that all Washington is crooked. 


VII 


Tue Recorp Dors Nor Sustain THe Masortrry Report’s Posrrion 
RELATING TO THE IpAuo Power Co.’s AppLIcATION 


There is no basis whatever for the assertion that the Idaho Power 
(Co. misrepresented to the Federal Power Commission its position 
with respect to the accelerated tax-amortization program. It made 
its position perfectly clear at the prolonged license hearing before the 
Federal Power Commission that it had ‘applied for and would utilize 
the accelerated tax amortization provided for in section 168 of the 
Internal Revenue Code, if it were available to it. 

The full facts were testified to before the Federal Power Commis- 
sion at the license hearing at which the attorneys for National Hells 
Canyon Association et al. were in attendance and participated in the 
examination of company witnesses on this subject (FPC hearing 
transcript ps. 1537, 7798-7800, 8326-8328, 8731, 8765-8773). 

In the early days of the hearing befow the Federal Power Com- 
mission, Mr. T. E. Roach, president of Idaho Power Co. testified, 
(July 9, 1953, vol. 7, p. 1537) that in preparing the company’s finan- 
cial exhibits, and particularly exhibits 27 and 28 showing company’s 
construction cash requirements. (1953-62) and cash aceruing (1948- 
53) as a result of the company’s operations, these exhibits were pre- 
pared assuming “no fast or accelerated amortization, but” as he 
ste ated : ° 


+ certainly if accelerated amortization were avail: ible 


to us we would take advantage of availability of that privi- 
hee, °° 


Later, on cross-examination by one of the attorneys for the National 
Hells Canyon Association et al. (Dee ‘ember 8, 1953, vol. 67, pp. 8732- 
8735), Mr. Roach again stated that while there were no Kae scelerated 
amortization” items in exhibit 28 (cash generation from operation) 
that have anything to do with the three-dam project, the company 
had filed applic ations with the Office of Defense Mobilization in con- 
nection. with the Oxbow and Brownlee projects (but not for the 
Hells Canyon project, because of the “target” goals and time limita- 
tions for project completion which then existed). 

With respect to the Brownlee and Oxbow developments, he said (vol. 
67, p. 8733) : 

Our filing of the application I felt was an obligation in 
our fulfillment of our responsibility as officers of ‘the com- 
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pany, because the Internal Act, section 124 (a) specifically 
provides for it, and had we not at least made the effort, even 
though we had faint hope of any success, we would have been 
derelict in our responsibility to our customers. 


He further states (vol. 67, p. 8734) : 


I testified on direct that we hadn’t included it, but if it 
were available to us we certainly would take steps to put our- 
selves in the position to take advantage of it, so that if and 
when the time came that seemed expedient and advantageous 
to do so, we would have taken the necessary steps and quali- 
fied to take advantage of it. 


Moreover, the Idaho Power Co. in its opening brief before the 
Federal Power Commission stated that while figures were based on 
conventional financing, it would take advantage of accelerated tax 
amortization if it were made available to it. 

Further, after the license had been issued on August 8, 1955, during 
the pendency of a petition for a rehearing, opposing counsel wrote 
to ODM objecting to the issuance of any certificates, and sent a copy to 
the Federal Power a at Also, on September 16, 1955, during 
the time the petition for rehearing was pending, ODM wrote to the 
Federal Power C ommission and advised that applications were pend- 
ing, and the Federal Power Commission acknowledged that letter. 

It is perfectly obvious that throughout the hearing the Federal 
Power caved ee was thoroughly aware of the status of these ap- 
pli ‘rations and the Idaho Power Co. had advised the Federal Power 
Commission fully of its yes with respect to them. 

When the certificates were finally issued in April 1957, the matter 
was then pending before the Supreme Court of the United States. 

The company’s preside nt, Mr. Roach, and its specal counsel, Mr. 
Parry, testified fully with respect to this matter at the hearing before 
this subcommittee and the : accuracy of their statements was not ques- 
tioned (pp. 640-663). 

It would do well to cite briefly from excerpts of the testimony 
before the subcommittee beginning on page 640: 


Senator Dmxsen. If I remember the testimony that was 
developed, it was stated before the Federal Power Commis- 
sion that you were not altogether sure that tax-amortization 
certificates would be issued if you did make application for 
them. 

Mr. Roacn. Well, as a matter of explanation, Senator, the 
only statement that bears on that was the one to which Sen- 
ator Kefauver referred earlier this morning to the expression 
of faint hope, and when you take that out of context, it has a 
meaning that was not there at the time. because we were be- 
fore, if you will remember, the Federal Power Commission 
in 1953 

We filed our applications for the certificates in August of 
1953, and at that time the goal in effect established by the 
ODM called for completion of all projects that might be eligi- 
ble for certification by the end of, as I recall it, 1956, and the 
point I was making is that because it was apparent it was 
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going to take a long time for the hearing and because of the 
announced intention of the National Hells Canyon Associa- 
tion to take us through every court in the land, I expressed, 
by the use of that phrase, my feeling that there was faint hope 
that we could get underway in time to meet the requirements 
of the goal as it was then established. 

That is all in the world that was said or was intended by 
that expression, and the record bears it out * * *. 

Senator Dirksen. So these certificates that were issued were 
not unlike certificates issued to any other company that made 
application and that complied with the various criteria that 
became a predicate for it ? 

Mr. Roacn. It is my understanding, Senator, that every 
class 1 utility in the United States which has applied has 
been issued a certificate where the application covered a proj- 
ect that met the criteria. 

Senator Drrxsen. A great deal has been made, I get from 
reading the newspapers—I don’t know how authentic it is— 
that there is a little Spang oversy about the dates and about a 
telephon e call, and that maybe some favored individuals got 
into the market at the right time. : (See point #TX) 

I wish you would tell us about it. I could go through all 
these dates starting with the first of April, and believe me 
this is not a new business. This has come up before in different 
fields. 

Is there any thing you want to add to the stories that have 
been bouncing around here? Will you tell it in your own 

. rds 7 

"Mr. Roacn. I don’t think there is anything I want to add 
to the story, Senator. 

Senator Dirksen. Is there any mystery about it? 

Mr. Roacu. There is no mystery about it. We filed our ap- 
plic ations openly and public ly. 

The subject of the applies ations was thoroughly discussed in 
testimony in the Federal Power Commission hearing. 

It has been a matter of, I am. sure, general knowledge in 
the Congress because quite a number of the Members of 
Congress wrote letters to the ODM regarding the certificate. 

There have been speeches on the floor of the Senate and I 
presume on the floor of the House. 

The issue was debated in connection with and prior to the 
vote on Senate bill 1333 last year so that as far as there being 
any air of mystery about the applications so far as I know, 
there has been no mystery about it. * * * 

And at page 662, we quote: 

“Senator Carrot. You say Mr. Kuykendall corrected his 
testimony ? 

“Mr, Parry. Yes; he did. I have this quote: 

“Of course, what we were really talking about was that 
there would have been no appropriation from the Federal 
Government for these projects to be built.” [Emphasis ours. ] 

Mr. Kuykendall’s language, pages 845 and 846, May 3 
of this yea 
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The point I am making is this: We made it clear to every- 
body throughout the whole hearing that when we were saying 
that there was no cost to the Federal Government, there 
would be no appropriations. We made it clear, if I may 
complete my answer 

Senator Carrot. Of course, as I read the debates 

Mr. Parry. Let me complete mine, please, because, I, in 
effect, as a lawyer, am charged with bad faith in this ‘thing. 

We made it clear to everyone that we would pay our Feder al 
income taxes as they were provided by the law at the time they 
were clue. 

Now, I myself asked Mr. Roach in June of 1953, on direct 
examination, whether these fast—these certificates could be 
in the picture. 

At that time, as has been stated here earlier, I believe, be- 
you came in, Senator, to qualify, the project would have to be 
built in 1956. We were being threatened with a long hearing, 
and being taken through every court in the land, as we have 
been taken, and we did not make any of our plans for financ- 
ing along that basis, because you, as a lawyer, know instantly 
other people would say, “Why, you are livi ing in a fairyland. 
You are not going to get any certificates.” 

So we put in proof that we could finance them convention- 
ally, but we stated in June 1953 that if the certificates were 
available we would file for them. 

In August of 1953, we did file, while the hearing was in 
progress. 

On December 3 of the 1953 the goal was suspended. On 
December 8, 1953, Mr. Roach testified, as he has been ques- 
tioned in this record, and there is no need of my going over 
that. 

When we filed our opening brief in this matter before 
the Federal Power Commission—I would like to get that spe- 
cific date, because I think it is of some importance. 

Senator Kerauver. November 5, 1954, 

Mr. Parry. That is correct. 

We stated on page 48 of that brief that while we were put- 
ting our figures in on conventional financing, that we would 
take advant: ge, if it was available to us, either of this ad- 
ditional accelerated depreciation which had been provided 
by section 167—we didn’t name it—or by fast acceleration. 
It was there in our brief * * *. 

Now, in view of that, I state with all the emphasis I can, 
there has been no misrepresentation. 

Senator Carroll, nobody has been misled. There has been 
no misrepresentation, and I think that any implication that 
I or any of the lawyers that were associated with me have 
misled anybody is very unfair. 

Senator Carrotu. I want to say this, Mr. Chairman: After, 
after reading the record, I am glad to have this explanation 
in the record here this mor ning. But based on the testimony 
of Mr. Kuykendall, after very careful questioning by the 
chairman, by Senator O’Mahoney, and I believe participated 
in by Senator Dirksen, he never deviated one bit from his 
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position that he had absolutely no thought of anything else 
but conventional financing. 

Nowhere along the line does the record show, until your 
explanation this morning, that you were thinking in terms 
of appropriations. 

Mr. Parry. Entirely, sir. 

Senator Carroii. That is the first time we have heard that 
explanation anywhere in this hearing. 

Mr. Parry. I am certainly glad of the opportunity to give 
it and make that clear. 


Vill 


Tue Testimony ADDUCED AT THE HEARINGS Wit. SHow TuHat THERE 
Was No Conruicr or Lack or Liatson AMONG THE AGENCIES 
Wuicu Hap Resronsipitiry UNper THe Tax-AmorrizaAtTion Law 


The majority, during the course of the hearings and in the report 
were accenting minor items in an attempt to show that there was a 
conflict between the Department of the Interior, Office of Defense 
Mobilization, and the Federal Power Commission in the administra- 
tion of the tax-amortization law and further that there was a lack 
of liaison. A close examination of the record will strongly refute the 
majority’s views. 

The record clearly shows that the Director of the Office of Defense 
Mobilization, under the law, was granted the authority to make the 
decision. The record further shows that the Director of the Office of 
Defense Mobilization consulted with the Department of the Interior 
and the Federal Power Commission, and, after reviewing the matter 
fully, made the decisions as required by law. 

Perhaps we of the Congress can find conflict and lack of liaison 
between the various committees of the United States Senate in con- 
ducting investigations and hearings on a subject such as rapid-amorti- 
zation certificates. It is needless to add that this subject was 
thoroughly investigated and fully heard by the Senate Interior Com- 
mittee and Senate Finance Committee previously to our subcommittee. 


IX 


Tue Recorp or tHe Herartnes 1s CompLterety Devom or ANY 
EVIDENCE OF QOpporTUNITY FOR StTock SPECULATION DuE TO 
Prior or InNstpe INFORMATION ON THE GRANTING OF THE IDAHO 
Power Co. Necesstry CERTIFICATES 


The majority, during the course of the hearings, attempted to make 
a great issue of an alleged opportunity for stock spec ulation, but the 
record shows the fluctuation of the price of stock was inconsequential, 
and, in some instances, there were decreases in the valuation of the 
stock on the dates when the majority contended that there would be a 
sufficiently large increase in the valuation of the stock because of 
alleged leaks due to prior or inside information on the granting of 
necessity certificates. 

Absolutely no evidence was developed that any employee of Ebasco 
or Idaho Power Co., or any Government official, who had prior or 
inside information on the granting of the Idaho Power Co.’s necessity 
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certificates, purchased one single share of Idaho Power Co. stock or 
personally benefited from any transaction in Idaho Power Co. common 
stock during the period in question. 

The follow’ ing colloquies from pages 643-644 of the printed hearings 
substantiates the minority’s position in this matter: 


Senator Dirksen. Of course the allegation was that shortly 
before the certificates were final, somebody got into the 
market and made a profit as a result. 

Mr. Roacu. Senator, I have heard that and I have seen it 
in the newspaper and I very much regret it because it carries 
an inference, an implication of something sinister, of some- 
thing that is going on. 

Now, from my “viewpoint the sale of 4,300 shares of Idaho 
Power Co, stock on the New York Stock Exchange and, per- 
haps, San Francisco Stock Exchange does not, by reason 
of the number of shares, create, in my mind at least, any 
feeling that there was anything unusual about it, because, 
over the history of the last year or more, I can pick out for 
you a great many days when there were shares sold for no 
good reason at all other than somebody’s desire to sell Idaho 
Power Co.’s stock and somebody else’s desire to buy it on 
that same day in numbers not always approaching 4,300 
but, certainly, well above a thousand shares a day. 

The next day you will find a hundred shares sold or, 
maybe, for the next 2 days no shares sold at all. 

And I see no basis of picking out a particular increase in 
a number of transactions and inferring that, by reason of 
the numbers in the transaction, there was anything unusual 
about it. * * * 

Senator Dirxsen. April 18, as I recall, was supposed to 
have been the day on which the word went forth; is that 
correct ? 

Mr. Roacu. I believe April 18 is the day on which we 
received word that the certificate had been signed by the 
Director of the Office of Defense Mobilization. 

Senator Dirksen. What was the date of this mysterious 
telephone call that was alleged to have taken place? 

Mr. Roacu. Well, there has been discussion here in this 
hearing, Senator, of a series of telephone calls. I believe the 
last 

Senator Kerauver. It took place, Senator Dirksen, on 
the 16th. 

Senator Dirksen. When the mysterious telephone call 
went out, did you go in and buy Idaho Power stock? 

Mr. Roacu. No, sir; I did not. 

Senator Diesen. Did you, Mr. Kimball? 

Mr. Krupatu. No, sir. 

Senator Direxsen. You are Mr. Parry? 

Mr. Parry. Iam Mr. Parry. I did not, either. 

Senator Drrxsen. Do you know of any officials who 
bought stock ? 

Mr. Roacn. I do not, Senator. 

Senator Dirxsen. Why did you not utilize this hot tip and 

° get in on the market ? 
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Mr. Roacu. Well, I will tell you why I didn’t utilize it, 
Senator. Even today, I cannot imagine why the issuance of 
an ODM certificate would prompt anybody to buy any Idaho 
Power Co. stock, from my standpoint. I do not see what 
the motivating influence involved in the ODM certificate 
was, which is not available to us for use until we pay our 
taxes for the year 1959, which will be in 1960. 

Senator Dirksen. So, all this left you rather cold, and did 
not serve as an urge to get aboard the bandwagon and buy 
heavily in Idaho Power ? 

Mr. Roacu. No, sir; I did not. 

Senator Dirksen. Or make any profit, if there was any to 
be made. 

Mr. Roacu. No. As a matter of fact, if those who bought 
it on the 17th had waited about a week, I think they would 
have saved themselves some money. 


x 


A Review or THe Recorp Faris to Sustain tHE Masortry’s Posrrion 
AS TO THE Errects or THE TAx AMORTIZATION PROGRAM IN THE 
ELectric Power INpUstTrRY 


The minority believes, in answering this issue, that much of the 
reasoning that was contained in section IV of the minority views 
can be applicable also to the majority’s position of the effects of the 
tax-amortization program in the electric-power industry. 

It must be remembered that the tax-amortization program, inaugu- 
rated under the Democrat administration, was done so in the light 
of a number of circumstances. These circumstances include all of 
the conditions that constitute a handicap for a firm that participates 
in the expansion program, as well as incidentals of a certificate. The 
significant thing to remember was that Congress wanted to encourage 
a broad program of urging private capital to expand and inaugurate 
facilities for the security and defense of our Nation through the tax- 
amortization program rather than the use of Government funds. To 
interject into this report the theory that the rapid amortization law 
had as a purpose to lower the rates to the consumer or dealing with 
the issue of dividends, etc., is going off on a tangent and need not be 
answered further than to state that the majority’s report is not pro- 
pounding sound principles in these respects, in view of the purpose 
and value of the rapid amortization law. 


XI : 


Tue Minority Bevteves, Arrer Futty Reviewi1ne THe Recorp, THat 
x ‘ s YT r 

THE Epasco Services, Inc., Exertep No INFLUENCE IN THE Tax 

AMORTIZATION PROGRAM BUT CoNDUCTED THEMSELVES IN THE 

SaME MANNER Tuat ANY ProressiIonaAL Group Wounp In REpre- 

SENTING THEIR CLIENTS BErorEe A FepERAL ADMINISTRATIVE AGENCY 


Ebasco Services, Inc., is one of the Nation’s largest and most suc- 
cessful firms of engineers, consultants, and constructors, It renders 
professional services to industrial and business clients. Among 
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Ebasco’s clients were electric-utility companies who applied for and 
received necessity certificates from the Office of Defense Mobilization. 
Mr. Walter Cosdon, manager of Ebasco’s Washington office, and 
Mr. Richard McDonald, an E ‘basco employee, testified at length as to 
how Ebasco served its clients in connection with the tax-amortization- 
certificate program. Messrs. Cosdon and McDonald told how 
Ebasco kept its clients informed on ODM and Interior Department 
procedures and requirements in the tax-amortization program and 
Ebasco’s role in helping to expedite the applications of its clients. 

The record shows that the reason many electric-utility companies 
represented Ebasco received necessity certificates for 60 to 65 percent 
was that their applications satisfied ODM criteria, principally the 
criterion on overdevelopment. This fact made these companies eligible 
to receive these percentages. 

Of special importance, according to the testimony, was the fact that 
Ebasco clients happened to be located in electric-power-shortage areas 
where greatly increased electric-power capacity was needed to meet 
future industrial and defense requirements. 

Mr. Cosdon testified : 


ir. Cospon. We were representing a very small segment 
of one of the industries that received tax-amortization bene- 
fits. I believe, totalwise, some 22,000 certificates were issued. 
According to the information that I have seen, there were 
some nine-hundred-odd certificates issued to the electric- 
utility industry. We handled less than 10 percent of those. 

I would like to say this * * * Ebasco did not initiate the 
filing of applications. We worked specifically at the request 
of the clients. Now, certainly, if our clients were entitled 
legally to the benefits, regardless of what they may be—and 
there is a lot of dispute as to what the benefits are—if our 
clients are legally entitled to the benefits of tax amortization, 
we certainly, in doing our job, are carrying out the requests 
that our clients make upon us. 

We cannot conclude, on the record in these hearings, that Messrs. 
Cosdon and McDonald, or the companies Ebasco represented, received 
any consideration to which they were not fully entitled from either 
the Interior Department or the ODM in respect of the percentage of 
amortization allowed or in any other way. 

Nor can we find any basis in the record to conclude that Mr. George 
English, the Interior Department employee who determined the per- 
centages, showed any favoritism to Ebasco or to companies repre- 
sented by Ebasco. 

The methods used by the Interior Department in calculating the 
percentage of tax writeoffs were fully and satisfactorily explained by 
Mr. English (p. 819). 

Mr. English testified. 


Mr. Eneutsn. It was all based on the capabilities and the 
application as submitted, and they developed that much per- 
centage in calculation. That is the reason they got 65 per- 

cent. It was an overdevelopment percentage ‘that was af- 
forded to all utilities under a standard calculation, and the 
calculations brought their percentage up to 65 percent. 
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The testimony given by Messrs. Cosdon and McDonald as to the 
reason many of the applicants represented by Ebasco received 60 
to 65 percent amortization was clear and convincing. 

Mr. Cosdon testified : (883) 


Mr. Cospon. Senator, I think without knowing what goes 
into these figures, the backup of the figures, the way they 
were figured out, the criteria that were used, the formula 
and how it was applied, the fact was we certainly had a 
great many of the companies; in the Pacific Northwest, 
where the critical and acute power shortage was given 
emphasis by the Department of the Interior and high per- 
centages were given there because of the tremendous acute 
power situation in that particular area. The same thing 
applied in Texas. Then you will note ‘also that we have 
clients down through the heart of the United States during 
this particular period and there was a desire to put indus- 
trial plants in the middle section, as I say, through the heart 
of the United States, running from the Great Lakes straight 
on down to the Gulf of Mexico, and our clients were in that 
particular area. Now we make no apologies, Senator, for 
the fact that we represent clients, some of which were in 
areas where there was this acute power situation or the Gov- 
ernment was anxious to establish industrial plants where 
they would be free from any enemy attack. 

Mr. McDonatp. Senator, may I just take about 5 seconds 
to say one thing? 

Senator Krerauver. Very well, Mr. McDonald. 

Mr. McDonatp. The percentage calculation is based upon 
load and cabability data of each individual company over 
the period of years, from 1938 to the year in which the 
project goes into service—nothing else—and also, well, that 
includes the capability of the new project. Now we could 
talk until—I could, certainly—until we are blue in the face 
and I could not change those loads and capability figures 
from 1938 until 1958, or whatever the terminating year was. 
That was the basis for the calculation. The percentage was 
determined from the calculation and I can’t say anything 
more about how percentages were arrived at, other than that, 
because that is it. 


As far as its contacts with Mr. English were concerned, Ebasco, 
as the accredited representative of its ‘clients, had as much right as 
anyone else to supply information requested. by Interior and to keep 
track of progress of applications for nec essity certificates. We find 
no evidence of impropriety in this connection on the part of either 
Ebasco or Mr. English. 

It was pointed out in the record that the Interior Department was 
the delegate agency in electric-power matters and that procedures and 
instructions available to all applicants as a matter of public informa- 
tion designated the Interior Department as the official Government 
contact in tax-amortization matters related to electric power. 

In short, it is our conclusion that there was nothing improper in the 
actions and conduct of Ebasco in its dealings with Interior and ODM; 
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that Ebasco merely followed established procedure in its contacts with 
Interior; that companies represented by Ebasco were shown no favor- 
itism by Interior or ODM. 


Munortiry Exuzsir No. 1 


CERTIFICATES OF NECESSITY FOR ELecrric-Power Factuitres FEpERAL 
Income-Tax Errects Aristne From AccELERATED AMORTIZATION 
AND RESULTANT REDUCTION IN INTEREST 


PURPOSE OF MEMORANDUM 


Analysis of overall economic effects of construction under a cer- 
tificate of necessity, as applied to electric-power projects, involves 
many complex issues, and for an evaluation of these overall effects 
no generalized mathematical treatment is applicable. 

The more limited purpose of this memorandum is to indicate, for 
a range of situations, the evaluation of Federal income-tax effects of 
accelerated amortization deductions in comparison with regular de- 
preciation deductions for the same project, that is, for a project 
identical in nature, cost, time of construction, and all conditions ex- 
cept for those arising from the necessity certificate. This is of course 
a much narrower problem than that of overall economic effects. 
Within such a limited scope, evaluation of Federal income-tax effects 
can be computed mathematically on the basis of reasonable assump- 
tions as to underlying factors. 


NATURE OF INCOME-TAX EFFECTS 


While aggregate tax-depreciation deductions are eventually equal 
to 100 percent of project costs (or the depreciable portion therecf), 
the fact that the deduction is allowed faster with acceleraed amor- 
tization results in deferral of a certain amount of income-tax pay- 
ments from the first 5 years to later years. 

This tax deferral, constituting a temporary cash saving, has been 
popularly referred to as an interest-free loan. Strictly speaking 
this term is a misnomer, since there is no loan, the project owner re- 
ceives no cash, and the United States Government does not advance 
any cash. However, the permissive deferral of a certain amount of 
taxes over a 5-year period with prospective payment of increased 
taxes in equivalent amount during later years is economically similar 
to an interest-free loan, increasing step by step for 5 years and grad- 
ually being liquidated during the remaining life period. 

The project owner must provide at the start all funds required 
for construction and completion of the project. The tax deferral, 
or interest-free loan, begins to appear at the end of the first year, 
reaches a maximum at the end of the fifth year, gradually declines 
in subsequent years. The tax deferral represents a source of cash 
funds only in the negative sense that under some other method for 
fixing tax liability more cash expenditures for taxpayments would 
have been required. For a comparative evaluation of tax effects, 
the amount of tax deferral as of any year can be considered to be the 
cumulation of the difference in annual taxes resulting from 5-year 
accelerated amortization versus annual taxes with any one of the 
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regular alternative depreciation methods allowable for tax deductions. 

An economic evaluation of this cumulation of differences in annual 
taxes requires two things: First, to be meaningful, the differences must 
be expressed in the same kind of dollars which the owner invests in 
the project, i. e., dollars available at future times must be expressed 
in terms of present worth as of project completion date; and second, 
for the case without a necessity certificate, an alternative source must 
be assumed for cash equal in amounts year by year to the differences 
in taxes. The evaluations to be presented in this memorandum are 
on the basis that the alternative to cash-tax differences will be dif- 
ferences in indebtedness, that is, that the alternative to an interest- 
free loan is an interest-bearing loan. It appears logical that this al- 
ternative source of cash should be taken as interest- bearing debt. 
With electric-power systems, as with many other industries, the cash 
temporarily freed by tax deferral has usually been applied to aid 
construction, either (1) to pay short-term notes issued to raise part 
of the construction funds for the certified project, or (2) to provide 
part of the funds for a later construction project in lieu of borrow- 
ing such funds. 

An evaluation of tax deferrals on this basis can thus be made by 
the simple process of present worth summation of the annual interest, 
net after tax credit, on the alternative debt avoided by use of acceler- 
ated amortization for tax deductions. 

Identical results are obtained by present worth summation of the 
annual differences in taxes, in one case with deductions for accelerated 
amortization, and in the other case with deductions for regular tax 
depreciation and for interest on alternative debt. 

Evaluations from the aspect of interest saving to the owner from 
tax deferral and of cost to United States Government of funds equiv- 
alent to taxes deferred are similar except that cost of debt money to 
the owner would be estimated at a higher interest rate than cost of 
United States Government borrowing. 


ILLUSTRATIVE EXAMPLES OF EVALUATION OF TAX DEFERRAL 


The first method of evaluation referred to is illustrated by tables 
I and II which show detailed step-by-step computations for a specific 
case comparing 5-year accelerated amortization with 30-year straight- 
line depreciation and with 30-year, sum-of-years- -digits depreciation 
and using 414 percent as debt-money cost to the project owner and 
314 percent as money cost to United States Government. The math- 
ematical relationships each year are as follows: 


Percent of 





Percent | deferred tax 
| balance 

Annual interest saving to owner: | } 
Gross saving | 4. 50 
Offsetting tax credit for interest | 52 | 2.34 
Net saving to owner ; * 48 | 2. 16 

Annual interest cost to U. 8. Government: 

Gross cost 3. 50 
Offsetting tax credit as above 2. 34 


Net cost to United States 1. 16 
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With respect to saving to owner, the relationship above applies both 
to annual savings and to present worth summations; that is, of the 
gross interest saving from the interest-free loan 52 percent is offset 
by the tax credit for alternative interest and 48 percent remains as 
net saving. 

The second method of evaluation referred to is illustrated by tables 
III and IV, which show for the same specific case as in tables I and 
II comparisons of accelerated amortization with straight-line depre- 
ciation and also with sum-of-years-digits depreciation. This second 
method yields identical results and is more convenient for calculating 
a range of comparisons since it lends itself to use of formulas which 
avoid voluminous year-by-year step computations. This illustration 
assumes, merely for convenience, an initial debt equal to the tax effect 
of the aggregate depreciation deduction, i. e., 52 percent of certified 
cost. Actual debt might be greater (this is only 26 percent of cost 
of a project with 50 percent certification), but any debt in excess of 
this 52 percent would not affect the computation since its effects would 
be the same with or without accelerated amortization. 

The values of savings and costs shown by tables I, II, IIT, and IV 
in summary are as follows 


Saving to owner and cost to U. S. Government from use of accelerated 
amortization 


[Specifie case assumed: Economic life of project, 30 years; cost of debt money to owner, 44% percent; cost 
of money to U. 8. Government, 3% percent; Federal income tax, 52 percent] 


Percent of certified cost 


Gross lax credit Net 
——————————EEEEee - — -— - - - - - - —-—- —_— - -_—<--—— “all — - = ED 
| 
Accelerated versus straight line: 
Present worth of saving to owner | 17. 42 9. 06 | 8. 36 
Present worth of cost to United States-- 4 15. 08 10. 08 5. 00 
Accelerated versus sum-of years digits: | 
Present worth of saving to owner- -- £% j 11. 58 6. 02 | 5. 56 
Present worth of cost to United States _- 9. 87 6. 60 | 3. 27 


RANGE OF COMPARATIVE EVALUATIONS 


In tables V and VI attached are shown summaries of evaluations 
of net interest saving to owner and net interest cost to United States 
Government for economic lives of 30, 35, and 50 years, for incre- 
mental debt money costs to owner of 4, 414, and 5 percent, for money 
cost to United States Government of 314 percent, and with Federal 
income tax at 52 percent. These tables show separately the present 
worths of (1) tax deferrals due directly to accelerated amortiza- 
tion, (2) partially offsetting tax effects of interest deductions for 
eee additional debt without a necessity certificate, and (3) 
net saving to owner and net cost to United States Government. 

A summary of the net values is as follows: 
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Net tag effects of accelerated amortization 
[Present worth in percent of certified cost] 


Debt-money cost to owner 








4 percent 434 percent 5 percent 


Comparison with straight line (only alternative up to 1954): 
Net saving to owner: 


I cntrere connuresqeduneeeswha setiaaaadhdahdin 7.84 8. 36 8. 82 
Geek tos So5 gen swessp chee secddaaus dan ddbee 8.91 9. 46 9. 94 
OE TI oats aoc setcesisn ins op in bith dad adhe 11. 50 12. 05 12. 50 

Net cost, to United States (314-percent money): 
OPN MOS. i hc. WA 6. 12 5.00 3. 88 
NS on cnantkntendvedenane ~hgein eaidanaial 6. 99 5. 71 4.43 
50-year life._.....--- : Sian saa haem 9.15 7.48 5. 80 

Comparison with sum-of-years-digits (available alternative 
1954 and later): 

Net saving to owner: 
i atic ieee aK tn ee BERT ctinienn Metidi see 5.17 5. 56 5. 91 
35-year life___- teed 6. 04 6. 47 6. 85 
SRS Divcocunn icerahoemie-cenmancest Syniteaieobeis 8. 27 8. 76 9.18 

Net cost to United States (34-percent money): 
Borer lbs: 6565 ob io ob ae ihedl lL ae SR 4.00 3.27 2.54 
bk hn ons sumdinnneeeish diinibicihaiebiibiniatiee 4.70 3. 84 2. 98 
BO TBs ak Secincccticbbladeobivedvcculacsdaneed 6. 50 5.31 4.12 


It should be noted that the appropriate debt money cost for these 
computations is incremental cost of additional debt required without 
the necessity certificate, which might be at somewhat higher interest 
rates than the owner at the time could secure for the smaller amount 
of debt required under a necessity certificate. For some of the 
earlier certified power projects a 4-percent interest rate might have 
been available, while for later projects up to 5 percent would be 
probable. 

The 5-year accelerated amortization under a necessity certificate 
was alternative to straight-line tax depreciation for construction ex- 
penditures made before 1954. For construction expenditures in 1954 
through 1958 the new liberalized tax depreciation provisions become 
available alternatives. The figures in the preceding tabulation for 
sum-of-vears digits show that the net saving to owner and net cost to 
United States Government are about one-third less than with straight 
line. This means, of course, that for certified projects scheduled to 
come into service during 1954-58 the inducement afforded by acceler- 
ated amortization was substantially less than in the case of earlier 
projects. 

The other liberalized method now available (declining balance, 
probably with switch to straight line after half life) would also show 
comparative net saving and net cost substantially less than with 
straight line, although not quite so much less as with the sum-of-years 
digits method. 


OVERALL ECONOMIC CONSIDERATION 


A mathematical evaluation of net interest saving to owner and net 
interest cost to United States Government from tax deferrals arising 
out of accelerated amortization covers only one of the economic aspects 


99288—58——_9 
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of construction under a necessity certificate. In fact, such an evalu- 
ation alone has little significance, except for those instances where the 
owner would have constructed the identical project at the same time 
without having a necessity certificate. 

Presumably, there are such instances. However, it is certain that 
the country’s aggregate power development during the 1951-58 period 
would have been less had necessity certificates not been extended. 
Without the incentive or aid of necessity certificates, some projects 
would have been constructed later, if at all, and some, even if built at 
the same time, would have been of less capacity. 

The purpose of the United States Government, acting through 
Office of Defense Mobilization, in including certain classes of electric- 
power facilities among those entitled to necessity certificates, pre- 
sumably was to accelerate construction of power capacity beyond what 
would otherwise have been taking place. The Government’s reasons 
for desiring such accelerated construction are generally understood to 
include the building up in the country’s interconnected power network 
of substantial margins of reserve power capacity above foreseen de- 
mands of utility-type powerloads, in order to: 

(1) Enable power systems to carry increased loads for defense 
production should a national emergency occur. 

(2) Enable power systems to contract in advance for large 
blocks of power supply to defense-supporting industries as an 
alternative to integral power facilities in the industrial plants. 
Such industrial power facilities would usually have cost more, 
would have been less efficient and flexible, would have imposed 
greater burdens upon the Nation’s economy, and might have 
required Government financing. 

(3) Enable power systems, in event of war or a major emer- 
gency, to carry on for a number of years with the power capacity 
available when the emergency struck and with little or no increase 
during the emergency period. 

To accomplish such acceleration of power construction, the limited 
subsidy offered by accelerated tax amortization was made available. 
This acted as an incentive to an accelerated rate of power construction 
in two ways: 

(1) It made easier the raising of the abnormally large amounts 
of construction funds required for the accelerated program. 

(2) The net saving from the tax deferral offsets in some meas- 
ure the unusual economic burdens involved in such accelerated 
construction. 

These economic burdens were expected to be, have been, and prob- 
ably will be, of considerable magnitude. They include: 


(1) Higher cost of project due to construction during a defense 
boom period when construction materials were scarce and at times 
available on time only through the gray market, when factory 
deliveries of equipment were erratic and subject to possible para- 
lyzing delay, when labor was scarce and labor relations often 
difficult, and when much overtime and other costly factors in 
forced speed of construction were inevitable. 
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(2) Poorer quality and, in some respects, makeshift type of 
plant. Choice of power equipment was at times limited to what 
the manufacturers could turn out quickest and with least sho 
design and engineering. Use of inferior or ersatz materials an 
substitute types of construction were at times necessary. Durin 
the earlier portion of the period, in particular, the acoskeanial 
construction involved giving up advances in the art which could 
have been incorporated with more time available. With long- 
lived property, such as electric-power stations, this effect would 

a long-term burden, rectifiable, if at all, at serious expense. 

(3) Potential overdevelopment at the time of and following the 
time of completion. As of the end of 1957, and especially 1958, 
when numerous certified power stations come into operation 
reg forecasts show substanitial excess capacity in United 

tates power systems, excess capacity to such an extent that in 
many cases several years of normal load growth may be required 
for economic utilization. For an industry with an exceptionally 
high ratio of investment to revenue, carrying charges on invest- 
ment in excess capacity can be a heavy burden. 

While the aggregate of these economic burdens due to accelerated 
construction may well more than offset the savings accruing to the 
owners from tax deferrals, the excess capacity in the Untied States 
power systems, viewed as insurance protection in the event of a major 
emergency, affords a basic contribution to national security. 

DecEeMBER 19, 1957. 
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FEDERAL INCOME TAX EFFECTS OF CERTIFICATES OF NECESSITY ARISING FROM 
ACCELERATED AMORTIZATION AND REDUCTION IN INTEREST 


TABLE V.—Alternative to straight-line taw depreciation 
BASIC ASSUMPTIONS 


Project identical with or without necessity certificate. 

Cash alternative to tax deferral considered to be additional interest-bearing 
debt at incremental money costs shown below. 

Cost of money to United States 3% percent interest rate. 

Federal income tax rate unchanged at 52 percent. 


INCOME TAX DEFERRAL DUE TO ACCELERATED AMORTIZATION 
[Dollars per $100 of certified cost] 


Maximum amount, reached at 
end of 5th year 





Aeutmetedl Straight- | Deferral 








line 
Tax effect of deduction: 
30 years economic life. - = siiesnsiaiilannsocialsiidibal $52. 00 $8. 67 $43. 33 
35 years economic life. Saphsnntdpiddimnehndnaiké 52. 00 7.43 44. 57 
50 years economic life. . bchn 3h da Thddeeh eh the ee 52. 00 | 5. 20 46. 80 


7" 


PRESENT WORTHS OF INCOME TAX EFFECTS 
[Dollars per $100 of certified cost] 


[Present worth discounts—debt rate for owner’s savings, 34% percent for United States costs] 


Cost of debt money 


| 4 percent | 4\4percent| 5. percent 
| 


Economic life 30 years: 
Saving to owner from tax deductions: 








Due to depreciation deduction with necessity certificate..... $16. 33 $17. 42 $18. 38 

Due to interest deduction without necessity certificate __-___-| 8. 49 9. 06 9. 56 

Net saving with necessity certificate. .............-..... d 7. 84 8. 36 8. 82 

Cost to United States of tax effects: 

Due to depreciation deduction with necessity certificate _.._- 15. 08 15. 08 15. 08 

| Due to interest deduction without necessity certificate -.-..-.| 8. 96 10. 08 11. 20 
| eaneemnivmineeaesties Labanpidiibtinhiintli 
Net cost of tax effects with necessity certificate_........... 6.12 5. 00 3. 88 
| coentenenionniterteibieniaptnentninie intial Kiameniiaaaas 


Economic life 35 years: 
Saving to owner from tax deductions: 








Due to depreciation deduction with necessity certificate... 18. 57 19. 71 20. 70 
Due to interest deduction without necessity certificate _- 9. 66 10. 25 10. 76 
Net saving with necessity certificate. ...................-.. 8. 91 9. 46 
Cost to United States of tax effects: 
Due to depreciation deduction with necessity certificate_._.- 17. 24 17. 24 17. 24 
Due to interest deduction without necessity certificate _-___- 10. 25 11, 53 12. 81 
Net cost of tax effects with necessity certificate............ 6.99 5.71 4.43 


Economic life 50 years: 
Saving to owner from tax deductions: 


Due to depreciation deduction with necessity certificate._..- 23. 96 25.10 26. 04 
Due to interest deduction without necessity certificate _-__-~- 12. 46 13. 05 13. 54 
Net saving with necessity certificate. ....................- 11. 50 12. 05 12. 50 

Cost to United States of tax effects: Pe ee a 
Due to depreciation deduction with necessity certificate __-..- 22. 56 22. 56 22. 56 
Due to interest deduction without necessity certificate ---- -- 13. 41 15. 08 16. 76 


Net cost of tax effects with necessity certificate..........-- 9.15 7.48 5.80 
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TABLE V1.—Alternative to sum-of-years-digits tax depreciation 
BASIC ASSUMPTIONS 


Project identical with or without necessity certificate. 

Cash alternative to tax deferral considered to be additional interest-bearing 
debt at incremental money costs shown below. 

Cost of money to United States 3% percent interest rate. 

Federal income tax rate unchanged at 52 percent. 


INCOME TAX DEFERRAL DUE TO ACCELERATED AMORTIZATION 
[Dollars per $100 of certified cost] 





Maximum amount, reached at 
end of 5th year 





|Accelerated| Straight Deferral 
line 
Tax effect of deduction: 
ep EN dati citar <dnccivéicnnaswe i $52. 00 $15. 66 $36. 34 
rete one 52. 00 13. 62 38. 38 


loci es cinteneabreenconpesssen 52.00 | 9.79 | 42. 21 


PRESENT WORTHS OF INCOME TAX EFFECTS 
[Dollars per $100 of certified cost] 


[Present worth discounts—debt rate for owner’s savings, 314 percent for United States costs] 


















































Cost of debt money 
| 4 percent 414 percent 5 percent 
Economic life 30 years: 
Saving to owner from tax deductions: | 
Due to depreciation deduction with necessity certificate _ _- $10. 77 | $11. 58 $12. 31 
Due to interest deduction without necessity certificate _____ 5. 60 6. 02 | 6. 40 
Net saving with necessity certificate..................---- 5.17 | 5. 56 5.91 
= i = —=. 
Cost to United States of tax effects: | 
Due to depreciation deduction with necessity certificate. -_ —- 9. 87 | 9.87 | 9. 87 
Due to interest deduction without necessity certificate--___- 5. 87 6. 60 7. 33 
Net cost of tax effects with necessity certificate..........-. 4.00 3. 27 2. 54 
Economic life 35 years: ; ee : 
Saving to owner from tax deductions: 
Due to depreciation deduction with necessity certificate - - -- 12. 59 13. 49 | 14. 28 
Due to interest deduction without necessity certificate ------ 6. 55 7.02 | 7. 53 
} in 
Net saving with necessity certificate.._.................-- 6. 04 6. 47 | 6. 85 
—— 
Cost to United States of tax effects: 
Due to depreciation deduction with necessity certificate __.- 11. 58 11. 58 11. 58 
Due to interest deduction without necessity certificate ------ 6. 88 7.74 8. 60 
Net cost of tax effects with necessity certificate...........- 4.70 3. 84 2. 98 
Economic life 50 years: ' 
Saving to owner from tax deductions: 
Due to depreciation deduction with necessity certificate - - .- 17. 22 18, 25 19. 13 
Due to interest deduction without necessity certificate --_-._- 8. 95 7.49 9. 95 
Net saving with necessity certificate......:.........-...-.. 8. 27 8.76 9.18 
Cost to United States of tax effects: 
Due to depreciation deduction with necessity certificate _ _.. 16. 03 16. 03 16. 03 
Due to interest deduction without necessity certificate ---_._- 9. 53 10. 72 11. 91 
Net cost of tax effects with necessity certificate...........- 6. 50 5.31 4.12 
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PRESENT WORTH EQUATIONS 
FOR DEPRECIATION CALCULATIONS 


Summation Equations Example 
x2 Dre 
+ 
fk. ee sa 
2 + + 
F. ra at) 9455 
x(x + 1)(x + 2) 
FE Fx 1x2x3 4960 
Ee Lv oF ky 17.292 


fz xv i 317.7 


2 @&- -7r 
& AP oe 7047.3 
r 3 r* 


xz- 
iz vf x xatD _ <A 3682.5 
r 
Stra reciet tions 
Annual deduction 4 3.333% 
Sum Pwn deductions 5) 0.5764 
Py 
Sum n investment bases p+) 15.500 
2 
Sum Pin bases 4a - “al 10.590 
Levelized base : a - 4) 0.6124 . 
n 
mo f= i 
syp eed 465 
Annual deduction atios (First) 6.452% 
Sum PWn deductions, O ie "7 0.6832 


Sum PWx deductions, | - Fite -z- a) (x = 5) 0.2688 


STkY of 


Levelized deduction 3.951% 
at2 
Sum n investment bases 3 10.667 
o i« 
Sum PWn bases, eS) a : BI or +S 7.919 
r rsvp r 


Sum PWx bases, ey) Ba) Eton) (atx) (aoe )} 3.918 


Levelized base il 0.4580 
*] 
Hotes 
Values of ¥" and ] are given in compound interest tables 


For semi-annual deductions and compounding use double the years for n 
and 4° for r. 





INDIVIDUAL VIEWS OF SENATOR ALEXANDER 
WILEY 


It is doubtful whether the Senate Antitrust Subcommittee had 
jurisdiction over rapid tax amortization problems in the electric 
utility industry, or in any other industry. 

However, the investigation ordered by the chairman of the sub- 
committee received the cooperation of the executive branch. 

There may be doubt whether a rapid tax amortization certificate 
should have been issued to the Idaho Power Co. after the conclusion 
of the fighting in Korea; but that is a moot question since the com- 
pany has relinquished its certificate. 

Although there was no conscious wrongdoing in high places in 
granting the Idaho Power certificate, serious consideration should 
be given to enactment of a statute which would prevent even the ap- 
pearance of adverse interest in any Government action with respect 
to applications by private companies, by providing that no former 
employee of such companies or their affiliates or representatives, could 
have anything to do with governmental consideration of those appli- 
cations. 

The statute authorizing the executive branch to grant rapid tax 
amortization has been severely restricted. 

And, generally, there is no present need for executive authority 
to provide such stimulation to build plants. 

?erhaps, there will be no future need for delegating to the execu- 


tive branch authority to give tax stimulation to help solve a defense 
production problem. 

But, are there not other emergency legislative problems which may 
need solution in order to further prepare the executive branch to 
face promptly any type of defense emergency ? 

And, should not these problems receive continuing consideration 
by the Congress? 


ALEXANDER WILEY. 
134 
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85TH CONGRESS SENATE REPORT 
2d Session No. 1381 


CLARIFYING APPLICATION OF NAVIGATION RULES FOR 
THE GREAT LAKES 


Marcu 12, 1958.—Ordered to be printed 


Mr. Maanuson, from the Committee on Interstate and Foreign 
Commerce, submitted the following 


REPORT 


[To accompany §, 1976] 


The Committee on Interstate and Foreign Commerce, to whom 
was referred the bill (S. 1976) to clarify the application of navigation 
rules for the Great Lakes and their connecting and tributary waters, 
and for other purposes, having considered the same, report favorably 
thereon without amendment and recommend that the bill do pass. 


PURPOSE OF THE BILL 


This bill is designed to remove any doubt as to the application*of 
the United States Rules for Preventing Collisions on the Great Lakes 
to all vessels, of foreign as well as of United States registry, while 
they are navigating within the territorial waters of the United States. 

Present statutes are so worded as to permit the interpretation that 
foreign vessels are not required to accept and obey the rules which 
more specifically apply to United States flag vessels navigating on 
the Great Lakes and their tributary and connecting waters. 

Current provisions of law applying to the Great Lakes area (46 
U.S. C. 364) are to the effect that— 

all coastwise seagoing vessels, and vessels navigating the 
Great Lakes, shall be subject to the navigation laws of the 
United States, when navigating within the jurisdiction 
thereof. 


In title 33, United States Code, section 241, the provision is that 


The following rules for preventing collisions shall be followed 
in the navigation of all public and private vessels of the 
United States upon the Great Lakes and their connecting 
and tributary waters as far east as Montreal. 


20006 
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Because of the fact that all coastwise vessels serving United States 
ports must be of United States registry, some doubt is understandable 
as to whether the reference in title 46, United States Code, section 364 
to “vessels navigating the Great Lakes’ includes foreign vessels as 
well as those of the United States. Likewise the provisions of title 33, 
United States Code, section 241, by applying only to ‘“‘public and 
private vessels of the United States’ offer further opportunity for 
doubt as to whether Congress intended the rules to apply to vessels 
of every other country as well. 

To dispel any possible doubt on this score, this bill would add to the 
language of United States Code, title 33, section 241, the additional 
specific language “and in the navigation of all other vessels upon such 
lakes and waters while within the territorial waters of the United 
States.” 

The bill also provides penalties for violations of the statutes, 
applicable both to the vessel and the pilot or other responsible vessel 
officer. Certain provisions of law that would be superseded by the bill 
would be repealed. 

The reports of the interested Government departments and agencies 
support or offer no objection to passage of the bill. The State 
Department, however, urges further efforts to bring the Great Lakes 
rules into closer conformity with the International Regulations for 
Preventing Collisions at Sea. 





TreASuRY DepaRTMENT, 
Washington, April 25, 1957. 
THe PRESIDENT OF THE SENATE. 
Washington, D. C. 

Sir: There is transmitted herewith a draft of a proposed bill to 
clarify the application of navigation rules for the Great Lakes and their 
connecting and tributary waters, and for other purposes. 

The main purpose of the proposed legislation 1s to change statutory 
language relating to the application of rules for preventing collisions 
on the Great Lakes and their connecting waters in order to make it 
clear that such rules apply to foreign vessels navigated within the 
territorial waters of the United States. 

The present language of the statute concerning the applicability of 
the Great Lakes rules states that such rules shall be followed in the 
navigation “of all public and private vessels of the United States” 
(33 U.S. C. 241), while the statutory provisions concerning the inland 
rules and the western rivers rules provide for their applicability to all 
vessels (33 U.S. C. 154, 301). Because of the difference in language, 
the applicability of the Great Lakes rules to foreign vessels has been 
questioned, despite section 4401 of the revised statutes (46 U.S. C. 
364) which provides in part that all ‘“* * * vessels navigating the 
Great Lakes shall be subject to the navigation rules of the United 
States when navigating within the jurisdiction thereof * * *.” 
Therefore, it is considered desirable to amend the statutory language 
concerning the Great Lakes rules to remove any doubt that foreign 
vessels navigating the Great Lakes are subject to the rules while 
within the territorial waters of the United States. 
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In addition to the above change, a change is proposed in the penalty 
provisions of the statute, as well as a repeal of two obsolete sections 
of the revised statutes. A memorandum enclosed herewith analyzes 
in more detail the proposed changes, together with the reasons therefor. 

It would be appreciated if you would lay the proposed bill before 
the Senate. A similar proposed bill has been transmitted to the 
Speaker of the House of Representatives. 

The Department has been advised by the Bureau of the Budget 
that there is no objection to the submission of this proposed legislation 
to the Congress. 

Very truly yours, 
Davin W. KenpDaALt, 
Acting Secretary of the Treasury. 





MEMORANDUM 


Re Draft bill to clarify the application of navigation rules for the 
Great Lakes and their connecting and tributary waters, and for 
other purses 


The amendment ot present law proposed in section 1 of the draft 
bill would clarify the applicability to foreign vessels of the rules for 
preventing collisions on the Great Lakes and connecting and tributary 
waters by adding language to section 1 of the act of February 8, 1895, 
to make the rules applicable to all foreign vessels navigating upon 
such waters while within the territorial waters of the United States. 

The original enactment providing rules for preventing collisions was 
the act of April 19, 1864 (ch. 69, 13 Stat. 58). That act made the 
rules applicable on all waters, to be followed by ‘‘vessels of the Navy 
and the mercantile marine of the United States.’’ That applicability 
was continued in section 4233 of the Revised Statutes of the United 
States in 1878. Since that time, exceptions to section 4233 have been 
enacted into law and there are now four different sets of rules governing 
the prevention of collisions. 

The first set of rules is found in the international rules which are 
applicable to public and private vessels of the United States upon the 
high seas and certain connecting waters. These rules are contained 
in the act of October 11, 1951 (ch. 495, 65 Stat. 406; 33 U.S. C. 143 
et seq.). 

The second set is found in the Great Lakes rules which are appli- 
cable to all public and private vessels of the United States navigating 
upon the Great Lakes and their connecting waters. These rules are 
contained in the act of February 8, 1895 (ch. 64, 28 Stat. 645; 33 
U.S. C. 241 et seq.). 

The third set is found in the western rivers rule which are applicable 
to all vessels upon parts of certain western rivers. These rules are 
based on section 4233 of the Revised Statutes, which was revised 
by the act of May 21, 1948 (ch. 328, 62 Stat. 249; 33 U. S. C. 301 
et seq). 

The fourth set is found in the inland rules which are applicable to 
all vessels upon the rivers, harbors, and other inland waters of the 
United States (except the Great Lakes and connecting waters and 
parts of certain western rivers). These rules are contained in the 








4 NAVIGATION RULES FOR THE GREAT LAKES 


act of June 7, 1897, as amended (ch. 4, 30 Stat. 96; 33 U. S. C. 154 
et seq). 

It is clear that, at the time of the enactment of the Revised Statutes 
in 1878, Revised Statutes 4233, the forerunner of all the various rules, 
was directed specifically to vessels of the United States. However, 
at the same time, section 4401 of the Revised Statutes provided that 
all coastwise seagoing vessels, and vessels navigating the Great 
Lakes, should be subject to the navigation laws of the United States, 
when navigating within the jurisdiction thereof (46 U. S. C. 364). 
However, there is some doubt that the words “vessels navigating the 
Great Lakes” in Revised Statute 4401 include foreign vessels. Since 
1878, revision of the rules has made the inland rules and western 
rivers rules specifically applicable to all vessels, thus obviating the 
necessity of invoking the provisions of Revised Statutes 4401 in 
connection with foreign vessels in those waters. The amendment to 
section 1 of the act of Februar v 8, 1895, in section 1 of the proposed 
bill would change the applic ability language of the Great Lakes rules 
to make it clear that fore eign vessels would be subject to the Great 
Lakes rules while within the territorial waters of the United States. 
The amendment is necessary to resolve the doubt as to the applicabil- 
ity of section 4401 of the Revised Statutes (46 U.S. C. 364) to foreign 
vessels on the Great Lakes. The number of foreign vessels navigating 
the Great Lakes is increasing. Collisions involving them have 
occurred. The need is obvious to resolve any doubt that such vessels 
are subject to the Great Lakes rules when navigating on waters of 
the United States. 

Section 2 of the proposed bill would amend the provisions relating 
to the penalty for violating the Great Lakes rules. The present 
penalty section was contained in the act of February 8, 1895 (ch. 64, 

28 Stat. 649; 33 U.S. C. 244) and provided for a fine of $200, which 
could be assessed against the vessel for a violation of the act. Al- 
though that statute, as amended, authorizes the Commandant of the 
Coast Guard (authority transferred to the Secretary of the Treasury 
by Reorganization Plan 26, 1950) to establish other regulations which 
“shall have the force of law’’ (33 U.S. C. 243), there is no specific 
penalty for violating these regulations. Furthermore, a penalty pro- 
vision applicable to the pilot, engineer, mate or master of vessels, 
although it was originally contained in section 4413 of the Revised 
Statutes (46 U.S. C. 381), and is included in the Inland rules (33 
Stat. 158), and the Western Rivers rules (33 Stat. 354), is not 
presently included in the Great Lakes rules. In order to facilitate 
the enforcement of the rules and authorized regulations, it is desirable 
that such a penalty provision be added. The change of the penalty 
now contained in the statute from $200 to $500 will bring the penalty 
provisions into conformity with the penalty provisions of the Western 
Rivers rules, revised by the act of May 21, 1948 (ch. 328, 62 Stat. 
250; 33 U.S. C. 354, 355 

Section 3 of the proposed bill would repeal sections 4412 and 4413 
of the Revised Statutes, as amended. These two sections have been 
specifically repealed only as far as the Inland rules are concerned 
(June 7, 1897, ch. 4, 30 Stat. 103; 46 U.S. C. 381). However, they 
were also repealed by implication as far as the United States vessels 
subject to the Great Lakes rules were concerned by the acts of Feb- 
ruary 8, 1895 (ch. 64, 28 Stat. 650) and February 19, 1895 (ch. 102, 
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28 Stat. 672). They were further repealed by implication as to the 
western rivers by the act of May 21, 1948 (62 Stat. 250; 33 U.S.C. 
353, 354). The two sections may now be applicable to foreign vessels 
on the Great Lakes; however, this applicability has been questioned. 
The proposed amendment of title 33, United States Code, section 
241, will bring foreign vessels on the Great Lakes within that section. 
It follows that after such amendment the application of sections 4412 
and 4413 of the Revised Statutes will have been completely super- 
seded with respect to the Great Lakes. Section 3 would specifically 
repeal sections 4412 and 4413 for the Great Lakes and western rivers. 





THe SECRETARY OF COMMERCE, 
Washington, D. C., July 12, 1957. 
Hon. WarREN G. Maanuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Se nate, Washington, D. C. 


Dear Mr. CHAIRMAN: This letter is in reply to your request of 
May 3, 1957, for the views of this Department with respect to 5. 1976, 
a bill to clarify the application of navigation rules for the Great Lakes 
and their connecting and tributary waters, and for other purposes. 

The Department has no objection to the bill which would eliminate 
some undesirable ambiguity in the existing statutes, repeal superseded 
statutes, and provide more stringent penalties for violations of the 
navigational rules for the Great Lakes. 

The bill wos amend the preamble to the Great Lakes Navigation 
Rules (33 U. ), 241) to read: 

“T E following rules for preventing collisions shall be followed in 
the navigation of all public and private vessels of the United States 
upon the Great Lakes and their connecting and tributary waters as 
far east as Montreal and in the navigation of all other vessels upon 
such lakes and waters while within the territorial waters of the United 
States.”’ 

The preamble at present reads as follows: 

“The following rules for preventing collisions shall be followed in the 
navigation of all public and private vessels of the United States upon 
the Great Lakes and their connec ting and tributary waters as far east 
as Montreal.’’ (Italic added.) 

The present language seems to exclude foreign vessels navigating 
upon United States waters in the Great Lakes from applicability to 
them of the navigation rules; however, section 4401 of the Revised 
Statutes provides that ‘‘all coastwise seagoing vessels, and vessels 
navigating the Great Lakes, shall be subject to the navigation laws of 
the United emer when navigating within the jurisdiction thereof” 
os 9 @eu.: C. 364). 

The intent aa effect of the amendment contained in the bill is to 
bring within the purview of the rules all ships, whether domestic or 
foreign, navigating in the Great Lakes on waters within the jurisdic- 
tion of the United Statse, eliminating the ambiquity of the existing 
provisions. 

The bill would also amend 33 United States Code, section 244, by 
extending the penal provisions therein to include ‘every licensed or 
unlicensed pilot, engineer, mate or master of any vessel subject to 
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section 1 of this Act who neglects to observe the provisions of this Act 
or the regulations established pursuant hereto” * * * and would 
raise the limit of the statutory penalty to $500. 
Section 3 of the bill repeals section 381 of title 46, United States 
Code, in order to conform it to the amendment made by section 1. 
The Bureau of the Budget has advised that it would interpose no 
objection to the submission of this letter to your committee. 
Sincerely yours, 
Srnctarn WEEKS, 
Secretary of Commerce. 


DEPARTMENT OF THE Navy, 
OFFICE OF THE SECRETARY, 
Orrice or LEGISLATIVE LIAISON, 
Washington, D. C., July 5, 1957. 
Hon. Warren G. Macnvson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

My Dear Mr. Cuairman: Your request for comment on 5. 1976, 
a bill to clarify the application of navigation rules for the Great 
Lakes and their connecting and tributary waters, and for other pur- 
poses, has been assigned to this Department by the Secretary of 
Defense for the preparation of a report thereon expressing the views 
of the Department of Defense. 

The proposal would clarify the applicability to foreign vessels of 
the Rules for Preventing Collisions on the Great Lakes and their 
connecting and tributary waters and would amend penalty provisions 
of the rules to conform with those of the western rivers rules. 

The Department of the Navy, on behalf of the Department of De- 
fense, supports enactment of S. 1976. 

This report has been coordinated within the Department of Defense 
in accordance with procedures prescribed by the Secretary of Defense. 

The Bureau of the Budget had advised that there is no objection to 
the submission of this report on S. 1976 to the Congress. 

For the Secretary of the Navy. 

Sincerely yours, 
E. C. STEPHAN, 
Rear Admiral, United States Navy, Chief of Legislative Liaison. 


DEPARTMENT OF STATE, 
Washington, July 3, 1957. 
Hon. Warren G. MAGNuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

Dear Senator Macnuson: Your letter of May 3, 1957, to which 
an interim reply was made May 6, 1957, transmitted for the Depart- 
ment’s views and recommendations a copy of S. 1976, to clarify the 
application of navigation rules for the Great Lakes and their connect- 
ing and tributary waters, and for other purposes. 

The bill, if enacted, would be a desirable amendment to existing 
legislation. It would make the observance of the Great Lakes rules 
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for preventing collisions mandatory upon foreign, as well as United 
States, vessels upon the waters of the Great Lakes and tributary 
waters subject to United States jurisdiction. 

The proposed amendment would be applicable to Canadian and 
other foreign shipping in the United States waters of the international 
section of the St. Lawrence River. The Department accordingly has 
consulted with the Canadian Government with respect to the proposed 
legislation. The Canadian Government offered no objection and com- 
mented that the proposal paralleled existing Canadian legislation con- 
tained in the Canadian Shipping Act, sections 645 to 647, and the 
Rules of the Road for the Great Lakes approved by Order in Council 
PC 1954-1927 of December 8, 1954. 

Although the Department favors the early enactment of S. 1976 
as a step in the direction of uniformity, it believes that consideration 
should also be given by the United States and Canadian authorities 
to the development of proposals to bring the Great Lakes rules into 
closer conformity with the International Regulations for Preventing 
Collisions at Sea which have been adopted by substantially all of the 
maritime countries. Having in mind the greatly increased use of the 
Great Lakes by oceangoing vessels that should follow the completion 
of the St. Lawrence seaway, any reduction of the differences between 
the rules for preventing collisions on the Great Lakes and those in 
effect on the high seas should be in the interest of greater safety. 

The Department has been informed by the Bureau of the Budget 
that there is no objection to the submission of this report. 

Sincerely yours, 
Joun S. Hoauuanp II, 
Acting Assistant Secretary for Congressional Relations, 
(For the Secretary of State). 


CoMPTROLLER GENERAL OF THE UNITED STATEs, 
Washington, May 15, 1957. 


Hon. WARREN G. MAGNUSON, 


Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

Dear Mr. CHarrMan: Further reference is made to your letter of 
May 3, 1957, acknowledged on May 6, requesting the comments of 
the General Accounting Office concerning S. 1976, 85th Congress, 1st 
session, entitled ‘‘A bill to clarify the application of navigation rules 
for the Great Lakes and their connecting and tributary waters, and 
for other purposes.” 

We have no special information or knowledge as to the need for 
or desirability of the proposed legislation and, therefore, we make 
no recommendation with respect to its enactment. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 
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DEPARTMENT OF JUSTICE, 
Orrice OF THE Deputy ArrorNney GENERAL, 
Washington, May 16, 1957. 
Hon. Warren G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

Dear Senator: This is in response to your request for the views of 
the Department of Justice concerning the bill (S. 1976) to clarify the 
application of navigation rules for the Great Lakes and their connect- 
ing and tributary waters, and for other purposes. 

The bill has been examined, but since the subject matter thereof is 
not related to any of the activities of the Department of Justice, we 
would prefer not to offer any comment concerning it. 

Sincerely, 
Wituram P. Rocers, 
Deputy Attorney General. 


CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as re- 
ported, are shown as follows (new matter is printed in italics, matter 
proposed to be omitted in brackets, existing law in which no change is 
proposed is shown in roman). 


SecTION 1 or THE Act oF FEBRUARY 8, 1895; Cu. 64, 28 Strat. 645 
(U.S. C., 1952 Ep., Titie 33, Sec. 241) (First SENTENCE) 


Sec. 1. The following rules for preventing collisions shall be fol- 
lowed in the navigation of all public and private vessels of the United 
States upon the Great Lakes and their connecting and tributary 
waters as far east as Montreal[.] and in the navigation of all other 
vessels upon such Lakes and waters while within the territorial waters of 
the United States. 


SECTION 2 OF THE ACT OF PEBRUARY 8, 1895; Cu. 64, 28 Stat. 649 
(U.S. C., 1952 Ep., TrtLE 33, Sxc. 244) 


Sec. 2. [A fine, not exceeding $200, may be imposed for the viola- 
tion of any of the provisions of this Act. The vessel shall be liable 
for the said penalty, and may be seized and proceeded against, by 
way of libel, in the district court of the United States for any district 
within which such vessel may be found.] 

“(a) Every licensed or unlicensed pilot, engineer, mate or master of any 
vessel subject to section 1 or this Act who neglects or refuses to observe the 
provisions of this Act or the regulations established pursuant hereto shall 
be liable to a penalty not exceeding $500. 

““(b) Every private vessel subject to section 1 of this Act that shall be 
navigated without complying with the provisions of this Act or the regula- 
tions established pursuant hereto shall be liable to a penalty of $500, for 
which sum such vessel may be seized and proceeded against by way of libel 
in any district court of the United States or any district within which 
such vessel may be found.” 
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Section 4412 oF TSE Revisep Srarures, Aas AMENDED (U. S. C., 
1952 Ep., Tire 46, Src. 381) 


[Sec. 4412. The Commandant of the Coast Guard shall establish 
such regulations to be observed by all steam vessels in passing each 
other, as he shall from time to time deem necessary for safety; two 
printed copies of such regulations, signed by him, shall be furnished to 
each of such vessels, and shall at all times be kept posted up in con- 
spicuous places in such vessels. ] 


Secrion 4413 or THE Revisep Statutes (U.S. C., 1952 Ep., Trrun 46, 
Sec. 381) 


[Sec. 4413. Every pilot, engineer, mate, or master of any steam 
vessel who neglects or willfully refuses to observe the regulations estab- 
lished in pursuance of the preceding section, shall be liable to a penalty 
of fifty dollars, and for all damages sustained by any passenger, in 
his person or baggage, by such neglect or refusal. ] 


O 
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AMENDING AND BRINGING INTO CONFORMITY STAT- 
UTES AND RULES GOVERNING LIGHTS FOR VESSELS 
TOWING OR BEING OVERTAKEN 


Marca 12, 1958.—Ordered to be printed 


Mr. Magnuson, from the Committee on Interstate and Foreign 
Commerce, submitted the following 


REPORT 


[To accompany 8. 2115] 


The Committee on Interstate and Foreign Commerce, to whom was 
referred the bill (S. 2115) to amend the act of June 7, 1897, as amended, 
and section 4233 of the Revised Statutes, as amended, with respect 
to lights for vessels towing or being overtaken, having considered the 
same, report favorably thereon without amendment and recommend 
that the bill do pass. 

PURPOSE OF THE BILL 


S. 2115 embodies suggested amendatory provisions to the act of 
June 7, 1897, as amended, and to section 4233 of the Revised Statutes, 
as amended, with respect to lights for vessels towing or being over- 
taken. The suggested amendments were developed by vessel opera- 
tors working through the Western Rivers Panel of the Merchant 
Marine Council of the United States Coast Guard and have the ap- 
proval and sanction of the Coast Guard. 

The purpose of the proposed amendments is to bring the provisions 
of law which govern the use of towing lights on vessels operating under 
the pilot rules for inland waters and those operatin inden the western 
river rules more nearly into conformity. This would tend to eliminate 
confusion and possible hazards to vessels going from an area where the 
inland water regulations are in effect to an area governed by the west- 
ern rivers regulations, and vice versa. The amendments also would 
provide readily distinguishable and identifiable lights for overtaken 
and overtaking vessels, thus further advancing the cause of safety. 

Specifically, the bill would amend article 3 of section 1 of the act of 
June 7, 1897, as amended (30 Stat. 97, as amended; U.S. C. 1952 edi- 
tion, title 33, sec. 173), to make it article 3 (a), to delete the last 
sentence thereof, and to add a new section (b). Article 10 of the act 
would become 10 (a), would be amended, and a new section (b) added. 
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The bill also would amend section (D) of rule No. 3 of section 4233 
of the Revised Statutes, as amended (U. S. C. 1952 edition, title 33, 
section 312) to add a new section (d); and rule 10 of section 4233 would 
= 10 (a), would be amended, and a new section (b) would be 
added. 

The comparative print at the end of this report shows in detail the 
amendments, deletions and additions noted above. 

The Treasury Department urges enactment of the bill as “essential 
in the interest of maritime safety.” 

The Department of the Navy, reporting on behalf of the Depart- 
ment of Defense, concurs in the view that enactment would promote 
safety at sea. 

The Department of Commerce likewise concurs, as does the American 
Waterway Operators, Inc. 

No objections have been received from any source. 


Treasury DEPARTMENT, 
Washington, August 2, 1957. 
Hon. WarREN G. MaGnuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

My Dear Mr. CuHarrMan: Reference is made to the request of 
your committee for the views of the Treasury Department on 8. 2115, 
to amend the act of June 7, 1897, as amended, and section 4233 of the 
Revised Statutes, as amended, with respect to lights for vessels towing 
or being overtaken. 

The purposes of the bill are (1) to amend the statutory navigation 
rules for inland waters so as to require a steam vessel carrying 20 
point white towing lights visible only from ahead to carry, when push- 
ing a two ahead, 2 amber lights visible from astern, (2) to amend the 
statutory navigation rules for western rivers so as to change from red 
to amber the lights visible from astern required to be carried by a 
steam vessel when towing another vessel or vessels alongside or by 
pushing ahead, and (3) to amend both the inland rules and the west- 
ern rivers rules so as to require a vessel underway, when not other- 
wise required to carry a light visible from astern, to carry a fixed 
white light visible from astern; both sets of rules now require a vessel 
to show a light astern only when being overtaken by another vessel. 

The reason for proposing that a vessel, which is not now required 
to carry a fixed light visible from astern, be required to carry a stern 
light at all times rather than only when being overtaken is that often 
a vessel under the present rules will not detect an overtaking vessel 
astern and will fail to show the stern light with the result that the 
overtaking vessel has no notice of the vessel being overtaken. This 
creates a risk of collision. 

Under inland rules a vessel overtaking a towing vessel carrying 20 
point white towing lights not visible from astern is sometimes not 
able to identify the vessel being overtaken as a towing vessel. It 
will usually be apparent to the overtaking vessel that the vessel ahead 
does or does not have a tow astern or alongside. However, there is 


AMENDING RULES GOVERNING LIGHTS ON VESSELS 3 


no indication as to whether the vessel ahead is pushing a tow ahead 
or not. In making a decision to pass the vessel ahead it is important 
that the overtaking vessel know whether the vessel ahead is pushing 
a tow ahead or not. Lack of this information creates a risk of collision 
or other accident. The bill would remedy this defect in present law. 

Under present western rivers rules a steam vessel towing another 
vessel alongside or by pushing ahead is required to carry two red lights 
visible from astern. Thus the problem discussed in the eet 
paragraph does not exist on the western rivers. However, as an 
approach to uniformity the bill would require that these red lights 
be changed to amber so that towing vessels going from inland waters 
to the western rivers and vice versa would not be required to change 
the color of the lights. 

The Treasury Department believes that the changes to navigation 
rules proposed in the bill are essential in the interest of marine safety. 
Therefore, the Department favors the enactment of S. 2115. 

The Department has been advised by the Bureau of the Budget 
that there is no objection to the submission of this report to your 
committee. 

Very truly yours, 
Davin W. KENDALL, 
Acting Secretary of the Treasury. 


DEPARTMENT OF THE NAvy, 
OFFICE OF THE SECRETARY, 
Washington, D. C., August 20, 1957. 
Hon. Warren G. MAGNvUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

My Dear Mr. CaarrMan: Your request for comment on S. 2115, 
a bill to amend the act of June 7, 1897, as amended, and section 4233 
of the Revised Statutes, as amended, with respect to lights for vessels 
towing or being overtaken, has been assigned to this Department 
by the Secretary of Defense for the preparation of a report thereon 
expressing the views of the Department of Defense. 

This proposal would make changes to the inland rules and western 
rivers rules for the navigation of vessels to provide lights which would 
distinguish between pusher type tows and astern tows, and to modify 
lighting requirements for vessels being overtaken. 

The Department of the Navy considers that these changes to the 
rules are desirable and would promote safety at sea. Accordingly, the 
Department of the Navy, on behalf of the Department of Defense, 
supports enactment of S. 2115. 

This report has been coordinated within the Department of Defense 
in accordance with procedures prescribed by the Secretary of Defense. 

The Department of the Navy has been advised by the Bureau of the 
Budget that there is no objection to the submission of this report on 
S. 2115 to the Congress. 

Sincerely yours, 
E. C. STepHan, 
Rear Admiral, United States Navy, 
Chief of Legislative Liaison 
(For the Secretary of the Navy). 
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Tue SEcRETARY OF COMMERCE, 
Washington, August 21, 1957. 
Hon. Warren G. MaGnuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


Dear Mr. Cuartrman: This letter is in reply to your request of 
May 20, 1957, for the views of this Department with respect to 
S. 2115, a bill to amend the act of June 7, 1897, as amended, and 
section 4233 of the Revised Statutes, as amended, with respect to 
lights for vessels towing or being overtaken. 

This Department recommends favorable consideration of the bill. 

The bill would amend the navigation rules for inland waters (33 
U. S. C., sees. 173, 179, 312, and 319) requiring the installation of 
certain lights on vessels towing or being overtaken. 

We are advised that these amendments were suggested by vessel 
operators working in cooperation with the Merchant Marine Council 
of the United States Coast Guard. 

We also understand that the Coast Guard, which enforces regula- 
tions for the promotion of safety on the high seas and waters of the 
United States, is of the opinion that the changes in the navigation 
rules effected by these amendments are important in the interest 
of marine safety. We perceive no reasons why the recommendation 
of the Coast Guard as to this bill should not be followed. 

The Bureau of the Budget has advised that it would interpose no 
objection to the submission of this letter to the committee. 

Sincerely yours, 
Grorce T. Moors, 
Acting Secretary of Commerce. 


CoMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, May 28, 1957. 
Warren G. Maanuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

Dear Mr. CuHarrman: Further reference is made to your letter 
dated May 20, 1957, acknowledged May 21, enclosing a copy of 
S. 2115, 85th Congress, Ist session, and requesting our comments on 
this proposed measure. 

S. 2115 would amend certain provisions of the act of June 7, 1897, as 
amended (33 U.S. C. 173 and 179), and of section 4233 of the Revised 
Statutes, as amended (33 U.S. C. 312 and 319), with respect to lights 
which are required to be carried and shown by vessels on certain in- 
land waters while towing another vessel or when overtaking, or being 
overtaken by, another vessel on such waters. 

We have no special information with respect to the necessity for, 
or advisability of, the proposed legislation and, since the provisions 
of the bill would not affect the functions of this Office, we make no 
recommendation with respect to its enactment. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 
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Unirep States DreparRTMENT OF JUSTICE, 
Orrice or THE Deputy ATToRNEY GENERAL, 
Washington, D. C., June 20, 1957. 
Hon. Warren G. MacGnuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

Dear Senator: This is in response to your request for the views 
of the Department of Justice concerning the bill (S. 2115) to amend 
the act of June 7, 1897, as amended, and section 4233 of the Revised 
Statutes, as amended, with respect to lights for vessels towing or 
being overtaken. 

The bill has been examined, but since the subject matter thereof, 
is not related to any of the activities of the Department of Justice, 
we would prefer not to offer any comment concerning it. 

Sincerely, 
Wituiam P. Rogers, 
Deputy Attorney General. 


CHANGES IN EXISTING LAW 


In compliance with subsection (4) of the rule X XIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as 
reported, are shown as follows (new matter is printed in italic, matter 
proposed to be omitted in brackets, existing law in which no change 
is proposed is shown in roman): 


ARTICLE 3 OF SECTION 1 oF THE AcT oF JUNE 7, 1897, As AMENDED 
(30 Stat. 97, as AMENDED; U. S. C., 1952 Epirion, TiT.e 33, 
Sec. 173) 


Art. 3. (a) A steam vessel when towing another vessel or vessels 
alongside or by pushing ahead shall, in addition to her side lights, 
carry 2 bright white lights in a vertical line, 1 over the other, not less 
than 3 feet apart, and when towing 1 or more vessels astern, regardless 
of the length of the tow, shall carry an additional bright white light 
3 feet above or below such lights. Each of these lights shall be of the 
same construction and character, and shall be carried in the same 
position as the white light mentioned in article 2 (a) or the after 
range light mentioned in article 2 (f). 

[Such steam vessel may carry a small white light abaft the funnel 
or aftermast for the vessel towed to steer by, but such light shall not 
be visible forward of the beam.] 

(6) A steam vessel carrying towing lights the same as the white light 
mentioned in article 2 (a), when pushing another vessel or vessels ahead, 
shall also carry at or near the stern 2 bright amber lights in a vertical 
line, one over the other, not less than 3 feet apart; each of these lights 
shall be so constructed as to show an unbroken light over an are of the 
horizon of 12 points of the compass, so fixed as to show the light 6 points 
from right aft on each side of the vessel, and of such a character as to be 
visible at a tistance of at least 2 miles. A steam vessel carrying towing 
lights the same as the white light mentioned in article 2 (a) may also 
carry, wrrespective of the position of the tow, the after range light men- 
tioned in article 2 (f); however, if the after range light is carried by such 
a vessel when pushing another vessel or vessels ahead, the amber lights 
shall be carried in a vertical line with and at least 3 feet lower than the 
after range light. A steam vessel carrying towing lights the same as the 








6 AMENDING RULES GOVERNING LIGHTS ON VESSELS 


white light mentioned in article 2 (a), when towing 1 or more vessels 
astern, may also carry, in liew of the stern light specified in article 10, 
a small white light abaft the funnel or aftermast for the tow to steer by, 
but such light shall not be visible forward of the beam. 


ARTICLE 10 oF SECTION 1 OF THE AcT OF JUNE 7, 1897, As AMENDED 
(30 Srar. 98; U.S. C., 1952 Epirion, Tir.e 33, Sec. 179) 


Arr. 10. (a) A vessel [which is being overtaken by another, ] when 
under way, [except a steam vessel with an after range light showing 
all around the horizon,] if not otherwise required by these rules to carry 
one or more lights visible from aft, shall [show] carry [from] at her 
stern [to such last mentioned vessel] a white light, [or a flare-up 
light.] so constructed that it shall show an unbroken light over an are 
of the horizon of 12 points of the compass, so fixed as to show the light 6 
points from right aft on each side of the vessel, and of such a character 
as to be visible at a distance of at least 2 miles. Such light shall be carried 
as nearly as practicable on the same level as the side lights. 

(6) In @ small vessel, if it is not possible on account of bad weather 
or other sufficient cause for this light to be fixed, an electric torch or a 
lighted lantern shall be kept at hand ready for use and shall, on the 
approach of an overtaking vessel, be shown in sufficient time to prevent 
collision. 


Section (D) or Rute No. 3 or Section 4233 or THE REVISED 
STaTuTEs OF THE Unrrep Srares, As AMENDED (U. S. C., 1952 
Epition, Tire 33, Sec. 312) 


(d) At or near the stern, where they can best be seen, 2 [red] 
amber lights in a verticle line, one over the other, not less than 3 feet 
apart, of such a character as to be visible from aft for a distance of at 
least 2 miles, and so screened as not to be visible forward the beam. 


Rue No. 10 or Section 4233 or THE ReEvisED STATUTES OF THE 
Unirep Srares, as AMENDED (U. S. C., 1952 Eprition, Titie 33, 
Sec. 319) 


Rule No. 10: (a) A vessel [which is being overtaken by another] 
when under way, [except a steam vessel which already has] if not 
otherwise required by these rules to carry one or more [running] lights 
visible from aft, shall [show] carry [from] at her stern [to such last 
mentioned vessel] a white light, [or a flare-up light.] so constructed 
that it shall show an unbroken light over an are of the horizon of 12 points 
of the compass, so fixed as to show the light 6 points from right aft on each 
side of the vessel, and of such a character as to be visible at a distance of 
at least 2 miles. Such light shall be carried as nearly as practicable on 
the same level as the side lights. 

[The white light required to be shown by this article may be fixed 
and carried in a lantern, but in such case the lantern shall be so con- 
structed, fitted, and screened that it shall throw an unbroken light 
over an are of the horizon of 12 points of the compass, namely, for 6 
points from right aft on each side of the vessel, so as to be visible at a 
distance of at least 2 miles.] 

(6) On a small vessel, if it is not possible on account of bad weather or 
other sufficient cause for this light to be fixed, an electric torch or a lighted 
lantern shall be kept at hand ready for use and shall, on the approach of 
an overtaking vessel, be shown in sufficient time to prevent collision. 


O 
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85TH CoNGRESS } SENATE | REpPorT 
2d Session No. 1383: 


RELIEF FROM MISTAKES—1956 SOIL BANK PROGRAM 


Marcu 12, 1958.—Ordered to be printed 


Mr. Evienper, from the Committee on Agriculture and Forestry, 
submitted the following 


REPORT 


[To accompany 8S. 2937] 


The Committee on Agriculture and Forestry, to whom was referred 
the bill (S. 2937) to provide equitable treatment for producers parti- 
cipating in the soil-bank program on the basis of incorrect information 
furnished by the Government, having considered the same, report 


thereon with a recommendation that it do pass with an amendment. 

This bill authorizes the Secretary of Agriculture to compensate 
producers for hardships suffered under the 1956 soil-bank program as 
a result of incorrect information furnished by county committees. 
The 1956 program was put into effect hurriedly after the Agricultural 
Act of 1956 was approved, and a number of mistakes occurred. The 
Comptroller General has advised the Secretary of Agriculture, with 
respect to certain of these mistakes to which his attention was directed, 
that there is now no authority to correct these mistakes. Legislation 
is therefore required. The Department estimates that the cost of 
correcting these mistakes would not exceed $1 million. ‘Two examples 
of the types of mistakes covered are set out in the Comptroller Gen- 
eral’s letter which is attached hereto, along with the Department’s 
reports on S. 2842 and S. 2937. Other examples are: 

(1) An agreement was signed with one farmer placing 15 acres in 
the corn-acreage reserve and he set aside a field of hay which he might 
otherwise have harvested. There is no record of this farmer having 
been told that his agreement depended on the availability of acres in 
the allotment reserve. Later it was determined that the allotment 
reserve in his county was only 10 acres. Subsequent to this deter- 
mination several other ‘‘missed farms’’ were reported and the 10 acres 
were prorated among them. The prorated allotment for the farmer 
was established at 3 acres. 

(2) A farmer purchased a 160-acre farm on May 15, 1956. On 
February 17, 1956, an official allotment notice of ‘zero’ acres had 
been sent to the former owner who did not appeal this notice within the 
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15-day period in which he might have done so. When the farm was 
purchased, it was set up as having a “zero” corn allotment for 1956 
and since the original owner had not appealed this allotment within 
the specified time there is no provision for establishing allotment for 
this farm for 1956. However, on July 9, 1956, the new owner entered 
into an acreage-reserve agreement with the county Agricultural Stabili- 
zation and Conservation Committee as having underplanted 30 acres 
of corn. This agreement was signed by a member of the county com- 
mittee on July 30, 1956. On the strength of the signed agreement 
and the information received from the ASC county committee the 
farmer destroyed a crop of oats planted on this land. 

The committee amendment which was suggested by the Depart- 
ment of Agriculture makes no change in substance in the bill, but 
was suggested by the Department and adopted by the committee as 
a clearer statement of the provisions of the bill. 


DEPARTMENTAL VIEWS 


GENERAL ACCOUNTING OFFICE, 
CoMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, June 28, 1957. 
The honorable the SkecreTaRY oF AGRICULTURE. 


Dear Mr. Secretary: Letter of June 10, 1957, from the Acting 
Secretary of Agriculture, requests our decision whether you legally 
may amend the regulations governing the 1956 acreage-reserve part 
of the soil-bank program as stated below. 

Section 485.114 of the regulations governing the 1956 acreage- 
reserve program (21 F. R. 4383) provides as follows: 

“§ 485.114 Amount of compensation. The amount of compensa- 
tion for each commodity shall be determined by multiplying the rate 
of compensation per acre for the commodity, determined in accord- 
ance with § 485.115, by the smallest of (a) the number of acres in the 
acreage reserve, (b) the acreage by which the commodity is reduced 
below the allotment, or in the case of corn, the Soil Bank corn base, or 
(c) the number of acres which the producer agrees to place in the 
acreage reserve: Provided, That no compensation will be paid for the 
particular commodity if the acreage so determined is below the 
minimum acreage which may be placed in the ac reage reserve.’ 

The Acting Secretary’s letter states that, in numerous cases, 
producers who have fully performed their acreage-reserve agreements 
regarding land designated as the acreage reserve have received greatly 
reduced, and in some instances no, compensation as a result of relying 
on erroneous or misleading information concerning their allotments or 
acreage measurements. The following two examples are set out as 
typical of existing cases: 

“1. The producer is informed that he has a 50-acre wheat allotment 
and, acting in good faith on the basis of such information, places 10 
acres of wheat in the acreage reserve and harvests 40 acres of wheat. 
In performing his acreage-reserve agreement the producer destroys a 
crop, other than wheat, on the 10 acres designated as the acreage 
reserve. The producer is not notified of his correct 40-acre wheat 
allotment in time to permit him to destroy the excess acreage of wheat. 
The result is that there has been no reduction in wheat acreage below 
the final corrected wheat allotment, although the producer has 
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destroyed a crop on the 10 acres in the acreage reserve in order to 
comply with the terms of the agreement which he signed. 

“2. The producer has a corn base acreage of 55 acres and is in- 
formed that his measured acreage of corn is 40 acres. On this basis, 
in good faith, the producer places 15 acres of corn in the acreage 
reserve and designates a 15-acre tract, on which he destroys a growing 
crop, as the acreage reserve. The producer is not notified that the 
correct corn measurement is 50 acres instead of 40 acres in time to 
permit him to destroy the excess acreage of corn. The result is that 
there has been a reduction of only 5 acres below the corn base although 
the producer has destroyed a crop on the 15 acres in the acreage 
reserve in order to comply with the terms of the agreement which he 
signed.”’ 

The letter further states that under the existing regulation the 
producer in the first example can be paid no compensation, and in the 
second example he can be compensated only for 5 acres even though 
the failure in each case to reduce below the allotment or corn base to 
the extent of the acreage placed in the reserve is due to no fault of the 
producer, since the establishment of an allotment or a corn base, the 
measurement of the acreage of a crop on the farm, and the furnishing 
of such information to the producer are administrative acts performed 
by employees of the Government. Therefore, your Department 
proposes to amend the 1956 regulations to provide that, in any case 
where a producer is given erroneous information as to his acreage 
allotment or measured acreage of the commodity and, in good faith, 
acted in reliance on such information, the acreage allotment or 
measured acreage of which the producer was so advised shall be the 
official allotment or measured acreage for purposes of the 1956 acreage 
reserve program. 

Section 103 (a) of the Soil Bank Act, Public Law 540, approved 
May 28, 1956 (70 Stat. 188), authorizes and directs the Secretary of 
Agriculture to formulate and carry out an acreage reserve “under 
which producers shall be compensated for reducing their acreages of 
the commodity below their farm acreage allotments or their farm base 
acreages, whichever may be applicable’’ and provides further that to 
be eligible for such compensation “the producer (1) shall reduce his 
acreage of the commodity below his farm acreage allotment or farm 
base acreage, whichever may be applicable, within such limits as the 
Secretary may prescribe.’”’ This language clearly authorizes the 
compensation of producers solely for the reduction of their acreages of 
the commodity below their farm acreage allotments or their farm base 
acreages and any compensation based upon acreage in excess of such 
reduction in acreage is not authorized by the Soil Bank Act. 

Your proposed amendment to the 1956 regulations would authorize 
the compensation of producers for acreages in excess of their actual 
farm acreage allotments or farm base acreage, whichever is applicable, 
Since the compensation of producers on that basis would not be au- 
thorized by the Soil Bank Act, our opinion is that the issuance of the 
proposed amendment to the 1956 regulations legally would not be 
proper. 

Sincerely yours, 
JosEPH CAMPBELL, 
Comptroller General of the United States. 
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DEPARTMENT OF AGRICULTURE, 
Washington, D. C., December 4, 1957. 
Hon. Auten J. ELLENDER, 
Chairman, Committee on Agriculture and Forestry, 
United States Senate. 

Dear Senator EvLenper: This is in reply to your request of 
August 26, 1957, for a report on S. 2842, a bill to provide equitable 
treatment for producers participating in the acreage-reserve program 
on the basis of incorrect information furnished by the Government. 

The Department recommends enactment of the bill with certain 
amendments. 

The application of the bill should be limited to the 1956 program. 
As a result of the delay in the passage of the soil-bank legislation and 
the mandate of Congress to put the program into effect for 1956 there 
was not ample opportunity to acquaint the field staff or producers 
fully with the requirements of the program. As a result, some 
producers suffered hardships due to being given erroneous information 
by county committees or due to the failure of county committees to 
properly inform them as to program requirements. It is not believed 
that such legislation is necessary or desirable for years subsequent to 
1956. 

Discretion should be vested in the Secretary to determine in which 
types of cases the provisions should be applied so that relief could be 
confined to those cases in which the farmer destroyed a crop or other- 
wise suffered a hardship. As presently written, no discretion is vested 
in the Secretary and the Secretary would be required to apply the 
provisions regardless of whether he felt the facts so warranted. 

The Secretary should also be given discretion as to the amount of 
yayment which should be made. In some cases, the hardship suffered 
be the producer involved the destruction of a crop having a lesser 
value than the one covered by the agreement. For instance, a pro- 
ducer upon being informed as to his measured acreage of wheat, may 
have destroyed a crop of oats to qualify for the program. If the value 
of the oats destroyed was less than the rate applicable to wheat, it 
would be inequitable to pay the producer at the higher rate. 

It is recommended that the bill not be limited to cases in which a 
producer entered into a contract, since in seme cases the producer 
acted on the basis of erroneous information furnished him before the 
contract could be completed. After the misinformation was dis- 
covered, the contract was not completed. It is also recommended 
that the bill not be limited to cases in which erroneous information 
was furnished the producer since in some cases the loss resulted from 
failure of the county committees to inform producers of their ineligi- 
bility to participate or to receive payment. 

The bill also should be amended to cover the conservation reserve 
program for 1956. 

A draft of an amended bill is attached hereto. 

Until a survey can be made of claims coming under this legislation 
an accurate estimate of needed funds cannot be made. However , it 
is thought that such claims should not exceed $1 million. 

The Bureau of the Budget advises that there is no objection to the 
submission of this report. 

Sincerely yours, 
True D. Morss, 
Acting Secretary. 





RELIEF FROM MISTAKES—1956 SOIL BANK PROGRAM 


DEPARTMENT OF AGRICULTURE, 
Washington, D. C., February 14, 1958. 
Hon. Atuen J. ELLENDER, 
Chairman, Committee on Agriculture and Forestry, 
United States Senate. 

Dear Senator EvLeENDER: This is in reply to your request of 
January 11, 1958, for a report on S. 2937, a bill to provide equitable 
treatment for producers participating in the soil-bank program on 
the basis of incorrect information furnished by the Government. 

We recommend enactment of the bill with certain technical changes 
which are contained in the attached draft. The language contained 
in the attached draft is identical to that forwarded to you with our 
report of December 4, 1957, on S. 2842. ‘ 

The Bureau of the Budget advises that there is no objection to the 
submission of this report. 

Sincerely yours, 
True D. Morssz, 
Acting Secretary. 

A BILL To provide equitable treatment for producers participating in the 
soil bank program on the basis of incorrect information furnished by the 
Government 
Be it enacted by the Senate and House g Representatives of the United 

States of America in Congress assembled, That the Soil Bank Act is 

amended by adding at the end thereof the following new section: 


“COMPENSATION FOR INCORRECT INFORMATION FURNISHED UNDER 
1956 PROGRAM 


“Src. 127. In any case under the 1956 program in which a pro- 
ducer, in reliance, in good faith, on incorrect or incomplete informa- 
tion furnished to him by an authorized representative of the Secretary, 
entered into an acreage reserve or conservation reserve contract, or 
took action with the intention of entering into such a contract, and 
the producer is not entitled to receive under the provisions of the pro- 
gram the payment which was stipulated in the contract, or which 
would have been stipulated if a contract had been entered into, the 
Secretary is hereby authorized, whenever he deems it desirable in 
order to provide fair and equitable treatment to such a producer, to 
compensate such producer for any loss suffered by him as a result of 
action taken for the purpose of participating in the program.”’ 


O 
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RELATING TO THE CONSTRUCTION, OPERATION, AND 
MAINTENANCE OF HUNGRY HORSE DAM, MONT, 


Marcu 12, 1958.—Ordered to be printed 


Mr. ANDERSON (for Mr. Murray), from the Committee on Interior 
and Insular Affairs, submitted the following 


REPORT 


(To accompany §. 847] 


The Committee on Interior and Insular Affairs, to whom was re- 
ferred the bill (S. 847) to amend the act of June 5, 1944, relating to the 
construction, operation, and maintenance of Hungry Horse Dam, 
Mont., having considered the same report favorably thereon without 
amendment, and recommend that the bill do pass. 


PURPOSE OF THE BILL 


The purpose of the bill is to clarify the act of June 5, 1944 (58 Stat. 
270), authorizing the multiple-purpose Hungry Horse project on a 
Flathead River tributary in Montana by declaring that the water de- 
velopment is subject to the Federal reclamation laws. 

The original act stated that one of the purposes of the project is the 
“irrigation and reclamation of arid lands.’”’ The Congress in appro- 
priating funds for the construction and operation of the Hungry Horse 

roject treated the development as being governed by the reclamation 
aw. 

S. 847 would create in terms of law a basis for the current assumption 
in the administration and operation of the project. 

Passage of 8. 847 is recommended by the eiserteeund of the Interior. 
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EXECUTIVE COMMUNICATIONS 


Communications from executive agencies are as follows: 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., January 28, 1958. 
Hon. James E. Murray, 
Chairman, ¢ lommittee on Intervor and Insular Affairs, 
United States Senate, Washington, D. C. 


Dear Senator Murray: Y ou have requested an expression of the 
views of this Department on S. 847, a bill to amend the act of June 5, 
1944, relating to the construction, operation, and maintenance of 
Hungry Horse Dam, Mont. 

We recommend that the bill be enacted. 

The purpose of the bill is to clarify the status of the Hungry Horse 
project by declaring it, in terms, to be subject to the Federal reclama- 
tion laws. The act authorizing construction of the project (58 Stat. 
270, 43 U.S. C., sec. 593a) failed to include such a declaration in its 
section 1, although the same section states one of the purposes of the 
project to be the “irrigation and reclamation of arid lands”’ and section 
3 provides for the later construction of additional works to implement 
this purpose. Question has been raised by the General Accounting 
Office concerning the status of Hungry Horse and that office has 
suggested the desirability of congressional clarification. 

The Appropriations Committees have treated Hungry Horse as 
being governed by the reclamation laws. The first appropriation 
made for it (Interior Department Appropriation Act, 1946) was from 
the reclamation fund. Subsequent specific appropriations for the 
project (First Deficiency Appropriation Act, 1946; Interior Depart- 
ment Appropriation Acts, 1947, 1948, 1949, and 1950), although made 
from the general fund of the Treasury, were under headings that 

rovided that they should be ‘reimbursable under the reclamation 
aw,” or words to that effect. (In both of these respects, Hungry 
Horse was treated as being in the same class as the Colorado-Big 
Thompson, Columbia Basin, Central Valley, Gila, Davis, and Parker 
Dams, Fort Sumner, Tucumcari, and Missouri River Basin projects.) 
The change to a lump-sum appropriation for construction of reclama- 
tion projects which came with the 1951 Appropriation Act did not, 
in our judgment, work any substantial change in this respect. 

The dam was built and is being operated by the Bureau of Reclama- 
tion and the power is marketed by the Bonneville Power Administra- 
tion. The reservoir occupies lands withdrawn under section 3 of the 
Reclamation Act of 1902. The declarations of taking, under which 
other lands were acquired for the project, referred to section 7 of the 
same act as the basis for authority to condemn. Water filings were 
made under the usual practice of the Bureau of Reclamation. And 
the construction contracts all contain specific reference to section 12 
of the Reclamation Project Act of 1939. 

The action proposed in 8. 847 is, therefore, in line with this history 
of the Hungry Horse project. Enactment of the bill will make clearly 
applicable to Hungry Horse the provision of law that revenues from 
the power features of reclamation projects shall be covered into the 
reclamation fund until the costs assigned to be returned from power 
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have been fully paid out and thereafter into the general fund of the 
Treasury (act of May 9, 1938, 52 Stat. 291, 322, 43 U.S. C., see. 
392a). It will also establish definitely a familiar basis on which to 
proceed in making cost allocations and setting power rates. 

The Bureau of the Budget has advised that there would be no objec- 
tion to the submission of this report to your committee. 

Sincerely yours, 
Frep G. AANDABL, 
Assistant Secretary of the Interior. 


Bureau or THE Bupe@et, 
Washington, D. C., January 27, 1968. 
Hon. James E. Murray, 
Chairman, Committee on Interior and Insular A ffairs, 
United States Senate, Washington, D. C. 


My Dear Mr. Cuatrman: This is in reply to your letter of Febru- 
ary 7, 1957, requesting the views of the Bureau of the Budget on 
S. 847, a bill to amend the act of June 5, 1944, relating to the construc- 
tion, operation, and maintenance of Hungry Horse Dam, Mont. 

The purpose of S: 847 is to establish that the Hungry Horse project 
is subject to the Federal reclamation laws. This would eliminate 
several problems which have arisea in connection with operation of 
the project, principally that of disposal of power revenues. Such 
revenues, if derived from a reclamation project, are normally deposited 
in the reclamation fund until costs assigned for repayment from power 
have been repaid. The Comptroller General has questioned the 
propriety of depositing the power revenues of the Hungry Horse 
project in the reclamation fund without specific authorization, and 
these revenues are now being held in a suspense account. 

The Department of the Interior in its proposed report on H. R. 
3401, an identical bill, states that the proposed action is in line with 
the history of the Hungry Horse project, and recommends that the 
bill be enacted. 

The Bureau of the Budget would have no objection to enactment of 
S. 847. 

Sincerely yours, 
Rosert E. Merriam, 
Assistant Director. 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington 25, D. C., January 7, 1957. 
Hon. James E. Murray, 
United States Senate, Washington 25, D. C. 

My Dear Senator Murray: Thank you for your letter of Decem- 
ber 12 regarding the comment of the Comptroller General in his 
current audit report on the Columbia Basin power system relative to 
the status of the Hungry Horse project. 

The act of June 5, 1944 (58 Stat. 270), authorizing the Hungry 
Horse project is silent with respect to the status of the storage and 
generating facilities as a Federal reclamation project. Likewise the 
act is silent with respect to reimbursement requirements, allocation 
authority and other factors affecting the project in its financial and 
amortization aspects. 
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While we have inclined to the view that it was the congressional 
intent that the project be considered a Federal reclamation project, 
in all of its aspects, the issue is by no means clear and the form of the 
act provides at least a basis for a contrary argument. 

In these circumstances it has long been considered that congressional 
clarification would be highly desirable and it has been our plan to 
secure such clarification by appropriate congressional action upon an 
allocation report to be submitted to the Congress when completed. 
Progress among the interested agencies in connection with the alloca- 
tion report has been such that it is expected that the report can be 
transmitted to the Congress during its ensuing session. 

For your information, I am enclosing a copy of the Solicitor’s 
letter to the General Accounting Office dated October 14, 1954, which 
is referred to in the Comptroller General’s comment set forth in your 
letter. 

Sincerely yours, 
D. Oris BEASLEY, 
Administrative Assistant Secretary of the Interior. 


INTERIOR TO CoMPTROLLER GENERAL’S OFFICE, 
Washington, D. C., October 14, 1954. 
Mr. A. T. SAMUELSON, 
Assistant Director, Division of Audits, 
General Accounting Office, Washington, D. C. 

Dear Mr. Samvetson: This is in reply to your letter of October 1 
concerning the authority relied upon in support of the covering into 
the reclamation fund of certain funds on account of operations of 


Hungry Horse project to June 30, 1954. 
There has been deposited to the credit of the releamation fund for 
the mene? Horse project to June 30, 1954, the sum of $5,067,210. 


This transfer of funds was made in accordance with the provisions of 
an interim memorandum of understanding between Bonneville Power 
Administration and the Bureau of Reclamation approved May 14, 
1954, by Assistant Secretary Fred G. Aandahl. A copy of the interim 
memorandum i is enclosed for your convenient reference. As you will 
note from the interim memorandum it is not intended thereby to 
influence in any respect final decisions as to the governing provisions 
of law controlling the Hungry Horse project. In this connection, the 
Commissioner of Reclamation in his transmittal dated April 27, 1954, 
to the Secretary of the interim memorandum of understanding stated 
in part: 

“Tf the memorandum is approved, as recommended, and the transfer 
is effected, the funds transferred will be credited to the cost of the 
Hungry Horse project and will be covered into the reclamation fund. 
In our opinion, however, this presents no difficulty, for, even if the 
position ultimately taken is that the project is not to be regarded as 
governed by the Federal reclamation laws, it would be proper that 
there be covered into the reclamation fund an amount equal to the 
sums appropriated pursuant to the First Deficiency Appropriation 
Act, 1946 (59 Stat. 632) the Interior Department Appropriation 
Acts for the years 1946 (59 Stat. 318), 1947 (60 Stat. 348), and 1948 
(61 Stat. 460) since those acts provided that sums appropriated for 
the project were to be reimbursable under the reclamation law. The 
amounts appropriated by those acts total $5,067,210, the sum to be 
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transferred to the reclamation fund by the proposed interim agree- 
ment. It is estimated that this amount of revenues will cover costs 
allocated to power on a cumulative basis to June 30, 1954, for all 
expenses of operation, maintenance, interest, and amortization of 
capital cost. Although the total of such expenses to June 30, 1954, 
is presently estimated at $4,426,021, the amount is subject to the 
possibility of increase to about $5 million or more, depending upon 
settlements reached with auditors of the General Accounting Office in 
the light of rulings by the Federal Power Commission in regard to the 
timing of commencement of charges for interest and other expenses. 
The power costs are also subject to revision when the final allocation 
of costs is made but it is anticipated that any change on that account 
will be small.” . 

From the above, it is apparent that in view of the provisions of the 
so-called Hayden-O’Mahoney amendment (act of May 9, 1938, 52 
Stat. 318), a part of the Federal reclamation laws, the transfer of 
funds heretofore made to the reclamation fund is entirely in order 
regardless of ultimate conclusions as to whether or not the project 
in its entirety is governed by the Federal reclamation laws. 

The question of the applicability of the Federal reclamation laws 
to the Hungry Horse project is, as you are aware, one upon which 
divergent views may be expressed and for that reason clarification is 
desirable. An allocation report for the project is in the course of 
preparation and it is the Department’s intention that this report will 
be the vehicle for such clarification. 

Sincerely yours, 
J. Reve, ARMSTRONG, 
Acting Solicitor. 


GENERAL AccouUNTING OFFICE, 
Division oF AvDITs, 
Washington, October 1, 1954. 


Mr. Crarence A. Davis, 
Solicitor, Department of the Interior, 
Interior Building, Washington, D. C. 

Dear Mr. Davis: In the audits of Bonneville Power Administra- 
tion and of Hungry Horse project, Bureau of Reclamation for fiscal 
year 1954, we note that the revenues of the Hungry Horse project 
have been covered into the reclamation fund of the Treasury. 

The act authorizing the construction of the Hungry Horse Dam 
and powerplant did not specifically provide for the allocation of 
construction costs, basis for rates for services, repayments by benefi- 
ciaries, or application of revenues from the dam and powerplant, nor 
was the project stated to be a reclamation project. Accordingly, we 
would appreciate a citation of authority relied upon by the Bureau 
of Reclamation on the treatment of revenues and by the Bonneville 
Power Administration on transfers as credits to the reclamation fund. 

Because this information is needed also in connection with the 
review of the financial statements of the Columbia River power system 
for fiscal year 1954, your early consideration to this inquiry will 
be appreciated. 

Very truly yours, 
A. T. SAMUELSON, 
Assistant Director. 
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DEPARTMENT OF THE INTERIOR 


INTERIM MEMORANDUM OF UNDERSTANDING BETWEEN BONNEVILLE 
Power ADMINISTRATION AND BurnAv oF RecLtAMATION, HunGRY 
Horse Prosect, Montana 


Under the Act of June 5, 1944, chapter 234 (58 Stat. 270), the 
Secretary of the Interior was authorized to construct, operate, and 
maintain the Hungry Horse Dam on the south fork of the Flathead 
River in the State of Montana. Under Departmental Order No. 
1994, the Bonneville Power Administrator was designated as the 
marketing agent for the sale and disposal of electric power and energy 
generated at the Hungry Horse Dam project and not required for the 
construction, operation, and maintenance of the project, including 
the irrigation works that may be authorized and constructed in con- 
nection therewith. 

Since it is not possible at this time to complete the final memorandum 
of understanding, and, further, because the Hungry Horse Dam 
project, although incomplete, is producing electrical power and energy 
surplus to the project needs, and the Bonneville Power Administrator 
has entered into sales contracts covering the delivery of the surplus 
power and is now delivering power and energy under these contracts, 
it is desirable to establish a schedule of interim payments on the part 
of the Bonneville Power Administrator to the Bureau of Reclamation 
for credit against the costs of the Hungry Horse Dam project. 

Accordingly, the Bonneville Power Administrator shall deposit in 
the Treasury of the United States to the credit of the Reclamation 
Fund, Hungry Horse Dam project, on or before June 30, 1954, 
$5,067,210 on account of operations of the project to June 30, 1954. 

Promptly after the establishment of an authoritative basis for allo- 
cations of construction costs, now expected to be established within 
the next year, a superseding memorandum of understanding will be 
prepared for execution by the two agencies and approval by the Secre- 
tary, this memorandum to cover the full repayment of all project costs 
to be repaid from power revenues and other pertinent subjects con- 
cerned with the operation and other features of the project. Nothing 
in this memorandum is intended to establish any criteria with respect 
to the more comprehensive superseding memorandum, nor to in- 
fluence in any respect final decisions as to the governing provisions of 
law as to the Hungry Horse Dam project, its purpose being only that 
of establishing a basis for transfer of amounts for the account of the 
project for operations during fiscal years 1953 and 1954. 

(s) Ww. A. Peart, 
Administrator, Bonneville Power Administration. 
(s) W. A. DexHerIMeEr, 
Commissioner, Bureau of Reclamation. 
(s) Frep G. AANDARL, 
Assistant Secretary of the Interior. 


Approved: May 14, 1954, 
O 
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AMENDING THE ACT GRANTING THE CONSENT OF CONGRESS TO 
THE NEGOTIATION OF CERTAIN COMPACTS BY THE STATES OF 
NEBRASKA, WYOMING, AND SOUTH DAKOTA IN ORDER TO EX- 
TEND THE TIME FOR SUCH NEGOTIATION 


Marcu 12, 1958.—Ordered to be printed 


Mr. O’Maunoney (for Mr. Murray), from the Committee on Interior 
and Insular Affairs, submitted the following 


REPORT 


[To accompany 8. 2557] 


The Committee on Interior and Insular Affairs, to whom was re- 
ferred the bill (S. 2557) to amend the Act granting the consent of 
Congress to the negotiation of certain compacts by the State of 
Nebraska, Wyoming, and South Dakota in order to extend the time 
for such negotiation, having considered the same report favorably 
thereon without amendment and recommend that the bill do pass. 


PURPOSE OF THE BILL 


The bill simply extends for 3 years—from 1958 to 1961—the consent 
of Congress to the negotiation of a compact as to the waters of the 
Niobrara River, Ponca Creek, and ground waters common to the 
States of Nebraska, South Dakota, and Wyoming. It amends the 
act of August 5, 1934 (67 Stat. 365) to achieve this result. The act 
requires ratification by the legislatures of the three States and the 
consent of Congress of any compact negotiated under the act. 

S. 2557 is sponsored by the 6 Senators from the 3 States and no ob- 
jection to the bill was offered by executive agencies. 
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EXECUTIVE COMMUNICATIONS 


Communications from executive agencies are as follows: 


DEPARTMENT OF THE INTERIOR, 
September 30, 1957. 
Hon. James E. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
United States Senate, Washington, D. C. 

Dear Senator Murray: A report has been requested from this 
Department on S. 2557, a bill to amend the act granting the consent 
of Congress to the negotiation of certain compacts by the States of 
Nebraska, Wyoming, and South Dakota in order to extend the time 
for such negotiation. 

We would not object to enactment of this bill. 

The act of August 5, 1953, to which reference is made in 8. 2557, 
gave the consent of the Congress to the negotiation of certain com- 
pacts among the States of Nebraska, Wyoming, and South Dakota, 
including a compact for the equitable apportionment of the waters 
of the Niobrara River. The authority contained in this act expires 
August 5, 1958, but S. 2557 proposes that it be extended an additional 
3 years, 

It is our understanding that there was delay in starting work 
under the act of August 5, 1953, and that collection of necessary basic 
data is taking more time than the present act allows. In these 
circumstances, it seems to us that the proposal contained in the bill 
is not an unreasonable one. 


The Bureau of the Budget has advised that there would be no 
objection to the submission of this report to your committee. 
Sincerely yours, 


Frep G. AANDARL, 
Assistant Secretary of the Interior. 


BurREAU OF THE BuDGET, 
September 20, 1957. 
Hon. James E. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
United States Senate, Washington, D. C. 

My Dear Mr. Cuarirman: This is in reply to your letter of July 18, 
1957, requesting the views of the Bureau of the Budget on S. 2557, 
a bill to amend the act granting the consent of Congress to the negotia- 
tion of certain compacts by the States of Nebraska, Wyoming, and 
South Dakota in order to extend the time for such negotiation. 

The purpose of the bill is to extend the consent of Congress granted 
in the act of August 5, 1953, to the negotiation of a compact for the 
apportionment of the waters of the Niobrara River for a period of 3 
years. 

The Bureau of the Budget would have no objection to the enact- 
ment of the bill. 

Sincerely yours, 
Ropert E. Merriam, Assistant Director. 
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DEPARTMENT OF JUSTICE, 
Washington, D. C., September 25, 1957. 


Hon. James E. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
United States Senate, Washington, D. C. 


Dear Senator: This is in response to your request for the views of 
the Department of Justice concerning the bill (S. 2557) to amend the 
act granting the consent of Congress to the negotiation of certain 
compacts by the States of Nebraska, Wyoming, and South Dakota in 
order to extend the time for such negotiation. 

The bill would amend the act of August 5, 1953 (67 Stat. 365; 
S. 1197, 83d Cong.) to extend for 3 years the consent of Congress, 
now limited to August 5, 1958, to the negotiation of a compact as to 
waters of the Niobrara River, Ponca Creek, and ground waters from 
sources common to the States of Nebraska, South Dakota, and Wyom- 
ing. The act requires ratification by the State legislatures and ap- 
proval by the Congress of any compact negotiated under the act. 

Whether the bill should be enacted involves questions of policy on 
which the Department of Justice prefers to make no recommendation. 

The Bureau of the Budget has advised that there is no objection to 
the submission of this report. 

Sincerely, 
WituraM P. Rogsrs, 
Deputy Attorney General. 
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PROVIDING FOR CERTAIN CREDITS TO THE SALT RIVER VALLEY 
WATER USERS’ ASSOCIATION AND THE SALT RIVER PROJECT 
AGRICULTURAL IMPROVEMENT AND POWER DISTRICT IN 
CONSIDERATION OF THE TRANSFER TO THE GOVERNMENT OF 
PROPERTY IN PHOENIX, ARIZ. 


Marcu 12, 1958 Ordered to be printed 


Mr. ANDprRSON (for Mr. Murray), from the Committee on Interior and 


Insular Affairs, submitted the following 


REPORT 
[To accompany 8. 2813] 


The Committee on Interior and Insular Affairs, to whom was 
referred the bill (S. 2813), to provide for certain credits to the Salt 
River Valley Water Users’ Association and the Salt River Projeet 
Agricultural Improvement and Power District in consideration of the 
transfer to the Government of property in Phoenix, Ariz., having 
considered the same, report favorably thereon with amendments and 
recommend that the bill, as amended, do pass. 


AMENDMENTS 
The amendments are as follows: 
Page 1, line 7, after the comma following the word “Arizona”, add: 


as evidenced by an acceptable abstract of title, certificate 
of title or title guaranty policy 


Page 2, line 1, insert comma after the word “‘building” and add: 


that the Attorney General of the United States has rendered 
a written opinion in favor of the validity of the title 


Page 2, line 2, strike the words ‘‘the tender” and substitute therefor: 


a warranty deed, in form approved by the Attorney General 
and with documentary stamps thereto attached in amounts 
required by law, conveying the unencumbered fee simple 
title to the properties therein described to the United States 
of America 
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Page 2, line 12, strike all after the word “District” and insert the 
following: 


Provided, That if said amount is in excess of said obligations, 
the difference may be paid in cash or other valuable con- 
siderations. 

PURPOSE OF THE BILL 


The purpose of S. 2813 is to provide for crediting to the two organi- 
zations named in the title the appraised value of certain property in 
the city of Phoenix, Ariz., required by the United States for a new 
Federal building. The contemplated credits would be applied to the 
obligations which the Salt River project organizations have incurred 
under the Federal reclamation laws. 

No expense to the Government will be entailed that would not 
otherwise be incurred. The cost outlay by the Government would be 
reduced and full repayment of the Salt River project construction 
costs will be accelerated. 

During consideration of the bill by the committee on March 4, 
1958, clarification of certain language in the last sentence of the bill 
was requested. The sponsor, Senator Hayden, of Arizona, submitted 
the following letter on the subject, and Senator Allott, of Colorado, 
suggested an amendment which was agreed to, as indicated. 

Correspondence from Senator Hayden and Senator Allott are as 
follows: 


Hon. James E. Murray, 
Chairman, Senate Committee on Interior and Insular Affairs, 
Senate Office Building, Washington, D. C. 

Dear Senator Murray: | understand that when the Senate Com- 
mittee on Interior and Insular Affairs considered the bill, S. 2813, 
to provide for certain credits to the Salt River Valley Water Users’ 
Association and the Salt River Project Agricultural Improvement 
and Power District in consideration of the transfer to the Government 
of property in Phoenix, Ariz., a question was raised regarding the 
meaning of the language in the last. two lines of the bill on page 2, 
which reads ‘‘* * * so much of said amount as is not paid in cash or 
other valuable considerations.”’ 

It is my understanding that the purpose of this language is to pro- 
vide that in the event the debt of the Salt River Valley Water Users’ 
Association and the Salt River Project Agricultural Improvement 
and Power District is less than the value of the building concerned 
as determined by appraisal any excess would be paid to the two entities 
incash. As a matter of fact, the debt of these two entities is in excess 
of $10 million so that this language has no practical effect. 

With best regards, I am, 

Yours very sincerely, 
Cart HaypDEN. 
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Unitep Srates SENATE 
CoMMITTEE ON INTERIOR AND INSULAR AFFAIRS, 


March 4, 1958. 
Hon. James E. Murray, 


United States Senate, Washington, D. C. 


Dear Senator Murray: Relative to the reservation I made this 
morning concerning S. 2813, I suggest that everything after the word 
“District” in line 12 on page 2 be stricken and the following be inserted: 
“Provided, That if said amount is in excess of said obligations, the 
difference may be paid in cash or other valuable considerations.” 

This language would meet the objection made by me today. 

Sincerely, 
Gorpon ALLO, 
United States Senator. 


ExEcuTIVE COMMUNICATIONS 


No objections were offered to the bill by executive agencies. Their 
communications are as follows 


LETTER FROM DEPARTMENT OF INTERIOR 


DEPARTMENT OF THE INTERIOR, 
OFrFicr OF THE SECRETARY, 
Washington, D. C., January 14, 1958. 
Hon. James EK. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
United States Senate, Washington, D. C. 

Dear Senator Murray: A report has been requested from this 
Department on 8S. 2813, a bill to provide for certain credits to the 
Salt River Valley Water Users’ Association and the Salt River Project 
Agricultural Improvement and Power District in consideration of the 
transfer to the Government of property in Phoenix, Ariz. 

We would not object to enactment of this bill. 

S. 2813 provides for crediting to the two organizations named in 
its title the appraised value of certain property in the city of Phoenix 
which the General Services Administration proposes to acquire for a 
new Federal building there. The General Services Administration’s 
plans were announce ed in a press release dated July 10, 1957. That 
agency is, we believe, in a better position than are we to advise your 
committee of the probable amount involved in the bill. The con- 
templated credit would be applied to the obligations which the Salt 
River project organizations have incurred under the Federal reclama- 
tion laws. While the bill leaves open the question of which of these 
various obligations will thus be reduced, it is our expectation that the 
credit will be applied to the payments last becoming due under the 
Bartlett Dam contract of November 26, 1935. 

Enactment of S. 2813 will entail no expense to the Government that 
would not otherwise be incurred. It will be advantageous inasmuch 
as it will reduce cash outlays and accelerate full repayment of the Salt 
River project construction cost. 

The Bureau of the Budget has advised that there would be no objec- 
tion to the submission of this report to your committee. 

Sincerely yours, 
Frep G. AANDABL, 
Assistant Secretary of the Interior. 
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LETTER FROM BUREAU OF THE BUDGET 


Executive OFFICE OF THE PRESIDENT, 
JUREAU OF THE BUDGET, 
Washington, D. C., January 24, 1958. 


Hon. James E. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
United States Senate, Washington, D. C. 

My Dear Mr. Cuarrman: This is in response to you letter of 
September 5, 1957, requesting the views of the Bureau of the Budget 
with regard to S. 2813, a bill to provide for certain credits to the Salt 
River Valley Water Users’ Association and the Salt River Project 
Agricultural Improvement and Power District in consideration of the 
transfer to the Government of property in Phoenix, Ariz. 

The bill would require the Secretary of the Interior to reduce the 
repayment obligation relating to the Salt River irrigation project of 
the two organizations named in the title by the appraised value of 
certain real —— upon transfer of title to the property to the 
United States. The property in question is part of the site to be 
acquired by the U nited States for a new courthouse and Federal office 
building in Phoenix, Ariz. 

The reports of the General Services Administration and the Depart- 
ment of the Interior on S. 2813 which have been submitted to your 
committee, do not offer objection to enactment. The General Services 
Administration does suggest, certain perfecting amendments. 

The Bureau of the Budget would not object to enactment of 5. 28138. 

Sincerely yours, 
Roperr E. Merriam, 
Assistant Director. 


LETTER FROM GENERAL SERVICES ADMINISTRATION 


WasuHinotTon, D. C., January 8, 1958. 
Hon. James E. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
United States Senate, Washington 25, D.C. 

Dear Mr. Caarrman: Your letter of September 5, 1957, requested 
the General Services Administration to study and report on S. 2813, 
a bill to provide for certain credits to the Salt River Valley Water 
Users’ Association and the Salt River Project Agricultural Improve- 
ment and Power District in consideration of the transfer to the 
Government. of property in Phoenix, Ariz. 

The purpose of the bill is to direct the Secretary of the Interior, upon 
certification by the Administrator of General Services that the Salt 
River Project Agricultural Improvement and Power District has 
tendered to the United States marketable title to certain properties 
in Phoenix, Ariz., and that he has accepted the tender, to credit 
toward repayment of obligations assumed by the district and the 
Salt. River Valley Water Users’ Association under the Federal recla- 
mation laws as he finds proper an amount equal to the value of the 
properties transferred, as determined by an appraisal satisfactory to 
the Administrator, the Secretary, and the district, or so much of 
said amount as is not paid in cash or other valuable considerations. 
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A project for the construction of a new courthouse and Federal 
office building at Phoenix, Ariz., on a site to be aequired by the 
Government, has been approved under wen I of the Publie Buildings 
Purchase Contract Act of 1954, Public Law 519, 83d Congress (68 
Stat. 518), as amended, by the Bureau of the Budget and the Public 
Works Committees of Congress. 

After a careful study and consideration of the proposals received in 
response to an advertisement for offers of a building site, it was deter- 
mined that the best interests of the Government would be served by 
construction of the proposed courthouse and Federal office building 
on the block now occupied by the existing courthouse. <A portion of 
the site required in this block is the property at the southeast corner 
of Second Avenue and Van Buren Street owned by the Salt River 
Valley Water Users’ Association described as: 

“The north 80 feet of block 93, original township of Phoenix, ac- 
cording to the plat of record in the Office of the County Recorder of 
Maricopa County, Ariz., in book 2 of maps, page 51; except the north 
7 feet and the east 160 feet thereof.” 

It will be necessary to acquire the foregoing property, and, in addi- 
tion, three lots owned by the association in an adjoining block on the 
west side of Second Avenue just north of Van Buren Street for the 
parking of Government-owned motor vehicles. These lots are de- 
scribed as: 

“Lots 7,9, and 11, in Hatch addition to the city of Pheonix, accord- 
ing to the official map or plat thereof on file and of record in the Office 
of the County Recorder of Maricopa County, Ariz., in book 2 of 
maps, page 65. 

Should the committee decide to report favorably on the bill, the 
following amendments are suggested in order to conform with require- 
ments of title 40, United States Code, sections 255 and 256 relating to 
examination of title by the Attorney General and furnishing of ab- 
stracts by grantors: 

1. After the comma following the word ‘“Arizona”’ in line 7 of page 
! add ‘“‘as evidenced by an acceptable abstract of title, certificate of 
title or title guaranty policy.’ 

2. Insert a comma after the word “building” in line 1 of page 2 and 
add “that the Attorney General of the United States has rendered 
a written opinion in favor of the validity of the title.”’ 

3. Strike the words “the tender’ in line 2 of page 2 and substitute 
therefor ‘‘a warranty deed, in form approved by the Attorney Gen- 
eral and with documentary stamps thereto attached in amounts re- 
quired by law, conveying the unencumbered fee simple title to the 
properties therein described to the United States of America.’ 

If amended in the manner indicated, GSA is not opposed to the 
acquisition of these properties as provided for in S. 2813. However, 
inasmuch as the Federal reclamation laws are administered by the 
Department of the Interior, it is suggested that the Department of the 
Interior is in a better position to advise the committee concerning 
the provisions of the bill relating to credit of the appraised value 
of the properties toward repayment of obligations assumed by the 
association and district under those laws. 
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The enactment of this measure will not increase the budgetary 
requirements of GSA. 
The Bureau of the Budget advises that there is no objection to the 
submission of this report. 
Sincerely yours, 
Fran x.in G. FiLoern, 
Administrator. 








85TH CONGRESS REPORT 
2d Session } SENATE {No 1387 


ADMINISTERED PRICES 
STEEL 


REPORT 
OF THE 
COMMITTEE ON THE JUDICIARY 
UNITED STATES SENATE 


MADE BY ITS — 


SUBCOMMITTEE ON ANTITRUST AND 
MONOPOLY 
PURSUANT TO 
S. Res. 57, as extended 


EIGHTY-FIFTH CONGRESS, FIRST SESSION 


TOGETHER WITH INDIVIDUAL VIEWS 
To Study the Antitrust Laws of the United States, 
and Their Administration, Interpretation, and Effect 


STUDY OF ADMINISTERED PRICES IN THE STEEL 
INDUSTRY 


MARCH 18, 1958.—Ordered to be printed 


UNITED STATES 
GOVERNMENT PRINTING OFFICE 
WASHINGTON : 1958 








COMMITTEE ON THE JUDICIARY 
JAMES 0, EASTLAND, Mississippi, Chairman 


ESTES KEFAUVER, Tennessee ALEXANDER WILEY, Wisconsin 

OLIN D. JOHNSTON, South Carolina WILLIAM LANGER, North Dakota 
THOMAS C. HENNINGS, Jr., Missouri WILLIAM E. JENNER, Indiana 

JOHN L. McCLELLAN, Arkansas ARTHUR V. WATKINS, Utah 

JOSEPH C. O’MAHONEY, Wyoming EVERETT McKINLEY DIRKSEN, Illinois 
SAM J. ERVIN, Jr., North Carolina JOHN MARSHALL BUTLER, Maryland 
JOHN A. CARROLL, Colorado* ROMAN L. HRUSKA, Nebraska 


SUBCOMMITTEE ON ANTITRUST AND MonopoLy 
ESTES KEFAUVER, Tennessee, Chairman 


THOMAS C,. HENNINGS, JRr., Missouri WILLIAM LANGER, North Dakota 
JOSEPH C. O’MAHONEY, Wyoming EVERETT McKINLEY DIRKSEN, Illinois 
JOHN A. CARROLL, Colorado* ALEXANDER WILEY, Wisconsin 


PavUL RAND Drxon, Counsel and Staff Director 





*The late Hon. Matthew M. Neely, while a member of the Committee and the Subcommittee on Anti- 
trust and Monopoly, died on January 18, 1958. 


II 


~ 


Sgn 


LETTER OF TRANSMITTAL 


FEBRUARY 21, 1958. 
Hon. JAMES O. EAstLanp, 
Chairman, Committee on the Judiciary, 
United States Senate, Washington, D. C. 

Dear Senator Eastianp: I am transmitting herewith for the 
information of the members of the Committee on the Judiciary a 
report of the Antitrust and Monopoly Subcommittee entitled “A 
Study of Administered Prices in the Steel Industry,” together with the 
individual minority views of Senators Dirksen and Wiley. 

The study of administered pricing practices in the steel industry 
was preceded by a series of hearings in which some of the country’s 
leading economists expressed their views on the problems involved in 
administered prices. These experts were heard in order to provide a 
background for inquiries into administered prices in specific industries. 
The selection of the iron and steel industry to be examined was dic- 
tated by its importance in the national economy, as well as the fact 
that the steel industry had announced higher prices effective July 1, 
1957. The present report reflects the result of the inquiry to date. 
The study as a whole is continuing. 

I want to acknowledge with appreciation the efforts beyond the 
ordinary call of duty of Paul Rand Dixon, chief counsel, and Dr. 
John Blair, chief economist, both in the work of the hearings on which 
this report is based and in the assistance they rendered the com- 
mittee in the preparation of this report. 

Sincerely, 
Estes KEFAUVER, 
Chairman, Subcommittee on Antitrust and Monopoly. 
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ADMINISTERED PRICES—STEEL 


Cuapter [| 
INTRODUCTION 


BACKGROUND OF INQUIRY 


On August 8, 1957, hearings were begun on administered prices in 
the iron and steel industry. The hearings were concluded on Novem- 
ber 5, 1957; witnesses numbered not only officials of the United States 
Steel Corp., Bethlehem Steel Corp., and National Steel Corp., but 
also representatives of the United Steel Workers of America and 
technical experts. 

The steel hearings had been preceded by a set of hearings in which 
some of the country’s leading economists who have specialized in the 
subject expressed their several views on the problems involved in 
administered prices. The purpose of these latter hearings was to 
provide a background for inquiries into administered prices in specific 
industries. 

In part, the selection of the iron and steel industry as the first to 
be examined was dictated by its importance in the national economy. 
Though few consumers enter the market to buy “steel” as such, the 
products of the iron and steel industry pervade almost every aspect 
of our everyday lives. Beginning with the elementary necessities 
of life and extending through all modes of transportation to a myriad 
of goods involved in our complex industrial system, this industry 
above all others is basic in our modern economy. And in terms of 
national defense its importance is equally great. 

Another factor involved in its selection was the steel industry’s 
announcement of higher prices effective July 1, 1957. The increases, 
together with those instituted in April 1957, are conservatively esti- 
mated to add over half a billion dollars a year to the direct cost of 
steel. This figure represents only the direct increases to the immedi- 
ate buyers of steel mill products; it does not include the indirect in- 
creases in the form of higher prices for machinery, equipment, plant, 
etc., in which steel is a component. Of particular interest to this 
subcommittee was the fact that upon the initial announcement of the 
price increases by U. S. Steel, the traditional price leader, the other 
members of the industry almost immediately followed with announce- 
ments of identical increases. 

Under Senate Resolution 57, the Subcommittee on Antitrust and 
Monopoly is empowered to make “a complete, comprehensive, and 
continuing study and investigation of the antitrust and monoply 
laws of the United States and their administration, interpretation, 
operation, enforcement, and effect” to the end of remedial legislation.! 


18. Res. 57, authorizing an investigation of antitrust and antimonopoly laws and their administration, 
85th Cong., Ist sess., 1957. 
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The original passage of the Sherman Act in 1890 was the immedi- 
ate consequence of the large industrial combinations that had already 
come into being, and the irresponsible manner in which the power of 
these groups was being exercised. Primarily the Sherman Act, as it 
has been interpreted, is a statute against conspiracies and against 
monopolization. 

In 1914 the Sherman Act was supplemented by the Clayton Act, 
which was directed against four specific practices that “may sub- 
stantially lessen competition or tend to create a monopoly’”’—price 
discrimination, exclusive dealing and tie-in contracts, mergers, and 
interlocking directorates. In addition, the Federal Trade Com- 
mission Act was passed which contained a general proscription of 
‘unfair methods of competition.” The principal additions to the 
antitrust laws since that time have consisted of acts designed to shore 
up the Clayton Act. The Robinson-Patman Act was passed in 1936 
to provide a more effective statute against price discrimination; 
the Celler-Kefauver Antimerger Act was enacted in 1950 to close up 
crippling loopholes in the Clayton Act’s provisions against monopo- 
listic mergers. 

The result has been the creation of a body of law which, properly 
interpreted, can be regarded as reasonably adequate to protect the 
country from conspiracies to fix prices and otber forms of concerted 
activity among competitors. There has also been created a reasonably 
adequate body of law against some of the individual practices by 
which competition is suppressed and monopoly promoted. The 
present state of the law against exclusive dealing is perhaps the best 
example. 

At the same time authorities on the subject are in general agreement 
that there does not exist anything approaching an adequate body of 
law against the control of the market by a few large enterprises which 
may behave in such a manner as to yield exactly the same result as 
would be produced by a complete one-company monopoly or by 
outright conspiracy. Yet they may not conspire in the legal sense, 
or at least seldom leave behind the types of evidence customarily 
regarded as necessary to prove conspiracy. The No. 1 weakness of 
the antitrust laws today is their inadequacy as a means of coping with 
this problem—the problem of the concentration of economic power. 

This fact has long been noted by experts who have specialized in 
the problem of antitrust law enforcement. It is well reflected in the 
expression of views by recognized authorities on the antitrust problem 
in & symposium conducted on the antitrust laws in the American 
Economic Review almost 10 years ago by Dr. Dexter M. Keezer, then, 
as now, director of the department of economics of the McGraw-Hill 
Publishing Co.? Excerpts from this symposium are given below. 

Wendell Berge, former Assistant Attorney General in charge of the 
Antitrust Division of the Department of Justice, stated: 


The antitrust laws have not stopped the trend toward con- 
centration of economic power, which today is greater than 
ever. That concentration threatens our continued pros- 
perity and, indeed, the very existence of what we think of as a 
capitalistic system. It also threatens our free political 
institutions. 


2 The effectiveness of the Federal Antitrust Laws: A Symposium, published in American Economic 
Review, June 1949, pp. 689 ff. 
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Dr. Arthur R. Burns, of Columbia University, remarked: 


Although Federal antitrust legislation has been on the 
books since 1890, there is very little doubt that we have 
failed to achieve a competitive system at all closely 
resembling that which was in the minds of the economists 
of the last century and which provided the background for 
the legislation. ‘The reasons for this failure lie partly in the 
forces within the economic system operating in a contrary 
direction to the legislation and partly to difficulties of 
achieving competition by law. 


Dr. Frank A. Fetter, of Princeton University, was more pessimistic: 


In the tug of war between competition and monopoly in the 
United States, “the free competitive system” has on the 
whole, I fear, lost ground, but the end is not yet * * *. 
We are listening to a great deal of naive hypocrisy about the 
need to preserve our perfect system of free competition. 
Cmca control has already gone far and is going 
arther. 


Dr. Theodore J. Kreps, of Stanford, said: 


| 
: 

I am disposed on balance to agree that the antitrust laws, 
as interpreted and enforced, have neither stopped business 
agerandizement nor preserved, insofar as it existed, a 
“broadly competitive system.”’ I doubt whether by them- 

selves they could have done so, even had they been fully 
enforced. It is certain that the amount of monopoly, what- 
ever that may mean, is not less now than in 1890. 
* * * * * 


Steadily in one industry after another, technological and 
financial giants captured more and more of the market. The 
few ‘million-dollar trusts” that scared the public in 1890 
look like pigmies now alongside the famous ‘‘200”’ spotlighted 
by Berle and Means or the half a hundred or more billionaire 
corporations that dominate finance and industry today. 


Prof. Edward H. Levi, now dean of the Law School of the Univer- 
sity of Chicago, stated: 


The courts are not sufficiently aware of the monopoly 
problem. As an aspect of this, the courts have not suffi- 


'° ciently considered size rather than the abuse of monopoly 
' position to be the violation of the law. 
: Dr. Ben W. Lewis, of Oberlin College, said: 


, The Sherman Act was put on the books in 1890; in 1948 
we haven’t the foggiest notion of the meaning of the Sherman 
law as it relates to the prime organizational problem that has 
confronted our economy throughout the full life of the law— 
large-scale corporate industry. 


Dr. George W. Stocking, of Vanderbilt University, gave as his view: 


I believe the chief reason the antitrust laws have not been 
more successful is that no politically powerful economic group 
wants them to be generally enforced * * *. Big business 
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has failed to distinguish between free enterprise and private 
enterprise and apparently is unwilling to admit that the 
former is essential to the preservation of the latter. 


Since the initial writing on administered prices, the subject has been 
inextricably intertwined with that of economic concentration. 
Thus, Gardiner C. Means wrote in 1935 that: 


The shift from market to administrative coordination has 
gone so far that a major part of American economic activity 
is now carried on by great administrative units—our great 
corporations. More than half of all manufacturing activity 
is carried on by 200 big corporations while big corporations 
dominate the railroad and public-utility fields and play an 
important role in the field of construction and distribution. 

o% * * * * 


But the very concentration of economic activity which 
brought increased productivity has by its nature destroyed 
the free market and disrupted the operations of the law of 
supply and demand in a great many industries and for the 
economy as a whole.® 


The purpose of the present hearings is to provide, in terms of 
specific industries, the basis for greater understanding of the behavior 
of industries whose structure is highly concentrated. For the most 
part, this type of economic knowledge exists only in fragments which 
are seldom focused on the key questions involved in price adminis- 
tration. 

The need for inquiring into the way in which the large enterprises in 
concentrated industries administer their prices is perhaps greater now 
than at any time in history. Evidence was presented before the 
subcommittee by Dr. Gardiner C. Means that since about the middle 
of 1955 a statistical series composed of highly inflexible administered 
prices has been rising while one consisting of the flexible market prices 
has been declining. Dr. Means, Dr. Edwin C. Nourse, Dr. J. Kenneth 
Galbraith, and Dr. John R. Moore were in agreement that most of 
the recent increases in prices have been due to price increases in ad- 
ministered price industries. 

At the same time, from the deteriorating condition of the market 
the anticipation would have been for price decreases, not increases. 
Yet, in administered price industries prices have been raised in the 
face of declining demand and substantial excess capacity. When the 
steel industry raised its prices in July 1957, its operating rate had 
fallen from 97 percent in January to about 80 percent of capacity. 
This pattern of rising prices and decreasing production and employ- 
ment on an extensive scale is something new in this country. It is in 
conflict with all competitive norms and defies explanation on theo- 
retical grounds. It carries with it the ominous threat of steadily 
mounting prices accompanied by idle plants and rismg unemploy- 
ment. The need for knowing more about this singular type of 
behavior is urgent. 


374th Cong., Ist sess., 8. Doc. No. 13, Industrial Prices and Their Relative Inflexibility, January 17, 1935, 
p. 10. 
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DEFINITIONS AND CONCEPTS 


In his first writing on the subject, Dr. Gardiner C. Means—orig- 
inator of the term ‘‘administered price’—drew a distinction between 
this type of price and that assumed by traditional economic theory, 
which he has later termed “market prices”’: 


There are two essentially different types of market in 
operation—the traditional market in which supply and de- 
mand are equated by a flexible price and the administered 
market in which production and demand are equated at an 
inflexible administered price. In the first type of market 
economic adjustments are brought about primarily by fluctu- 
ations in price. In the second type of market, economic 
adjustments are brought about primarily by changes in the 
volume of production, while price changes are of secondary 
significance in producing adjustments. 

* aK * * * 


An administered price is * * * a price which is set by 
administrative action and held constant for a period of time. 
We have an administered price when a company maintains 
a posted price at which it will make sales or simply has its 
nk prices at which buyers may purchase or not as they 
wish. 


In the same document, Dr. Means presented a distribution of the 
price structure in terms of frequency of change which showed that 
most prices tend to be either highly flexible or highly inflexible. The 
unusual conclusion is presented that the average tends to be the 
exception rather than the rule. In Means’ words, ‘‘We are dealing 
with two quite different types of prices.” § 

Appearing before this subcommittee, Dr. Means reemphasized this 
distinction between the two types of prices. Referring to the distribu- 
tion presented in his original analysis, he stated: 


Now, such a result—what the statisticians call a U-shaped 
distribution—with most items toward the 2 extremes, puts 
you on notice that you are probably dealing with 2 quite 
different things. This was what led to my drawing the dis- 
tinction between market prices—those at the right which 
change practically every month, as traditional theory would 
lead one to expect—and what I ‘called administered prices— 
those at the left which change infrequently.°® 

In his testimony before the subcommittee, Dr. Edwin G. Nourse 
drew a generally similar distinction: 


The distinctive feature of an administered price situation 
is that prices, instead of being registered automatically by 
the interaction of supply and demand forces in an open 
market, are formulated in executive offices as matters of 
operating policy or economic planning by officials of cor- 


: ‘ . 
porations or unions who, through their control over,blocks 
474th Cong., Ist sess., Industrial Prices and Their Relative Inflexibility, Op. cit., 
§ Gardiner Cc. Means, Price eh and the Requirements of a Stabilizing Saeeiery Policy, Journal 
of the American Statistical Association, June 1935, p. 402. 
85th Cong., Ist sess., hearings before the Subcommittee on Antitrust and Monopoly of the Committee 
on the Judiciary, U.S. Senate, Administered Prices, July 1957, p. 76. 
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of capital resources or labor resources, have considerable 
power to implement the price schedules they adopt. 
*” * * * * 


A market price is one in which there are a very large 
number of units so that the attempt to implement a price 
by control of supply would not be effective by any of the 
parties there. They have to take the price as the market 
develops and decide whether or not they will go on in 
business.’ 


From these descriptions, it would appear that in the context of 
the historical literature on the subject an “administered price” has 
two characteristics: (a) It is set by administrative action; and (6) it 
is maintained, in Means’ words, “for a period of time.” 

With respect to the former characteristic, it is the seller of an admin- 
istered price product who establishes the price at which he will make 
sales. In the case of a market-price product, it is the market which 
performs this function for the seller. 

With respect to the second characteristic, there is no generally 
accepted “period of time” during which a price must remain un- 
changed before it can be regarded as an ‘‘administered price.” It is 
something more than the infinitesimal period during which a market 
price remains unchanged, but how much more—a week, a month, a 
year? In Means’ original study, the extremes—which represented 
more than half of all price ere products that changed during an 
8-year period at a rate of less than once every 10 months and those 
which changed at least once nearly every month. 

What is significant is not so much the frequency of its change but 
the responsiveness of a price to changes in the market. It is possible 
for a price, though changing infrequently, to be responsive to changes 
in the market and thus approximate the classical market behavior. 

The critical question is whether, when demand falls off price is 
maintained through a decrease in production. Where this occurs, 
the price is not only administered in the sense that it is “‘set’’ and 
“maintained” but in addition it is clearly insensitive to the market. 
In contrast, in market-price industries production is maintained with 
the adjustment being made principally through a decrease in price. 
In amplifying his definition of an administered price industry, Dr. 
Nourse stated: 





The essential point there is that they can maintain a 
predetermined price by restricting production. * * * That 
is the essential point.® 


Prices which are ‘administratively set,” “administratively main- 
tained” and are insensitive to changes in the market, e. g., they are 
maintained when demand falls off through a curtailment in output, 
are the ‘‘administered prices” with which most of the historical litera- 
ture on the subject is concerned; these are the prices with the potential 
for inducing economic distress; ‘and these are the prices which are of 
concern to this subcommittee in its inquiry into ‘“‘administered prices.”’ 
In this connection it should be noted that under competitive theory 
price declines below costs are occasionally expected in the short-run 


? Hearings on Administered Prices, op. cit., pp. 9, 21. 
* Hearings on Administered Prices, op. cit., p. 20. 
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“clear the market” of excess supply. Perhaps the best way to 
visualize the contrast between an administered price, as here con- 
ceived, and a market price is by comparing within the general field of 
steel the behavior of two prices, both of which have the same demand. 
The accompanying chart compares the behavior of pig iron, as an 
administered-price product, with that of steel scrap, as a market-price 
product. Also shown on the chart is the level of steel production. 
The highly irregular and volatile behavior of the price of steel scrap 
contrasts ‘sharply with the rigid and “stair-step”’ type of behavior 
exhibited by pig iron. Of particular interest here is the fact that the 
downswings in steel production in 1949, 1953-54, and 1957 were 
accompanied by marked decreases in the price of steel scrap. In con- 
trast, the price of pig iron remained constant throughout 1949, 
increased in the latter part of 1953 and increased also in 1957. During 
each of these periods the production of pig iron was curtailed 
substantially. 

It is more difficult to define what an administered price is than to 
describe some of the things which it is not. Among the things which 
an administered price very definitely is not, is a necessarily illegal 
price. While it is true that the major sellers in most administered- 
price industries probably possess some degree of what economists refer 
to as monopoly power, monopoly power in the economic sense is quite 
different from and, in most respects, falls short of the concept of mo- 
nopoly in the legal sense. 

Administered prices are not undesirable per se. There is strong 
support for the proposition that they are not only desirable but in- 
evitable in a ial ern industrial economy. The question at issue is the 
manner in which they are administered. Perhaps the most outstand- 
ing example in our history of the administration of price in an eco- 
nomically desirable manner was the repeated reduction by Henry 
Ford of the price of the model T.° 


*Cf. Allan Nevins and Frank Ernest Hill, Ford: Expansion and Challenge 1919-1933, Charles Scribner’s 
Sons, 1957, chs. VI, X, XV, XVII. 
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COMPARISON OF TREND OF PRICE AND 


PRODUCTION IN THE STEEL INDUSTRY 


STEEL PRODUCTION, PRICE OF PIG IRON, BASIC 
& PRICE OF STEEL SCRAP, 1947-57 
(1947-49.=100) 


STEEL PRODUCTION 





WHOLESALE PRICE OF PIG IRON, BASIC 
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ORGANIZATION OF THE REPORT 


In setting his price, the price maker in an administered price 
industry may be expected to be concerned principally with three 
factors: (a) his costs, (6) the demand for the product, and (c) the 
reaction of his competitors. After setting forth the essential facts of 
the July 1957 price increase itself, the report then moves to a consid- 
eration of the price increase in terms of these three factors. First to 
be considered is the probable effect on steelmaking costs of the wage 
increases required under the provisions of the second year of the 
contract between the steel companies and the United Steel Workers 
of America and the relationship of the resulting cost increase to the 
price increase. 

This is followed by an analysis of the second factor which the 
price maker must consider—the level of demand. At the time the 
price increase was made, were the market prospects such as to indicate 
the likelikhood of a strong demand for steel, which would tend to 
support the higher prices? 

he report then proceeds to a discussion of the price-maker’s 
expectations as to the probable reaction of his competitors to his 
change in price. Economic thinking has increasingly concerned 
itself with the expectations of large sellers in concentrated industries 
as to the probable reactions of their large competitors. Out of this 
interest have emerged important theories of “imperfect” or ‘“monopo- 
listic’’ competition. It is obvious that the apprehension which a 
price maker feels about his competitors’ reactions tends to be mini- 
mized if a bigh degree of concentration exists in the market and if 
some pattern of uniform price behavior has developed among the 
competing sellers. Guiarite speaking, the greater the concentration 
and the less the number and ididive importance of his effective com- 
petitors, the less does the price maker have cause to fear an adverse 
reaction by his competitors. Similarly, to the extent that the price 
maker on the basis of historical experience or other considerations has 
reason to believe that his price action will be paralleled by his com- 
petitors, the concern which he must give to his competitors’ reactions 
is, of course, diminished and the area within which he may feel reason- 
ably free to set his prices is widened.” The report examines both 
the level of concentration and the degree of uniformity in pricing 
(achieved in the steel industry through price leadership) as direct 
determinants of the range within which a price may be edministra- 
tively set and maintained. 

It is recognized, of course, that each of these factors affects the 
others. Cost increases may push up prices to such an extent as to 
reduce demand. Equally important, though less apparent, is the 
effect of demand on costs which, in an industry such as steel, may be 
significant. If demand and thus production falls off, overhead costs 
are necessarily spread over a smaller number of units and total costs 
per unit tend to rise. Similarly, the expectations of a price maker 
presumably include his appraisal of how his competitors are evaluating 


10It has generally been assumed on theoretical grounds that consideration of competitors’ reactions 
becomes important only in concentrated industries. There is no disagreement here with this line of reason- 
ing, which stems from comparisons of conditions in imperfect as contrasted to perfect competition. But it 
is suggested that in an imperfectly competitive market a critical point may be reached where concentration 
may be so high and the uniformity of competitors’ price behavior so established that the price-maker’s 
cause for concern regarding his competitors’ reactions may approach that of the seller in a perfectly com- 
petitive market. 
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their cost and demand situations. As long as their interdependence 
is recognized, however, it is not inappropriate to approach a complex 
problem, such as price administration in the steel industry, through 
an examination of its separate component factors. 

After the analysis of costs, demand, and reactions of competitors, 
the report examines the nature of management compensation in the 
steel industry from the point of view of its possible inflationary effect 
upon prices. 

Finally, the report describes the various actions which have been 
brought against the steel industry under the antitrust laws and 
evaluates the effectiveness of antitrust enforcement against the back- 
ground of the steel industry’s structure and behavior. 





CuHapTerR II 
THE JULY 1957 INCREASES 
THE ANNOUNCEMENT OF THE PRICE INCREASES 


On June 27, 1957, the American public read the reports of a press 
conference held by the President of the United States on the preceding 
day. The President expressed the view that control of inflation 
cannot be solely a governmental function: 


The only point I make is this: Government, no matter 
what its policies, cannot, of itself, make certain of the 
soundness of the dollar, that is, the stability of the purchasing 
power of the dollar in this country. There must be states- 
manlike action, both by business and labor. 

Frankly, I believe that boards of directors of business, of 
business organizations, should take under the most serious 
consideration any thought of a price rise and should approve 
it only when they can see that it is absolutely necessary in 
order to continue to get the kind of money they need for the 
expansion demanded in this country.! 


Just 1 day later, newspapers throughout the country featured a 
press release from the U. S. Steel Corp. Mr. Clifford F. Hood, 
president of U. S. Steel, announced that the company had issued a 
revised schedule of base prices, effective July 1. 

The base prices of individual carbon steel products, as reported to 
the subcommittee by U. S. Steel, were raised by from $3.50 a ton 
(semifinished carbon steel, rerolling quality) to $15.50 a ton (drill pipe, 
grade D, all sizes). The average increase in finished carbon and 
alloy steel products, according to the corporation’s press release, 
amounted to $6 a net ton. Mill prices and extras on stainless steel 
products were increased by approximately 4 percent. 

Some examples of the base price increases per ton for selected large- 
volume carbon steel products serve to illustrate the July 1957 pattern: 


Increase 
Hot-rolled strip and sheet_-_-_-_-__- age tebe A 2h ol hee ore tee wees $5. 00 
Coid-rolled strip and sheet_-- _--_- Ue AU OR ele ile tbls & a taihalhch td bhi 6. 00 
Leilene et ci OR a _dteaedistiaisgad ett tet ery Leet. teed 5. 00 
I Eee as lb ote SR ok ed 
I ek eb ot ee dic ben bn Sak wi owe 7. 00 
aero Groemenst paves fii) 28 OM Sit ede cued 7. 00 
Cold-finished bars__.______-_ a I I aN ic 9. 00 
EN OT ge ana aeiadmiemernd. sae)" eiitneyte tl tet Bint 9. 00 


United States Steel reported that these base price increases would 
raise mill prices (including extras) of their products by approximately 
4 percent. The rise in base prices alone (excluding extras), in fact, 
exceeded 4 percent. Among carbon steel products, the base price for 
light rails was raised by 4 percent (after having been advanced by 


1 New York Times, June 27, 1957. 
il 
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4.17 percent on March 1, 1957); the base price for hot-rolled electrical 
grade sheets was increased by 7.27 percent. The base prices for most 
other carbon steel products announced on July 1 were from 5 to 7 
percent above the base prices prevailing immediately before the 
increase.” 

The steel industry’s reaction to the new U. S. Steel price list was 
one of disappointment. There appears to have been general agree- 
ment with the sentiments expressed by the president of Jones & 
Laughlin, fourth largest producer in the industry: ‘The announced 
price increase is grossly inadequate insofar as covering our total 
anticipated cost increases is concerned.” * This disappointment, how- 
ever, did not delay the industry’s speedy conformance to U. S. Steel’s 
actions. 

Republic Steel, Youngstown Sheet & Tube, and Lukens Steel 

ublished new price schedules on June 29, effective July 1. Bethlehem 
Steel Co., the second largest producer in the country, increased prices 
on a 1 “in line with the general trend.” * Within a week after the 
U.S. Steel announcement, every other major producer in the industry 
had followed the steel corporation’ s lead. 


THE DECISION TO RAISE PRICES 


In the course of the subcommittee’s hearings, an effort was made to 
determine how U. S. Steel arrived at its decision to raise prices to the 
amounts announced. 


Senator Kerauver. * * * You talked about the factors 
that you considered when you decided upon this $6-a-ton 
increase. Who do you mean by ‘we,’ Mr. Blough? . Who 
is on that committee or who makes the decision? Do you 
make it or who makes it? 

Mr. Buovenr. * * * In our management team we have 
many members. There are a number of those gentlemen 
who were involved in trying to arrive at a point of agreement 
with respect to this, and I would mention Mr. Hood, Mr. 
Tyson, Mr. Sentner, who are here.® 


Mr. Blough explained that the ultimate decision was, of course, in 
the hands of the board of directors. As he put it, 


This matter was discussed with the board ot directors. 
We made the recommendation. If the board would have felt 
that we were out of line in the light of all of the factors, I am 
sure that they would have said so, and we probably would 
have revised our recommendation. 

I would say the answer to your question is, the ultimate 
decision lies in the board of directors of the U. 8. Steel Corp. 


Senator Kefauver inquired if alternative proposals had been sub- 
mitted to the board of directors. Mr. Blough stated that a single 
recommendation had been made which had been accepted; and ad- 
mitted that the same procedure had been followed with respect to 
earlier price increases. 

? Hearings on Administered Prices, op. cit., pp. 1001-1004. 

3 Wall Street Journal, June 28, 1957. 

4 Journal of Commerce, July 2, 1957. 

‘ Hearings on Administered Prices, op. cit. p., 304. Clifford F. Hood is president of U. 8. Steel; Robert 


c. Tyee is chairman of the finance committee; Richard F. Sentner is executive vice president in charge 
sales 
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Senator Kerauver. They are not equipped to go into all 
the technical cost and difficulties and problems to arrive at 
a price, are they, Mr. Blough? That has to be done by a 
smaller group. 

Mr. Buoveu. I think our directors are pretty well equipped, 
but I agree with you that in the management of any corpora- 
tion, the active management should be in a position to make 
a recommendation with respect to any material change.® 


The inquiry then turned to the manner in which the small group 
of executives had arrived at their judgment. 


Mr. Buoveu. I would say we make it as a team. 

Senator Kerauver. I know. But suppose you disagree. 
Who is the referee? 

Mr. Buoveu. I would have to cross that bridge when we 
came to it. 

Senator Kerauver. You mean you never disagree? 

Mr. Bioveu. We talk things out until we agree. 

Senator Kerauver. Did anybody recommend a higher 
increase or a lower increase in this little group? 

Mr. Buoveu. I do not recall any such recommendation.’ 


Did this mean, it was asked, that all four of the individuals had each 
independently arrived at precisely the same amount? Mr. Blough 
replied that he could not remember who had first mentioned the 
amount; nor could he “recall any other figure” that had been sug- 
gested. However, he added that the group did have the benefit of 


knowing what others in the industry hoped for in the way of price 
increases. 


We had, through newspaper accounts and trade journals, 
estimates of what other figures in the steel industry—I mean 
connected with other companies—had said the price should 
go up or it needed to go up, and that sort of thing, and those 
estimates ranged all the way from, as I recall it, $8.50 to $12, 
or something in that area, maybe, I think, as high as $14. 

I have no doubt that figures such as that with reference to 
other elements of the industry were discussed among us.® 


THE IDENTITY OF THE INCREASES 


The price increases announced by other firms were identical, in 
nearly every instance, to those cutaltiainad by the U. S. Steel Corp. 
The few exceptions to this pattern may be easily explained. 

In the case of a few products, some firms which charge premium 
prices above U. S. Steel’s levels, narrowed these premiums slightly. 
Thus, Armco raised the price of hot-rolled strip at its Kansas City 
plant by $4 a ton, in contrast to U. S. Steel’s increase of $5 a ton. 
The effect was to reduce Armco’s Kansas City base price premium 
from $5 to $4 a ton over U. S. Steel’s price for this particular product. 
Prior to the July 1957 increase, U. S. Steel’s base price for hot-rolled 
strip was $93.50 a ton, while Armco’s Kansas City price was $98.50 
a ton. In July U.S. Steel raised its base price to $98.50, and Armco 
went up to $102.50 at Kansas City. 

Bethlehem Steel increased its prices for galvanized wire by only 
$7.50 a ton in July, instead of the $9-a-ton increase published by 


* Idem, 
1 Ibid., p. 305. 
§ Tbid., p. 306. 
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U.S. Steel. Thus Bethlehem’s premium over U. S. Steel for galvan- 
ized wire was narrowed from $4 a ton at Johnstown (Pennsylvania) 
and $6 a ton at Sparrows Point (Maryland) to $2.50 a ton and $4.50 
a ton, respectively. 

Another isolated example of failure to “‘follow the leader’’ perfectly 
in July 1957 is provided by Inland Steel. Inland’s July base price 
increases for most products were identical to those of U. S. Steel. 
In the special case of structural shapes, Inland announced an increase 
of only $0.60 a ton, a negligible amount compared to U. S. Steel’s 
increase of $5.50 a ton in structural base prices. Inland, however, 
had raised its base price for structural shapes by $5 a ton before 
July 1. This serves to illustrate the fact that those firms which had 
anticipated U.S. Steel’s price changes with respect to some products 
took steps in July to bring their own prices into line with those of 
U. S. Steel. 

In a very few instances, it appears that some companies may have 
slightly widened premiums over U. S. Steel prices for products which 
were in strong demand. Both Inland Steel and Jones & Laughlin 
quoted prices on structural shapes identical to the U. S. Steel price 
after the August 1956 price revisions ($100 a ton). Both companies 
charged a premium of $0.10 a ton over U.S. Steel in July 1957 ($105.60 
a ton versus $105.50 a ton). Softening markets for most steel prod- 
ucts in 1957, however, have served to prevent any general increase 
in base price premiums. 

It must be emphasized that the minor variations ia price policy 
throughout the steel industry cited above were exceptional. The 
general pattern was one of virtually complete conformity to the price 
changes instituted by the U.S. Steel Corp. in July 1957. The records 
of the subcommittee do not disclose a single instance in which a major 
producer ended up with a lower price for any product than the U. S. 
Steel price after these changes. 

The extraordinary unanimity of action with respect to price policies 
among the 10 largest producers of steel is demonstrated in table I, 
which shows the extent to which the 10 major producers made the same 
increase in July 1957 for the principal products of the steel industry. 
(In analyzing this table it should be remembered that not all leading 
companies produce all products.) 


TaBLE I.—Identical price increases for steel products, July 1, 1957 








Number of Number of | Number of | Number of 
Product companies identical | Product companies identical 
reporting increases, reporting increases, 
July 1957 July 1957 
Hot-rolled bars_------ 9 9 || Galvanized sheets. - -- 8 8 
Cold-finished bars---- 4 4 || Cold-rolled: 
Concrete reinforce- POU 665 yqe a nins 9 9 
a ee 9 9 1 pated nea A 7 7 
Structural shapes_--_-- 8 OG 1) Wearemods. 220555 .36r. 7 7 
Sheet piling--.....--- 2 2 || Wire: 
cdi cle ne obese gy 9 Annealed_-___._.-- 7 7 
Batis; No, ti..-5.3.-: 4 23 Galvanized_-_-__-- 7 36 
Hot-rolled: 
BD. csi .nwees 9 9 
DOU i cones: 9 9 


11 up 10 cents per ton more: 1 up earlier. 
21 up 50 cents more. 
31 above general range, narrowed spread. 


Source: Letters from 10 steel companies, July to August 1957, in response to letter from Antitrust and 
Monopoly Subcommittee. 
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INCREASES DURING THE PRECEDING 12-MONTH PERIOD 


The impact of the July 1957 rise in basic steel prices on the economy 
was sharpened by the fact that this was the third sizable increase 
within a period of 12 months. 

Most of the companies in the basic steel industry had been shut 
down by strikes for a period of 5 weeks after June 30, 1956. Immedi- 
ately after settlement of the strike, the U. S. Steel Corp. announced 
upward revisions in its base price list, effective August 7, 1956. The 
increases on large-volume carbon-steel products varied from $5.50 a 
ton on semifinished rerolling billets and slabs to $12 a ton on cold- 
finished bars, cold-rolled strip and wire products. 

The average base price increases on these products amounted to 
$8.50 a ton. According to the New York Times: 


Although the $8.50 increase was smaller than had been 
expected, it still represented the largest price advance put 
into effect by U.S. Steel since the end of World War IT. 


As is usually the case when U. S. Steel changes its prices, the August 
1956 increase generated what a leading trade journal called a tidal 
wave of price increases among other firms in the steel industry.” 

The pattern of price movements in August 1956 paralleled the July 
1957 pattern noted above by the subcommittee. Base price changes 
announced by each of the leading firms in the industry were identical 
to the changes instituted by U.S. Steel, except for a few instances in 
which firms narrowed or widened premiums charged over U. S. Steel 
prices. 

Table II demonstrates the similarity of price increases among the 
10 largest firms in the steel industry in August 1956. The data in 
this table, as in the preceding one, were supplied to the subcommittee 
by the companies concerned. 


TaBLeE II.—Identical price increases for steel products, Aug. 7, 1956 


Number of Number of Number of | Number of 
Product companies identical Product companies identical 
reporting increases, reporting increases 
August 1956 August 1956 
Hot-rolled bars- .----- 9 17 || Hot-rolled sheets- -- - 9 9 
Cold-finished bars-_- 4 4 || Galvanized sheets- - - 8 & 
Concrete reinforce- Cold-rolled sheets 9 47 
ment bars-------.-- 8 26 || Cold-rolled strip_- 7 7 
Structural shapes. ---- 8 Oa EOE were esoe 7 56 
Sheet piling......__. 2 2 || Wire: | 
NE ss din oa 9 38 Annealed_____-_- 7 7 
Rails, No. 1._._.-_-- 4 4 Galvanized 7] 7 
Hot-rolled strip......- 9 | 9 || | 


12 others up 10 cents per ton more. 

21 other up $5 per ton more; 1 other up 10 cents per ton more. 
3 1 other up $2 per ton less. 

42 others up 10 cents per ton less. 

51 other up 10 cents per ton less. 


Source: Letters from 10 steel companies, July to August 1957, in response to letter from Antitrust and 
Monopoly Subcommittee. 


A second round of steel-price increases occurred between the base 
price revisions of August 1956 and July 1957. The base prices of tin 


® New York Times, August 7, 1956. 
10 Tron Age, August 16, 1956. 
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mill products (black plate, tinplate, and terneplate) were raised twice. 
Extras on most steel products and base prices of some were also 
advanced. i 

It has been customary in recent years for the steel industry to 
announce prices for tin mill products at 6 months intervals, in April 
and October. The U.S. Steel Corp., followed immediately by other 
companies, raised prices for black, tin and terneplate by 10 cents a 
base box effective November 1, 1956. A second increase of 35 cents 
a base box took effect on April 30, 1957. Taking 100 pounds as the 
average weight of a base box, tin mill base prices rose by $9 a ton 
over the base prices which prevailed before the November 1956 
increase. 

Base prices of some other steel products were raised during the first 
quarter of 1957. Various issues of Iron Age reported base-price 
increases averaging 3% percent on pipe and tubular products and 4 
percent on rail and track accessories. Information supplied by 10 
firms to the subcommittee indicates price increase$ of $4 a ton for No. 1 
rails, $2 a ton for annealed wire, and $5 a ton for galvanized wire 
during this period. 

Base prices are one factor in changing steel prices. Such prices 
are quoted in terms of steel meeting certain specifications as to size, 
gage, chemical content, quantity, etc. When a customer’s specifica- 
tions differ from those on which a base price is quoted, “extra” 
charges are included in the steel mill’s price to the customer. 

The United States Department of Labor made an extensive study 
of the relationship between base prices and extra charges over a 3-year 
period, April 1939 to April 1942." During this period extras ranged 
from 1.7 percent of the base price for structural shapes and 6.5 percent 
for cold-rolled sheets to 27 percent on hot-rolled sheets and 58 percent 
on cold-rolled strip. For all steel products, the average magnitude of 
extra charges amounted to 18 percent of base prices. 

Most of the steel purchased during the period of the study was sub- 
ject to extra charges. Only in the case of structural shapes and plates 
were more than 30 percent of purchases made at published base prices 
(60 percent for plates, 66 percent for structural shapes). At the other 
extreme, the survey disclosed that 100 percent of the purchases of 
many important steel products—cold-rolled sheet and strip, cold- 
finished bars, hot-rolled strip, black plate, and alloy steel—included 
extra charges. Thus it is clear that extras, above base prices, are an 
important element in the delivered prices of steel products. 

Between December 1956 and March 1957, schedules of price extras 
in the steel industry were revised upward by substantial amounts. 
Iron Age, for example, reported on January 10 widespread increases 
in extras on structural shapes, raising selling prices by approximatel 
5 percent. On February 14 the magazine noted extra revisions which 
added nearly 4 percent to the selling prices of rods, rerolling and 
forging semifinished steel, bars, wire, and alloy products. 

The wide variety of extra charges makes it impossible to compute 
the exact effect of these revisions on finished steel prices. Iron Age 
(February 21, 1957) quotes one steel buyer: 

1 Reported in Iron Age, April 25, 1946, pp. 118-145H, Labor Department Examines Consumers Prices 


of Steel Products; quoted in A. R. Oxenfeldt, Industrial Pricing and Market Practices (New York: 1951), 
p. 499. 
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I have an inch-high pile of these steel price revisions on 
extras from steel companies. It would take a Philadelphia 
lawyer to figure out just where we are. Half my time is 
now spent in seeing to the proper filing of revised price 
sheets. It would be far simpler for us if they would just 
raise the base price instead of pushing up the extras to 
avoid publicity. 


Steel magazine estimates that the price adjustments between Decem- 
ber and March were equivalent to an increase of $5 a ton in finished 
steel prices.’? 


THE TOTAL PRICE ADVANCE BETWEEN AUGUST 1956 AND JULY 1957 


In short, the evidence placed before the subcommittee indicates the 
magnitude of the rise in steel prices within the relatively short period 
of time between August 1956 and July 1957. The total effect of 
(a) the $8.50 per ton rise in August 1956, (b) the interim adjustments 
of $5 a ton, and (c) the $6 a ton increase in July 1957 amounts to an 
average increase in steel prices of $19.50 a ton in less than a year. 


TRENDS OF PRICE AND PRODUCTION 


The following charts prepared by the subcommittee staff show the 
price and production trends of 10 important products of the steel 
industry from 1947 to August 1957 (see also pp. 884 ff. in Hearings on 
Administered Prices). The products shown account for approximately 
four-fifths of total steel production in the United States. 

The price indexes, which reflect changes in both base and extra 
prices, are those reported by the Bureau of Labor Statistics, United 
States Department of Labor. Production indexes have been com- 
puted by the United States Department of Commerce from data 
published by the American Iron and Steel Institute. Both series 
are reported for the last month in each calendar quarter; i. e., they 
are March, June, September, and December figures, not quarterly 
averages. 

Cold-rolled sheets —Production of cold-rolled sheets reflects primarily 
the demand of the automobile and household appliances industries, 
the largest consumers of this product. The general trend of produc- 
tion was upward from 1947 through 1955. There were two very 
noticeable declines, apart from the mid-1952 drop in production which 
was caused by an industrywide steel strike rather than by market 
conditions. The first of these declines occurred in 1951 as consumer 
demand for automobiles and appliances slackened after the buying 
wave created by the outbreak of the Korean war. The second major 
fall in production coincided with the general business recession of 
1953-54. 

Neither of these declines in output halted the upward trend of prices. 
The 1951 drop in output had no effect upon prices. Cold-rolled sheet 
prices rose in the first and second quarters of 1953, despite declining 
production. As the recession continued, the price index dipped 
slightly in the first quarter of 1954, but by September the index had 
returned to the December 1953 level. 


“Inflation: A Basic Part of the Economy, Steel, July 8, 1957. 














ADMINISTERED PRICES-—-STEEL 


COLD-ROLLED SHEETS AND COLD-ROLLED STRIP 


TRENDS IN PRICE AND PRODUCTION, 1947-1957 
(1947-49 = 100) 
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HOT-ROLLED SHEETS, AND TIN AND TERNEPLATE 


TRENDS IN PRICE AND PRODUCTION, 1947-1957 
(1947- 49 = 100) 
(MONTH AT END OF QUARTER) 
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HOT-ROLLED BARS, AND REINFORCING HOT-ROLLED BARS 


TRENDS IN PRICE AND PRODUCTION, 1947-1957 
(1947-49=100) 
(MONTH AT END OF QUARTER) 
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PIPE AND TUBE, AND RAILS 


TRENDS IN PRICE AND PRODUCTION, 1947-1957 
(1947-49 =100) 
(MONTH AT END OF QUARTER) 
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STRUCTURAL SHAPES, AND PLATES 


TRENDS IN PRICE AND PRODUCTION, 1947-1957 
(1947-49 = 100) 
(MONTH AT END OF QUARTER) 
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The most puzzling price and production movements, from the 
standpoint of orthedoe economic theory, have taken place since 
December 1955. The production index fell from 226.3 in December 
1955 to 146 in August 1957. During the same period there were 3 
price increases, raising the price index from 141.7 to 161.6. While 
production fell by 36 percent, prices rose by 14 percent. 

Cold-rolled strip.—Roughly half of the steel industry’s production of 
cold-rolled strip is consumed by the automotive and appliance indus- 
tries and by manufacturers of domestic and office furniture and 
equipment. Consequently the chart for this product exhibits many 
of the characteristics of the chart for cold-rolled sheets. 

The steel industry held prices constant in the face of sharp produc- 
tion declines in 1949 and 1951. Production of cold-rolled strip, 
however, reached its peak in March 1953. Since then the trend of 
production has been downward. The highest index figure reported 
in 1955 (120.7 in December) was well below the March 1953 level of 
151.9. 

By August 1957 production of cold-rolled strip was lower than it 
had been at any time between 1947 and 1957, except during months of 
industrywide strike. The movement of cold-rolled strip prices, how- 
ever, cannot be said to reflect the state of the market. Since Decem- 
ber 1955, alone, the production index has fallen by 45.6 points,while 
the price index has advanced by 23.8 points. 

Hot-rolled sheets —The largest consumer of hot-rolled sheets is the 
automotive industry. Other important uses are in construction work 
and the manufacture of steel containers, plumbing and heating 
equipment, and machinery. 

The chart for hot-rolled sheets has 1 claim to distinction among 
the 10 charts exhibited. In the second quarter of 1949 a decline in 
the production index (13 percent) was accompanied by a decrease in 
the price index (8 percent). This was the only instance of downward 
price flexibility for any product between 1947 and 1957 discovered by 
the subcommittee, in the sense that the size of a price reduction bore 
any conceivable relationship to the magnitude of an associated decline 
in production. 

The price of hot-rolled sheets has been flexible since 1949, but only 
in the upward direction. Prices were held constant in 1951 and were 
raised in 1953-54 in the face of a declining output in each case. 
The 1953-54 pattern is repeated in 1956-57. Between December 1955 
and August 1957, the production index fell by 58.6 points; at the 
same time, the price side advanced 30.4 points. 

Tinplate and terneplate.—Most of the tonnage in tin mill products 
is purchased by the container industry. In turn, nearly 80 percent 
of the tonnage used by the container industry is manufactured into 
food and beverage containers.“ The violent fluctuations in the pro- 
duction index for tin and terneplate reflect the seasonal character of 
the foodpacking industry. These fluctuations obscure general trends 
in output, although it is evident that 1957 production is lower than it 
has been for several years. 

The chart leaves no room to question the inflexibility of tin mill 
prices, regardless of production movements. Minor price reductions 
were made in the second quarter of 1948 and in 1950. The March 
1951 price level was maintained through June 1952. A plateau on 


13 American Iron and Steel Institute ,Charting Steel’s Progress, 1957 
99345—58——_3 
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which the price index remained at 132.8 lasted from September 1952 
through September 1954, followed by a rise of little more than 1 
percent (to 134) through September 1955. Price increases during 
1956 and 1957 have raised the price index from 140.3 to 153.7 (August 
1957). The magnitude of this increase, 9.5 percent, is smaller than 
the 1956-57 price advances for any of the other 9 products studied. 

Hot-rolled bars.—The movements of prices and production of 
hot-rolled bars are similar to those seen in the case of hot-rolled 
sheets. The automotive industry consumes roughly one-fourth of the 
output of this product. Next in market importance is the manufac- 
ture of agricultural aad industrial machinery and equipment, followed 
by construction work. Large tonnages are also used in the fabrication 
of marine equipment, freight cars, nuts, bolts, rivets and screws. 

In this chart divergent trends of prices and production are especially 
noticeable. In 1949 (March to September) the production index fell 
by 37.2 points, with no effect on prices. From March 1953 to Sep- 
tember 1954, output was nearly halved, the production index falliig 
by 67.6 points. In the same period the price index rose by 19.8 
poiots. A similar relationship appears again in 1956-57; between 
March 1956 and August 1957, the production index dropped 49.3 
points, while the price index rose 27.2 points. 

Reinforcing hot-rolled bars—Concrete reinforcing bars provide an 
example of a product which reflects the growth of public works and 
private construction in recent years. The general trend of output, 
with sharp seasonal fluctuations, has been upward since 1950. Market 
expansion over the years, however, does not provide a satisfactory 
explanation of price movements. The price of reinforcins bars has 
risev during periods of growing demand, but it bas also been increased 
during sustained periods of falling production. 

Thus the production index for December 1953 was 68 points below 
that for December 1952; the price index rose by 15.5 points during the 
course of the year. Again, between June 1956 and August 1957 the 
output of reinforcing bars was reduced, as was reflected in a drop of 
68.7 points in the production index. In the same period 3 rounds of 
price increases pushed the price index up by 25.3 points. 

Pipe and tube-—The demand for pipe and tube since 1947 also 
reflects expansion of the principal consuming industries, petroleum 
and construction. As in the case of reinforcing bars, prices have been 
raised during periods of falling production about as frequently as they 
have during periods of increasing demand. Between March 1953 and 
December 1954, for example, the production index declined by 73.1 
points, while the price index was rising by 14.1 points. Other periods 
in which the price index rose while production was falling include the 
third quarters of 1955, 1956, and 1957. 

Rails.—In contrast to reinforcing bars, pipe, and tube, the demand 
for steel rails has been declining since 1947-49. The production index 
for August 1957 (55.7) was little more than half the 1947-49 average. 
In only 2 months reported since mid-1949 (June 1950 and December 
1953) has rail production reached the 1947-49 average. The volume 
of new aenar track laid since 1950 has been negligible. Indeed, the 
elimination of trackage (e. g., the New York Central’s reduction of 
much of its mainline mileage from 4 tracks to 2) has served to reduce 
the replacement demand for rails. 
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Declining markets, however, have not persuaded the steel industry 
to exercise any noticeable restraint in advancing rail prices as fre- 
quently and as far as the prices of other products sold to expanding 
markets. The increase in the rail price index from March 1947 to 
August 1957 (85.7 to 189.5) has been as great as that for any other 
major product of the steel industry. 

Structural shapes.—The chart for structural shapes resembles those 
for reinforcing bars and for pipe and tube products, in that all three 
show production trends which have been influenced by the rise in 
construction activity in recent years. The growth in demand for 
structural shapes since 1954 has, in fact, been steadier than that of 
any of the other products studied. The drop in overall steel demand 
through the first three quarters of 1957 had relatively little effect in 
structural steel markets. The June 1957 production index of 169.3 
was slightly below the March index of 176.6, but was still considerably 
higher than any index number reported for this product in earlier 
years. From December 1955 to August 1957, the production index 
rose by 40.5 points while the price index advanced 34.8 points. 

As in the case of other steel products, however, the price of structural 
shapes has been raised in the face of falling production as well as in 
periods of rising demand. Production slumped in the second quarter 
of 1949 and did not recover to the March 1949 level until the first 
quarter of 1951. In the interim two price increases raised the price 
index by 16 points. Again in 1954 production fell sharply (39 points 
between December 1953 and December 1954). Despite this movement 
in the production index, the price index rose by 5 points. 

Plates.—The construction industry also provides the largest market 
for steel plates. The proportion of total production shipped to other 
industries is much higher, however, than the corresponding proportion 
of structural shape tonnage. Large quantities of plates are used in 
rail transportation (primarily for freight-car construction), in ship- 
building and marine equipment, and in the manufacture of general 
industrial machinery and equipment. Reflecting the diverse trends in 
output of these different fields, the index of plate production has 
exhibited more violent fluctuations than the structural shapes index. 
This difference is not reflected in any comparison of the price indexes. 

From March 1949 to March 1950, the index of plate output fell by 
45.8 points; the price index rose by 7.7 points. The decline in produc- 
tion from December 1952 to September 1954 was even sharper, the 
index dropping by 64.3 points. In the same period, prices rose by 
20.8 points. The July 1957 price increase of $5 a ton was also made 
in the face of declining output, with the production index falling 
by 28 points from March 1957 to August. 


“STAIRSTEP” PRICING AND FALLING OUTPUT 


The behavior of steel prices since 1947 provides a clear indication 
of what the subcommittee considers to be “price administration”’, 
as distinct from price determination by the market forces of supply 
and demand. This is to be expected from the evidence on price 
leadership developed in the course of the subcommittee’s hearings."* 
The pattern of price movements shown in the charts above could not 
have appeared if price changes announced by the largest company 


i See Ch, VI: Price Leadership, p. 73. 
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were not immediately followed by the other firms in the steel industry. 
The number of occasions on which prices were increased while every 
major firm in the industry was operating well below its full capacity 
is especially significant. It is inconceivable that such price behavior 
could be observed in an industry characterized by any marked degree 
of price competition among sellers. 

Prices have been raised in a series of what may be called stair steps 
at fairly regular intervals since 1947. In recent years the industry 
has announced base price changes in midsummer. The new base 
prices are maintained for roughly a year, after which the industry 
advances to a higher step. Superimposed on the pattern of annual 
base price steps is another pattern of annual increases in price extras 
during the winter months. In other words, an overall picture is 
emerging which shows steel prices rising every half year—in mid- 
summer through base price increases, in midwinter through price 
extra increases. 

The steel industry has not permitted variations in the demand for 
steel products to interfere with its steady progress up the price stair- 
way. The influence of market forces is rarely noticeable in the 
behavior of steel prices. 

The drop in production of many steel products in 1951 and 1952 
(apart from the 1952 strike) was not accompanied by price reductions. 
Prices in effect at the end of 1950 were maintained, it is true, until 
the third quarter of 1952. Governmental price controls rather than 
softening of steel markets, however, served to keep the industry on 
~~ then current price step somewhat longer than has usually been 
the case. 

Some market influence is evident in the slight reductions of several 
price indexes (e. g., cold-rolled sheet and strip, hot-rolled bars and 
reinforcing bars) in 1954. Mill base and extra prices rose sharply in 
the face of a business recession in 1953. As the recession continued, 
there were temporary reductions in price extras for some products. 
In addition some firms which had estaolished premiums over U. S 
Steel’s prices during earlier periods of high demand narrowed these 
premiums, reducing their base prices toward the U.S. Steel level. As 
the charts indicate, such price declines were insignificant in comparison 
to the concurrent declines in output. 

The July 1957 increase in steel prices does not represent any depar- 
ture from the patter» which has prevailed for the past decade. As in 
1953, base prices were raised in the face of widespread comment about 
the softening of steel markets. Declining operating rates (ingot pro- 
duction in relation to capacity) for each of 10 leading firms and for 
the basic steel industry as a whole are shown in table III. Only 
Bethlehem Steel and Inland maintained production at or near capacity 
levels through the second quarter of 1957. 





ADMINISTERED PRICES—STEEL 27 


Tasie III.—Operating rates (ingot production as percent of capacity) 
10 major steel companies 





4th quarter | 1st quarter | 2d quarter 
1956 1957 1957 





WE, ee SE Sue SHA eL SEE sida. gsi ios 96.9 95.7 89.5 
SR fe eo ke ee ee 104.8 103. 8 97.5 
its in nc sccncnaccnoducshicwepesdes db auett deqectsbbecdad 103.9 93.3 79.3 
Jones & Laughlin 108.0 101.0 91.0 
National. 103. 8 98. 8 88.5 
Youngstown. 110.3 97.4 82.4 
Bei cccseos 99.9 99.7 87.7 
ek Ra de oo 5 artis eles oie maaan 105. 9 104. 1 101.0 
Colorado Fuel & Iron 101.3 83.2 84.6 
Wheeling 105. 7 101.4 82.6 

Industry 100.3 96.0 | 87.2 


Sources: Letters from 10 companies, July and August 1957, in response to letter of Antitrust and Monop- 
o eee Industry figures (steel ingots and steel for casting) reported by the American Iron 
and Stee titute. 


The monthly figures on operating rates for the industry as a whole © 
show a steady month-by-month decline from February 1957 up to 
July when the price increase was made. In other words, the softening 
of the market, though slow, had been gradual and persistent. In 
raising their prices, the steel companies could not have been entirely 
unaware of the progressive deterioration of the market which had 
been taking place: 


Percent Percent 
December 1956... -..-...------ I, BOs oct eesti urd 4a dase ren 86 
CRT BN ois a on dt me os EOE FO oon ee a gas nn 79 
WOURMEE TYME 5 occa eee oe EE” Beh S LR IS Mie Lene STE 82 
Maren/19b7 ioe ll Lee 93} September 1957_---.---.------ 82 
BOP OE boi ca bs ele die eae 90) Onteber 19574 «2-64 4-s4cn-- nen 81 
DURA EINES etn oreiae-ree<srvoummrres S61 November: 1954: ...~«-+--3.+-+ 77 


For most of the products shown in the charts presented above, the 
pattern of price and production movements through 1956 and 1957 
resembles the opening blades of a pair of scissors, with prices rising 
and production falling. The magnitude of the divergence between 
prices and production in the recent past has only been approached 
since World War IT during the 1953-54 recession. This is the per- 
spective within which one must view the 1957 price increases. 

The consistent pattern of steel price increases since World War II, 
regardless of production trends, is one of inflexibility in terms of fre- 
quency of change but flexibility in terms of amplitude of change. 
The latter, however, has been almost entirely in one direction, upward. 

An important clue to the nature of steel pricing policy is to be found 
in the behavior of prices during periods of contracting markets, as in 
1949, 1951, 1953-54, and 1956-57. In theory, the softening state of 
the market should have been reflected in price reductions. ‘The pre- 
sumption would be that individual companies would have at least 
attempted to maintain operations at or near capacity by price cutting 


16 U. S. Department of Commerce, Survey of Current Business. 
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and an aggressive search for new business. Not only did this fail to 
occur, but prices did not even remain stable. Instead, when the 
demand for steel has fallen (as when it has risen) the price leader, 
followed perfectly by every other large firm in the industry, has raised 
prices. The market has been “cleared” (if the term may properly be 
used in this context) by reducing output throughout the industry to 
any level necessary to maintain the price increase. 


COST OF THE RECENT PRICE INCREASES 


The announcement of steel price increases during the first week of 
July 1957 aroused widespread public comment. The fear was gen- 
erally expressed that the action of the steel industry would stimulate 
further inflationary price increases throughout the American econ- 
omy. President Eisenhower withheld direct comment on the steel 
situation in his next press conference. He did reiterate, in strong 
terms, his earlier position: 


I do stand firmly upon the idea I advanced, which is that 
Government alone cannot keep a stable economy; the Gov- 
ernment alone cannot preserve a sound dollar. There has 
got to be in a free economy, statesmanlike action on the part 
* all business elements, businessmen, and labor, or we are 
ost.'® 


George M. Humphrey, the retiring Secretary of the Treasury, 
prophesied to the Senate Finance Committee that the $6 a ton steel 
price increase “‘will contribute to costs pretty well over a rather large 
area of the economy, * * *.’’ ” His successor in the Cabinet, Robert 
Anderson, told the same committee, ‘I wish that the steel increase 
had not taken place,’”’ and predicted price increases in many consumer 
items."® 

The New York Herald Tribune criticized the steel industry in an 
editorial entitled ‘“‘Steel Misses an Opportunity” (July 3, 1957). In 
part the article stated: 


But until someone, either in industry or labor, is willing to 
assume the responsibility for calling a halt to the inflationary 
spiral, that spiral will not be checked. * * * Perhaps steel 
would not, single-handed, have been able to meet the cur- 
rent inflationary situation. But it could have given leader- 
ship toward economic sanity which is now badly needed. It 
is regrettable that it did not do so. 


The fears expressed concerning the inflationary potential of recent 
steel-price increases appear to be well-founded. ‘The subcommittee 
staff has estimated that the direct cost to steel users of the July 1957 
increase will exceed $500 million. The data for carbon steel alone in 
this estimate are based on 1956 shipments of carbon-steel products 
by user groups,”* and the price increases on these products announced 
by the U. S. Steel Corp., effective July 1, 1957. 


16 New York Times, July 4, 1957. 

17 Committee on Finance, U. 8S. Senate, 85th Cong., Ist sess., hearings, Investigation of the Financial 
Condition of the United States, July 1, 1957, p. 345. 

18 Committee on Finance, U. 8. Senate, 85th Cong., Ist sess., hearing on Nomination of Robert B. Ander- 
son, Secretary of the Treasury-Designate, June 28, 1957, p. 11. 

1# As reported by the American Iron and Steel Institute, Form AISI-16C. 
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Total net shipments of carbon-steel products were multiplied by the 
amounts of their respective price increases.-” ‘Table IV indicates the 
direct cost of the July 1957 price revisions to carbon-steel-consuming 
industries, on the basis of 1956 shipments. 

This estimate for carbon steel does not include the increase of 35 
cents per base box (approximately $7 per ton for tin mill products) 
which took place on April 30, 1957. Shipments of black, tin, and 
terneplate were 6.3 million tons in 1956. Inclusion of this increase 
would add another $44 million to the annual bill for carbon-steel 
products. 


TaBLE 1V.—Total increase in cost to sleel buyers based on 1956 shipments and 
July 1957 price increases for carbon steel only 


{In thousands of dollars} 
Direct cost of 


Market classification steel price 
increase 

1. Steel for converting and processing, less shipments to reporting 
members of the industry for conversion or resale___--.--------- $23, 520 
2. Foraines other than. automotive... ..664+-5¢ 4e4e0<5 pace nesscaste 4, 394 
qh (eC UG, TOOUE SOU BOROWE son woe 6 ag ce sn cee oe oe ge abode 10, 143 
4,‘ Waretouses and distributors oo Cool ce a seg aL. 115, 301 
5. Construction, inciuding maintenance_----.---------- b= dob sol 64, 492 
6 (Jomeractora  produeteseuucac hows slew dil ody. - cence Jpg cmme-o 24, 622 
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9. Shipbuilding and marine equipment---------------------------- 3, 651 
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15. Electrical machinery and equipment___........----------------- 12,015 
16... ADDISAROCE) TRGNIIE, BOO QUGIOEY scan oc 5 = oe eng pe bee mn oe 12, 273 
17. Other domestic and commercial equipment_-_-------------------- 13, 947 
18,. Cette Gi I. CAC feet uo fi ea es er 10, 258 
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459, 367 
Source: Hearings on Administered Prices, op cit, pp. 1012-1014. 


Also not included are net shipments of alloy and stainless steels 
which in 1956 amounted to 6.25 million tons. The subcommittee 
staff has not analyzed the effect of price increases on these products. 
If the shipment figure is multiplied by $6 a ton (the average July 1957 
price increase for all steel products), another $37 million would be 
added to the total annual bill to steel users. Since the actual increases 
in alloy and stainless prices were considerably above the average for 
all steel, it should be noted that $37 million understates the true in- 
crease in costs of these products. 

These increases—$459 million for carbon-steel products, $44 million 
for tin-mill products, and $37 million for alloy and stainless steels— 
total $540 million. They result from the July 1957 price increase.” 
Yet this was the third major upward revision of steel prices since 
August 1, 1956. It has been shown above that the three adjustments, 

2 The increase for wheels was taken as $7. No increase was shown for tool steel (only 17,415 tons in 1956). 
Nor was any increase shown for black plate and tin and terneplate, the price of which had been advanced 
only 2 months earlier. Where AISI shipments report consolidated products having different price increases, 


the lower or midrange increases were used. 
21 Supplemented in the case of tinplate by its April increase. 
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taken together, added approximately $19.50 per ton to the average 
price of steel products within the 12-month period, August 1956 
through July 1957. Based on total tonnage od , it is obvious that 
the pricing policy followed by the steel industry has, since August 
1956, added some $1.6 billion to the annual direct cost of steel 
shipments. 

Mr. Roger M. Blough, chairman of the board of U. S. Steel Corp., 
attempted to minimize the influence of steel-price increases on the 
economy. According to Mr. Blough, the price of steel has not really 
risen very much since 1940—the value of the dollar has fallen: 


The truth is that during these 17 years the value of the 
dollar has shrunk to slightly less than 50 cents. That means 
that each penny spent for steel is really one-half a penny. 
So the price of steel has really gone up very little in terms 
of an unshrunken dollar. It is mainly that the value of 
money has gone down.” 


It is equally correct to state that the value of money has fallen because 
the prices of goods and services produced in the American economy— 
including steel—have been increased. 

In the second place, Mr. Blough endeavored to correct a popular 
misconception about steel-price quotations. Said Mr. Blough, ‘‘We 
sell steel by the pound.” It follows from this that the average July 
1957 price increase should be referred to as “only three-tenths of 1 
cent per pound” rather than ‘$6 per ton.’”’ The chairman of the sub- 
committee pointed out, in substance, that 0.3 cents per pound on 


168 billion pounds comes to the same amount as $6 a ton on 84 million 
tons. The witness was not impressed by this reasoning: 


Mr. Biovuau: May I say, Senater, that the mathematics 
you have used are probably correct; and may I also add, in 
order to bring it into perspective, that it is three-tenths of 1 
cent per pound of steel. That is what it amounts to, three- 
tenths of 1 cent. This is a large country-——— 

Senator Krerauvenr: If you priced it in terms of ounces, it 
would be even less than that.” 


Finally, the spokesman for U. S. Steel indicated the minor effects 
which a $6 per ton increase in mill base prices would have on the cost 
of steel used in selected commodities: Two cents for an electric toaster, 
35 cents for a washing machine, $5.20 for an average farm tractor, 
$11.58 increase in the price of steel used in an automobile.” 

It is clear that the effect of a steel-price increase may be small in 
terms of the amount of steel used in a single unit of a particular com- 
modity. Its effect on the amount of steel embodied in a single safety 
pin, for example, would approach the infinitesimal. This should not 
be allowed to obscure the fact that the July 1957 steel price rise will 
increase the direct cost of steel shipped by some $540 million a year, 
based on 1956 shipments, or that the cumulative effect of price 
increases since August 1956 will be more than three times this amount. 

The estimates of the subcommittee with respect to costs of recent 
steel-price advances relate only to direct increases in costs to the 
immediate buyers of steel mill products. The subcommittee has not 

32 Hearings on Administered Prices, op. cit.,{p. 207. 


2jIbid., p.§225. 
* Ibid., p. 215 
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attempted to evaluate the effect of recent mill-price increases on the 
ultimate consumers of finished products made in whole or in part of 
steel. This would obviously depend upon the extent to which steel- 
using manufacturers are willing or able to absorb increased steel 
prices without raising the selling prices of their own products. With 
respect to the July 1957 increase, the Wall Street Journal reported 
that ‘“Many steel users indicated little reluctance to add the new 
steel costs into their prices—and saw no reason why they should be 
hesitant”? (July 1, 1957). The article referred to pointed out that 
many large contracts, such as those for construction or railroad cars, 
contain steel-escalator clauses so that steel-price increases are auto- 
matically added into the customers’ final prices. In the same article 
a spokesman for one steel-using company was quoted as saying, ‘‘It 
is going to be inevitable that we will have to raise prices.” 

Actually, the total costs to ultimate consumers may be considerably 
greater than the $540 million increase in direct costs which the sub- 
committee estimated. After steel has left the mill, as it passes 
through successive stages in manufacturing and distribution to the final 
product, sellers at each stage may raise prices by sufficient amounts 
to cover not only higher steel costs but also to preserve their customary 
percentage margins. 

Between 20 and 25 percent of all finished steel is normally sold by 
the mills to warehouses and distributing firms. These firms perform 
the function of supplying steel products in less-than-carload lots to 
manufacturers and contractors whose operations are too small to 
permit direct perenne from the steel mills. The effect of a mill 
price increase here is illustrated by the statement of a Philadelphia 
warehouseman: 


We shoot for around 30 percent markup. If the price is 
raised, the markup will have to be, too, in order to stay at 
that 30 percent level.” 


Iron Age (July 11, 1957) estimated that the $6 a ton mill price increase 
would raise warehouse steel prices by $8 to $9 per ton. In other 
words, the impact of a steel price increase is heavier on those man- 
ufacturers, typically the small producers, who buy through ware- 
houses that it is upon firms which are large enough to buy directly 
from the steel mills. 

In addition to the increased direct cost of steel, there is the element 
of indirect costs—the higher prices for machinery, equipment, build- 
ings, transportation services, etc. which may be expected to result 
from the increase in their most important component material. 
Although no estimate can be made for these higher indirect costs, 
it is safe to say that the aggregate effect of the July 1957 rise in steel 
prices on American consumers will substantially exceed in magnitude 
— $540 million direct increase in the cost of steel as it leaves the 
m 


% Wall Street Journal, July 1, 1957. 











Cuapter III 
COSTS AND PRICES 


Where prices are administratively set and maintained through price 
leadership, the price leader usually tends to rationalize a change in 
price on the basis of a change in his costs. His very role of leader 
deprives him of the argument that he was merely meeting a com- 
petitor’s price. In these circumstances it is not surprising to find 
that a very large part of the exposition by U.S. Steel revolved around 
alleged increases in costs which were said to have made the price 
increase necessary. 


THE POSITION OF U. S. STEEL 


In its press release announcing the price increase effective on July 1, 
1957, the corporation conveyed the impression that the higher prices 
were due to a rise in costs resulting primarily from wage increases 
granted pursuant to the company’s agreement with the United 
Steelworkers of America: 


Increases in wages and benefits that were provided for 
in its 3-year labor agreement reached with the United Steel- 
workers of America last summer will take effect beginning 
next Monday, July 1, U. S. Steel Corp. announced today. 

The increases occurring on that date will raise U. S. 
Steel’s employment costs about 6 percent to an alltime high. 

An accompanying increase averaging about 4 percent in its 
carbon and alloy steel prices was announced at the same time 


by U.S. Steel. ? 


According to Mr. Clifford F. Hood, president of U. S. Steel, the 
July 1 adjustments in wages and other benefits amounted to 21 cents 
per hour, raising the average hourly employment cost for wage em- 
ployees engaged in steel production to $3.52. 

Mr. Hood referred, in the press release, to increases in all other 
costs in terms of “‘the inflationary pressures that have been accom- 
panying wage increases in recent years.’”’ He stated that the com- 
panyie total costs “per employee hour’’ had risen by 284 percent 

etween 1940 and 1956, while prices of finished steel mill products 
had increased by only 138 percent: 


The difference between this increase in total costs and the 
smaller increase in prices has been absorbed by U. S. Steel 
over the years through greater efficiency of operation, 
intensive cost reduction, the expenditure of billions of 
dollars on modernization and improvement of our facilities, 
and partly by a decline in the profit rate. ? 


U.S. Steel amplified this explanation for the July price increase in 
the course of the subcommittee’s hearings. Mr. Robert C. Tyson, 


: =e Steel press release, June 28, 1957, Hearings on Administered Prices, pp. 945 ff. 
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chairman of U. S. Steel’s finance committee, stressed the effects of 
“wage inflation’ in his prepared statement. According to Mr. 
Tyson: 
The biggest cost we incur, as may be noted in exhibits I and 
Il, in providing goods and services to customers is our 
employment cost—what we have to pay to or for our em- 
ployees. In 1956 this one cost alone was 39.7 percent of our 
sales. * 


Mr. Tyson buttressed his argument on wage inflation with two 
charts (U. S. Steel exhibits III and V).* The second of these charts 
compared the trend in employment costs since 1940 to the “trend” in 
profits of the company. The value of this analysis is questionable: 
Mr. Tyson compared an index of total employment costs to profits 
expressed as percentages of sales, rather than to an index of total 
profits. 

The corporation’s exhibit III illustrated the increases in employ- 
ment costs and total costs ‘‘per employee-hour” since 1940. The 
measure of costs per employee-hour resembles a series used by the 
union on profits per man-hour. In both, the denominator is essen- 
tially the same—man-hours. In the former the numerator is costs, 
in the latter profits. Since technological progress will tend to con- 
stantly lower man-hour requirements, it follows that if everything else 
remains constant, both series will rise; the significance of such in- 
creases, reflecting nothing more than a shift from labor to capital 
resources, is something less than apparent. To be meaningful, both 
the costs and profits should be related to the product sold by the 
industry, which in this case is tons of steel. Unlike law firms or 
consulting engineers, what the steel industry sells is steel, not man- 
hours. 

In response to questions from members of the subcommittee, the 
spokesman for United States Steel clarified the nature of employment 
costs: such costs include all wages, salaries and fringe benefits paid by 
the corporation, including compensation of executives and directors. 
A supplementary statement submitted to the subcommittee empha- 
sized United States Steel’s position that the July 1, 1957 rise in em- 
ployment costs resulted ‘‘directly or indirectly from the agreement 
with the United Steelworkers of America.” * The figure of 21 cents 
per hour for the size of this increase represents the combined effects of 
pay adjustments under the union contract together with simultane- 
ous—and more generous—adjustments in the compensation of em- 
ployees not covered by the contract. Company personnel policy in 
this respect is stated in the supplement: 


It has been our practice to maintain a relationship with 
other employees when there are general increases occasioned 
by contracts with as large a proportion as 77 percent of the 
employees.® 


U. S. Steel has estimated that the increase of 21 cents per hour in 
employment costs will raise production costs by $3.50 to $4 per ton 
of finished steel.’ 


3 Hearings on Administered Prices, p. 242. 

4 Tbid., pp. 255 and 157. 

5 Hearings on Administered Prices, appendix, p. 1026. 
6 Idem. 

1 Ibid., pp. 262, 302. 
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Employment costs are one element of total costs of production. 
According to U.S. Steel, the company’s experience proves that other 
costs of production (apparently including taxes) rise when employ- 
ment costs rise. Mr. Tyson said: 


The products and services currently purchased from others, 
the plant and equipment purchased, the taxes paid—all have 
embodied in them the paralleling wage inflations * * *. For 
each dollar that our employment costs increase, our total 
costs increase by over $2.8 


Mr. Roger M. Blough, chairman of the board, supported Mr. Tyson’s 
contention. Mr. Blough stated that employment costs per employee 
hour have risen by an average of 8.1 percent a year since 1940, while 
total costs have increased by an average of 8.8 percent a year. On 
the basis of a 6-percent rise in employment costs on July 1, 1957, he 
expected a rise in total costs of 6.5 percent.° 

n short, it appears to be the position of the corporation that the 
July 1 increase in employment costs plus anticipated increases in 
other costs will raise the total cost of producing finished steel by $7 or 
$8 a ton at least. According to Mr. Blough, a price increase of $9 or 
$10 a ton on July 1 would have been “entirely justified” in the light 
of the company’s experience.’ The implication is plain that the 
actual increase of $6 per ton will fail to cover increased total costs. 


THE LONG-TERM TREND OF UNIT LABOR COSTS AND PRICES 


The relationship between the price increase in July 1957 and the 
wage increase arising from the provisions of the second year of the 
contract between the steel companies and the United Steelworkers of 
America can best be viewed against the background of the long-term 
trends of unit labor costs and prices. 

Assuming reasonably competitive conditions, it would be presumed, 
on the basis of generally accepted economic considerations, that over 
a long-run period changes in prices would generally reflect changes in 
unit labor costs. The expectation would be that as technological 
improvements increased the productivity of labor and lowered unit 
costs, prices would also decline. The more efficient firms would be 
expected to adopt the improvements and reflect them in their prices, 
forcing their less efficient competitors to improve their operations or 
disappear from the market. Conversely, if because of labor organiza- 
tions or other factors hourly earnings were driven up more rapidly than 
the increase in man-hour productivity, the resultant rise in unit labor 
costs would tend to force prices up. 

The accompanying chart shows the trends of unit labor costs and 
prices for the period 1919-56 (omitting the war years of 1942-46); 
the base period is 1947-49. Immediately following the end of World 
War I both unit labor costs and prices fell precipitously, reaching a 
low point in 1922. This sharp decline represented a combination of 
(a) the readjustment from the abnormal heights reached by both 
wages and costs during the war, and (6) the short but severe postwar 
depression. 

§ Ibid, p. 244. 


* Hearings, p. 297. 
10 Hearings, p. 305. 
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Following a sharp rise in both labor costs and prices as the economy 
recovered in 1923, both series turned downward. Thereafter they 
underwent a gradual but persistent decline which extended through 
the twenties into the bottom of the depression in 1933. Whether 
lower prices expanded output, thus tending to reduce costs, or whether 
the lower costs brought about the lower prices, the fact is that during 
the prosperous years of 1923-29 both series were on the decline. 
Although both indexes continued to move downward during the 
1929-33 depression, the decline in costs was considerably more pro- 
nounced than the price decrease. With the beginning of the recovery 
period both indexes moved upward after 1933, only to be once again 
arrested by the 1938-39 recession. 

In the years immediately following the end of World War II both 
series moved sharply upward. In 1950, however, there occurred the 
first of two interruptions in the generally upward movement of unit 
labor costs, which, however, was not accompanied by a decrease in 
prices. During the years 1953-54 both costs and prices moved up 
together in a remarkably parallel manner. In 1955, however, there 
took place the second interruption in the upward trend of costs, which 
again was not accompanied by a decrease in prices. Although the 
unit-cost series again moved upward in 1956, a substantial deviation 
had developed by that time between the cost and the price indexes. 
As compared to the 1947-49 average, the price index by 1956 had 
risen by 58.2 percent; the labor cost index by only 28.3 percent. 

As can be seen from an inspection of the chart, at no time in the 
entire 37-year period had there existed a deviation of anything 
approaching this magnitude between the two series. This is not to 
say that differences in trend did not exist in previous years. Thus, 
during the 1929-33 depression the decline in unit labor costs was 
substantially greater than the fall in prices. Contrariwise, the 
increase in the cost series following the post World War I depression 
was noticeably sharper than the increase in prices. But these differ- 
ences are overshadowed by the deviation which bas developed in 
recent years—a deviation that is the product of (a) the irregular rise 
in the unit labor cost series characterized by actual decreases in 1950 
and 1955 (as well as relative stability in 1952), and (6) the sharpness 
and continuous character of the post-World War II price advance. 

On the basis of the behavior of prices and unit labor costs during 
recent years the expectation, assuming all other factors to be con- 
stant, would be that net profits per ton of steel would tend to increase. 
That this expectation has been borne out is indicated in the followin 
tables which shows U. S. Steel Corp.’s net profits per ton of stee 
from 1920 through the first 9 months of 1957 (again omitting the 
war years of 1942—46)." 

11 Comparable data are not available for the industry as a whole, and therefore the figures for U. S. Stee 
are used merely as a rough indicator of trends. They have an important value in that the company’s 


activities in industries not directly involved in steel production are understood to have only a negligible 
effect upon the corporation’s overall showing. 
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TaBLe V.—U. S. Steel Corp.—Net income (after taxes) per ton of steel products 
shipped, 1920-57 
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By 1955 the corporation’s profits per ton had reached the then 
all-time high of $14.51 per ton. They remained virtually unchanged 
at this level in 1956 ($14.56) but in the first 9 months of 1957 reached 
a new high of $18 per ton. These figures can be compared with a 
weighted average annual profit per ton of $6.90 during the 1920’s, 
$1.84 during the 1930’s, and $6.78 during the 1940’s (omitting the 
war years). 

Unit profits, of course, are not determined entirely by the margin 
between unit costs and prices. They are also influenced by changes 
in the product mix (i. e. the proportion of higher-profit to lower-profit 
products), and in an industry, such as steel, where fixed costs rep- 
resent an important proportion of total costs, by the rate of produc- 
tion. The influence of the rate of production can be seen in the profit 
figure for 1929 of $11.75 which, until 1955, represented the corpora- 
tion’s all-time high (except for the World War I years of 1915 and 
1916). The indexes of unit labor costs and prices bore about the same 
relationship in 1929 as in previous years. Assuming no substantial 
change in the product mix, the sharp rise in profits in that year must, 
therefore, be attributed largely to the increase in production. 

Recognizing that profits per ton reflect other factors such as those 
mentioned, it is still of interest to note that the widening margin in 
recent years between labor costs and prices has been accompanied by 
a sharp rise in profits per ton. 


WAGE-COST RELATIONSHIPS IN JULY 1957 


The subcommittee devoted considerable time during the hearings 
to the effect of increases in wages and other costs on the total cost of 
producing steel. The three steel companies which participated in 
the hearings declined to present any satisfactory data on their unit 
steelmaking costs. Faced with this refusal to provide data, the sub- 
committee can only make such estimates as are possible from published 
reports and the limited information which the steel companies were 
willing to supply for the record. The first step is to examine U. S. 
Steel’s estimates. 

Almost all data available on U. S. Steel are expressed as aggregates 
or averages for the corporation as a whole. Universal Atlas Cement, 
for example, is a wholly owned subsidiary whose sales, costs, and 
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employment are consolidated in U. S. Steel’s annual reports. The 
corporation presumably derives some revenue from the sale of by- 
products from its coke ovens. The costs of mining and of operating 
railroads are also consolidated. It is not possible, therefore, to make 
precise calculations of costs per ton of steel products, nor average 
revenue per ton of steel shipped. In the main, however, U. S. Steel 
has also used these aggregates, so the lack of precision in the sub- 
committee’s calculations is no greater than that in the corporation’s 
own presentation. Moreover, the corporation’s officials emphasized 
that the exclusion of its activities which are not part of the steel- 
oe process would have little effect upon the corporation’s overall 
gures. 

The impact of the July 1 wage increase on the production cost per 
ton of finished steel depends upon two factors, the rise in hourly 
compensation and the number of man-hours of labor required per ton 
of steel. 

AMOUNT OF THE WAGE INCREASE 


There is a substantial difference between the estimate submitted by 
U.S. Steel and that of the United Steelworkers as to the amount by 
which wages were increased under the provisions of the second year 
of the contract between the steel companies and the union. According 
to U. S. Steel the effect of these provisions was to increase wage costs 
by 21 cents per man-hour. The comparable figure presented by Dr. 
Otis Brubaker representing the United Steelworkers was 16.4 cents.” 

The subcommittee does not possess, and indeed was unable to 
secure, the basic data which would permit a definitive resolution of 
this difference. However, an analysis of the composition of each of 
these estimates suggests that the figure submitted by the company 
is somewhat excessive. 

In the first place the corporation’s estimate includes not only the 
increase granted to the members of the union but also the increases 
allowed to all other employees. Supplementary information pro- 
vided by the corporation disclosed that the 21-cent figure is a weighted 
average of benefits extended to 161,500 members of the United Steel- 
workers, estimated at 19.4 cents per hour, and simultaneous increases 

ranted to 47,600 other employees, estimated at 26.6 cents per hour.” 

he union estimated that other employees would receive the same 
cents-per-hour adjustments as union members. Instead, nonmembers 
of the union received increases which averaged 37 percent more than 
the increases called for under the union contract. This may be 
excellent personnel policy, but there is some question as to the pro- 
priety of charging the cost of such a policy to the union agreement. 

In the second place, the company’s estimate of 2.6 cents for Sunday 
and holiday premium pay seems high. The comparable figure sub- 
mitted by Dr. Brubaker for this item was 1.9 cents. The corporation, 
in reply to an inquiry from the subcommittee, indicated that it 
expected to operate in the last half of 1957 at a rate of approximately 
85 percent of capacity. The question arises as to how much Sunday 
and holiday work is required when operating at this rate. It should 

12 Hearings on Administered Prices, p. 462. The union submitted a memorandum of August 6, 1957, 
which estimated the increase to be equivalent to 16.9 cents per hour (appendix pp. 1018-1020). Dr. Brubaker 
in his testimony revised this figure downward to 16.4 cents, 

18 Hearings on Administered Prices, appendix 1026, 1027. The corporation granted the same percentage 


adjustment (5.8 percent) to nonmembers of the steelworkers, who averaged $4.59 an hour in the second 
quarter of 1957, as it did to the members of the union, who averaged $3.36 an hour during the same quarter. 


99345—58——4 









40 ADMINISTERED PRICES—STEEL 


be emphasized that what is relevant here is not what the operating 
rate may turn out to be, but what the company assumed it would be 
at the time it made the price increase and attributed the higher prices 
to higher costs. 
Finally, the corporation’s estimate appears to be excessive for | 

| 

i 





































another component, ‘‘pension and social security cost.’’ Social 
security taxes are levied only on the first $4,200 of an employee’s 
income; prevailing wage rates in the steel industry suggest that the 
majority of the company’s employees were above this level before 
the pay increase. In view of this and the use of experience rating for 
unemployment taxation, the union’s estimate of 0.2 cent per hour for 
this element appears to be more realistic than the company’s 1.3 
cents. Social security costs and the premium item above comprise 
two-thirds of the total difference between the steel company’s figure 
of 19.4 cents and the union’s estimate of 16.4 cents. The remaining 
penny’s variation reflects differing estimates of the impact of the 
wage increase on vacation pay and pay for Sundays and holidays not 
worked. 

For the purpose of trying to ascertain how much of the price increase 
has in fact been due to the wage increase required under the contract, 
it should be obvious that the starting point for discussion should be 
U. S. Steel’s estimate of benefits extended to the members of the 
United Steel Workers, 19.4 cents, and that this figure, itself, appears 
to be excessive. 

OUTPUT PER MAN-HOUR 


Considerable time was also expended in trying to obtain a reasonably 
accurate figure for the second variable—man-hour requirements per 
ton of steel in 1957—required to estimate the effect of the wage in- 
crease on costs. U.S. Steel furnished two figures: 19 hours for 1954 
(at an average operating rate of 73.2 percent) and 16.5 hours for 1955 
(at an average operating rate of 90.8 percent).’* ‘The corporation 
declined to furnish any data for 1956, on the logical ground that strike 
conditions made this an unrepresentative year. Calculations made 
by the subcommittee staff on the basis of data reported by the Ameri- 
can Iron and Steel Institute indicate that the average number of man- 
hours per ton of steel shipped throughout the industry was 15.9 in 
1956 and 15.2 man-hours for the first half of 1957. 
U. S. Steel’s position is that average figures for the industry are 
inapplicable in view of the degree to which the company’s operations 
are integrated. On the other hand, it would appear that the sheer 
bulk of U.S. Steel’s output in the industry total would tend to prevent 
too great a divergence between estimates for U. S. Steel and for the 
industry asa whole. In fact, if an allowance is made for productivity 
changes since 1955, a reasonable man-hour-per-ton estimate for 1957 . 
for U. S. Steel would not be far from the industry average. | 
Mr. R. Conrad Cooper, U. S. Steel’s vice president for administra- 
tion planning, furnished a printed statement concerning productivity | 
trends within the corporation to the subcommittee.” According to | 
Mr. Cooper, productivity in terms of output per thousand man-hours | 


4 Thid., p. 998. 
18 R, Conrad Cooper, Productivity in U. S. Steel, Hearings on Administered Prices, op. cit., pp. 1131ff. 
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increased at an annual rate of 2.9 percent between 1950 and 1956.'° 
Since U. S. Steel itself has taken the position that 1956 is not a repre- 
sentative year for this type of estimate, it is desirable to eliminate 
that year in calculating the growth in productivity. On the basis of 
Mr. Cooper’s figures (exhibit III of his statement), it appears that 
output per thousand man-hours rose at an average rate, compounded 
annually, of 3.5 percent a year from 1950 through 1955. 

If this latter growth rate is applied to the 1955 man-hour-per-ton 
figure of 16.5, supplied by U. S. Steel, the result is a 1957 estimate of 
15.4 man-hours per ton, a figure which is close to the industry average 
computed for the first half of 1957. 

It is obvious that the impact of the July 1957 wage adjustments on 
the cost of steel per ton, as well as the margin between increased labor 
costs and the $6 per ton rise in prices, depends upon which set of esti- 
mates is selected. Mr. Blough states that his employment costs have 
risen by $3.50 to $4 per ton as a result of the July pay raises.” At 
the other extreme, Dr. Brubaker estimates the impact on the industry 
as a whole at $2.49 a ton. 

U. S. Steel’s estimate of 19 man-hours per ton seems to be unreal- 
istic as a possibility for 1957, based as it is upon 1954 operations at a 
low rate of capacity. Similarly, U. S. Steel’s figure of 21 cents per 
hour appears to be unreasonably high for reasons indicated above. 
The range of possible cost increases per ton of steel, using more real- 
istic estimates, is shown in the table below: 


TaBLE VI.—Comparison of estimates of cost increases of finished steel resulting 
from July 1957 wage and fringe adjustments 





Increased cost} Difference 
per ton from $6 





1, On basis of 19.4 cents per hour (assuming that all employees received same 
increases as those estimated by U. S. Steel for union members under 
contract): 

(a) At 16.5 hours per ton 

(b) At 15.4 hours per ton 

(c) At 15.2 hours per ton 
2. On basis of union’s estimate of 16.4 cents per hour: 
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(6) At 15.4 hours per ton... 

(c) At 15.2 hours per ton 
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Notes: (a) U.S. Steel figure reported for 1955, 
(b) U.S. Steel 1955 figure adjusted for annual productivity increase of 3.5 percent to 1957. 
(c) Industry average, first half of 1957, based on AISI data. 


A reasonable guess as to the magnitude of increased labor costs 
which have arisen from the July 1957 adjustments in wages and other 
benefits, would fall somewhere between $2.50 and $3 per ton of 
finished steel. The margin between such a figure and the $6 per ton 
increase in steel prices would lie between $3 and $3.50 per ton. This 
would be available to cover increases in costs other than employment 
costs. 

16 According to Mr. Cooper, the growth in productivity from 1902 through 1911 was negligible; from 1911 


through 1940, there was a progressive increase of 2.5 percent annually; from 1940 through 1950, 2.6 percent; 
and from 1950 through 1956, 2.9 percent. 


1? Hearings on Administered Prices, op. cit., p. 292. 
18 Tbid., p. 479. 
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OTHER COSTS 


As stated above, U. S. Steel judges that every increase of $1 in its 
employment costs will be accompanied by an increase of more than 
$2 in total costs of production. ‘Thus in arriving at its price decision 
in July 1957, the corporation must have anticipated increases in costs 
other than labor on the order of at least $3.50 to $4 per ton of steel. 
As in the case of labor costs, the examination of this assumption has 
had to be carried out without the benefit of unit cost data which 
would have provided a definitive answer to the question. 

Mr. Tyson presented evidence to the effect that products and 
services bought by U. S. Steel amounted to 35.2 percent of sales and 
38.3 percent of total costs in 1956.'* These figures were taken from 
the consolidated income statement of the corporation. 

The 1954 Census of Manufactures shows materials consumed by 
blast furnaces and by steelworks and rolling mills. In 1954 the steel 
industry consumed $1.2 billion worth of fuel. Two-thirds of this 
amount represents the value of coke utilized in that year. U. S. 
Steel owns its own coal mines and operates its own coke ovens. In 
Mr. Blough’s words, ‘‘We don’t buy very much coke any more.” ”° 
Changes in coke costs, in other words, could not affect U. S. Steel’s 
estimates of “products and services bought’’ from outside suppliers. 
Nearly all of the remaining fuel costs are attributable to gas, elec- 
tricity and fuel oil. According to Mr. Blough, electricity and gas 
went up very little between July 31, 1956, and June 30, 1957.7", This 
leaves fuel oil, which represents about 10 percent of the industry’s 
total fuel consumption, as the only fuel item subject to price increases 
which might have affected the corporation’s July 1957 price decision. 

For blast furnaces, four-fifths of the raw materials consumed are 
found to be iron ore and relatively small amounts of manganese ore 
and purchased scrap. A significant portion of the ‘‘all other’ cate- 
gory must be coke. Since U. S. Steel is virtually self-sufficient in 
meeting its iron ore and coke requirements, cost increases for these 
products would be reflected primarily in the “employment” and 
“wear and exhaustion” categories of the corporation’s consolidated 
income statement, rather than in “products and services bought.’’ 
Imported manganese ore did rise in price before July 1, 1957, but 
since this item amounted to only 4.3 percent of the value of materials 
used in blast furnaces in 1954, it could have had little influence on 
total steel costs. 

The principal materials used in steel works and rolling mill opera- 
tions are pig iron ($2.1 billion worth in 1954) and scrap ($551 million 
worth of purchased scrap was used in 1954). The next largest items 
shown in the 1954 census were ferromanganese, valued at $146 
million, and iron ore, $94 million. The cost of other materials used 
was small in comparison to these items. U.S. Steel secures its pig iron 
and ferromanganese from its own blast furnaces and mines ‘ts own ore. 
Thus for both blast furnace and steelmaking operations, the major 
element of purchased materials appears to be iron and steel scrap. 

Cost of purchased scrap constitutes a major expense in the steel 
industry, as noted by National Steel in its 1956 annual report: 

19 [bid., p. 254. 


20 Tbid., p. 393. 
21 Ibid., p. 393. 
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A factor of great importance has been the marked increase 
in the cost of steel scrap. Starting in January from a level 
already high in comparison with previous averages, the 
prices of this vital raw material advanced to an all-time peak 
in December 1956. Although there has been some decline 
since then, prices remain very high and as scrap is a sub- 
staitial component of.all steel produced, the effect on 
operating costs is of major importance. 


Mr. Blough also explained that the rise in scrap prices ‘‘in the Jast 90 
days’’ was a factorio U.S. Steel’s decision to raise prices in July 1957.” 

it is true that scrap prices were higher at the end of June 1957 than 
they had been 90 days earlier. This, however, represented a partial 
and temporary recovery from the sharp slump in scrap prices during 
the first quarter of the year.’ The price of scrap at the time that 
the company announced its 1957 base price increase was lower than it 
had been at the date of the industry’s earlier base price adjustment in 
August 1956. Furthermore, scrap prices were declining again on 
July 1, 1957, and have continued to declive since that date. 

The subcommittee staff has made an effort to estimate the effect of 
declining scrap prices upon steelmaking costs.* The estimate was 
originally made in terms of Bethlehem, but it is probably equally 
applicable to U.S. Steel. Bethlehem provided data on its consump- 
tion of purchased scrap from 1952 to 1956 and its production of 
finished steel. U.S. Steel disclosed to the subcommittee the average 
prices it had paid for scrap in each of the years 1954 through 1956. 
It is assumed that Bethlehem pays about the same price for scrap as 


does U. S. Steel. Bethlehem’s consumption of scrap each year was 
22 Tbid., 
33 See chert it ibid. -» P. 1400. 
% For procedural details of the estimate, see ibid., pp. 662-665: 


Estimated reduction in cost of making steel by Bethlehem resulting from fall 
in price of scrap 


| 





. Production Purchased Average Computed | Cost of pur- 
of finished scrap price paid cost of pur- | chased scrap 
steel consumed for pur- chased scrap | consumed 
Year products (Bethlehem) | chased scrap | consumed for ton of 
(Bethlehem) (U. 8. Steel) finished steel 
(1) (2) (3) (4) (5) 
Dollars per Thousands Dollars per 
1,000 tons 1,000 tons ton of dollars ton 
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1 September. 
DATA AND ASSUMPTIONS 


1, Production of finished steel products, Bethlehem—1952-56, as reported in Moody’s Industrial 
Manual, 1957, p. 2458. 1957 from Bethlehem. 

2. Purchased scrap consumed—1952-56 from Bethlehem by letter 1957, estimated from average 
ratio of purchased scrap consumed to production of finished steel products. 1952-56 (25.54 percent). 

3. Average price paid for purchased scrap—1954-56, U. 8. Steel data, as reported to the subcom- 
mittee by letter. It is assumed that Bethlehem and U. 8S. Steel will pay approximately the same 
price for purchased scrap. 1957 current, derived from 25 percent drop in American Metal Market’s 
composite price for No. 1 heavy melting scrap from 1956 average to October 1957; this percentage 
reduction applied to average buying price for 1956 for U. S. Steel. 

4, Computed cost of purchased scrap consumed: Data in col. 2 multiplied by data in col. 3. 

5. Cost of purchased scrap consumed per ton of finished steel: Col. 4 divided by col. 1. 
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multiplied by these average prices. The resultant total expenditures 
for scrap each year were divided by production figures, yielding the 
estimated cost of scrap per ton of steel produced, 1954 through 1956. 

The price of scrap to U. S. Steel and Bethlehem was estimated to 
be about $34 a ton in September 1957. This figure was determined 
by applying the percentage decline in open market scrap prices from 
the 1956 average to September 1957 to the average price paid by 
U.S. Steel in 1956. On this basis the cost of scrap per ton of finished 
steel in September was $8.69, in comparison to an average cost per 
ton of $12.56 in 1956. In other words, the estimated reduction in 
the cost of purchased scrap ($3.87 per ton of finished steel) from 1956 
to September 1957 has been more than enough to offset even a generous 
estimate of the increased labor costs incurred through the July 1 wage 
adjustments. 

Steel industry spokesmen pointed, quite correctly, to the volatility 
of scrap prices; the present decline may well be followed by some 
increase. On the other hand, it was observed that there is generally 
assumed to be a 25-year scrap cycle—that is, between the time a 
finished steel product leaves the mill and the time it returns to the 
furnaces in the form of scrap. To the extent that this is correct, 
there is a relative shortage of scrap at the present time, reflecting low 
levels of steel production in 1932. Steadily rising levels of steel 
production since 1932 may be expected to provide increasing supplies 
of scrap in the next few years, providing a basis for assuming that the 
present decline in scrap prices will not be followed by a return to the 
average prices prevailing in recent years. 

It appears that changes in costs of the other major products pur- 
chased by U.S. Steel for its steelmaking operations do not support the 
company’s statement that ‘‘other costs” rise at the same time as, 
and in an amount equal to, any increase in employment costs. When 
asked for a breakdown of other products purchased by the corpora- 
tion, Mr. Blough mentioned a number of these, but failed to indicate 
their relative importance.™ Among the items he included were: 


Aluminum Electrical goods 
Tin Explosives 

Copper Lubricants 

Zine Chemicals 

Water Machine parts 
Nickel Abrasives 

Lumber Paper products 
Building materials Paints 
Refractories Sulfuric acid 

Mill rolls Rail transportation 
Molds Barge transportation 


Some of these products have risen in price since 1956—for example, 
paints, nickel, paper products, building materials, machine parts, 
rail transportation, and a few others. Some of the increases, in items 
such as machinery and rail transportation, reflect earlier increases in 
steel prices. The cost effect of rail freight rate increases will be 
partially offset by rising revenues for U. 5S. Steel, since its rail sub- 
sidiaries are also common carriers. Higher prices for some products, 
such as paper bags to pack cement, appear to bear little relationship 


% Ibid, p. 393. 
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to steelmaking costs. Other products showed no price change. Sul- 
furic acid, for example, has been quoted at $22.35 per short ton steadily 
from June 1953 through September 1957. The prices of still other 
items in Mr. Blough’s list (copper, zinc, tin, and lumber) were declining 
at the time that Messrs. Blough, Hood, Tyson, and Sentner raised 
the price of steel, and have continued to decline since. In any case 
it is hard to believe that these diverse price movements can have 
caused any sizable increase in steelmaking costs since 1956. 

The consolidated earnings report of the corporation for the first 
9 months of 1957 as compared to the first 9 months of 1956 supports 
this view.” During the first three quarters of 1957, steel shipments, 
dollar revenues, and employment costs were all higher than for the 
comparable period in 1956. “Products and services bought,” how- 
ever, fell by 6.4 percent. In short, the evidence presented by U. S. 
Steel fails to provide any indication that the margin between increased 
labor costs per ton of steel and the $6 per ton price rise since July 1 
will be absorbed by increases in “other costs.” 


RELATIONSHIP OF PROFIT RATES TO PRODUCTION 


®* As a supplemental method of inquiring into the effect of the wage 
increase upon the price increase, an analysis was made of the relation- 
ship between profit rates and the level of steel production in relation- 
ship to capacity or “operating rate,” as it is termed.” With the data 
available at the time of the hearings, it was of course impossible to 
apply this method of analysis to the wage-price increase of 1957; the 

rofit data reflecting the wage-price adjustment in mid-1957 will not 
be available until 1958. 

The method can be applied, however, to the increases in wages and 
prices which took place in August 1956 following the settlement of the 
steel strike. The increase in wages granted at that time was 21 cents 
an hour, the increase in price $8.50 per ton. It is interesting to note 
that the ratio between these increases was similar to that which ob- 
tained in 1957 when the wage increase was 16.5 cents per hour, the 
price increase $6.% If it could be shown that the ratio between 
the wage and price rises in 1956 resulted in a widening of the margin 
between costs and prices, the inference would be that the maintenance 
of the same ratio in the 1957 increases would have a generally similar 
effect. 

The conceptual basis for this approach is that profits are deter- 
mined by three variables: 

1. The ‘‘product-mix.” 
2. The rate of production. 
3. The margin between unit costs and prices. 

Profits will tend to rise if there is a shift in the ‘product mix’’ toward 
higher profit products. Profits will also tend to rise if the rate of 
production is increased, particularly in an industry, such as steel, 
characterized by high fixed costs. If it can be shown, however, that 
neither of these factors was present, the only remaining explanation 
for an increase in the profit rate would be a widening of the margin 
between costs and prices. 

% Moody’s Industrials, November 1, 1957, p. 2120. 


27 This analysis is presented in the hearings on pp. 267-279 and pp. 378-382. In addition, the record con- 
tains a criticism of the analysis submitted, by_U.y8. Steel and a reply thereto by the subcommittee staff 


Pp. 965-968. 
38 If the ratio between 21 cents and $8.50 is 1 to 1, the ratio between 16.5 cents and $6 is 1 to 0.9. 
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If anything, the change in the steel industry’s product-mix between 
1956 and 1957 was toward a lesser importance of the higher profit 
products. The principal change was a decrease in the relative impor- 
tance of cold-rolled steel which has traditionally been regarde 
among the industry’s higher profit type of products. In December 
1956 cold-rolled sheets accounted for 18.4 percent of total shipments 
of all steel products; by May 1957 the figure had fallen to 12.9 
percent.” 

The next question is whether an increase in the profit rate following 
the wage-price advance of 1956 could be attributed to an increase in 
the level of production. This is examined in the accompanying two 
charts. These charts show the relationship between profit rate and 
operating rate for the steel industry in general and for the U. S. Steel 
Corp. in particular. The profit rate is expressed in terms of rate of 
return on stockholders’ investment (net worth) after taxes; ; operating 
rate in terms of ingot production as a percent of capacity.” From 
an inspection of the charts, four principal conclusions emerge. 

(1) A close relationship (or ‘‘fit’”’ as it is referred to by statisticians) 
exists between the operating rate and the profit rate. For both the 
steel industry as a whole and the U.S. Steel Corp. alone, the statistical 
measure of the degree of relationship between the two over the long- 
term period covered by. the charts is relatively high. 

(2) The “break-even” point for both the steel “industry as a whole 
and the U. S. Steel Corp: individually is shown to be slightly below an 
operating rate of 40 percent. That is to say, the industry and the 
corporation tend to move out of the “‘red”’ into the “‘black’’ when pro- 
duction, as a percent of capacity, reaches a level of just under 40 
percent. This is almost identical with an estimate, based on a 
different statistical technique presented to this subcommittee by 
Fred Gardner (to be discussed later). 

(3) The profit showings for the first half of 1957 (adjusted to an 
annual basis) * are not only the highest for any year within this period 
of some 3% decades but, in addition, are substantially higher than 
would be anticipated on the basis of the historical relationship between 
the rate of return and the operating rate. They represent marked 
deviations from the historical relationship. On the basis of this 
relationship, the expectation would be that at an operating rate of 
91.6 percent, which prevailed for the industry as a whole in the first 
half of 1957, the profit rate would be approximately 12 percent. In- 
stead, adjusted to an annual basis, it was 15.8 percent. Similarly, 
for the U. S. Steel Corp. the expectation would be that at the operating 
rate of 92.6 percent, the indicated profit rate would be approximately 

29 Hearings on Administered Prices, op. cit., p. 279. 

30 The source of the profit data is the Federal Trade Commission. For the years 1921-40 the data are based 
on the 10 leading steel producers; for the years 1947-56 the coverage was broadened, though with an insignifi- 
cant effect upon the overall showing, to 30 companies. For the first half of 1957 data were not available for all 
of these oor at ies and the rate used, therefore, was based on the reports of the four largest companies, 
(U. 8. Steel, Bethlehem, Republic, and Jones & Laughlin). As previous reports of the Commission show 
that the average profit rates of the smaller companies tend to exceed the average of the four largest, their 
omission would not be expected to result in an undue upward bias in the figure used for the first half of 1957. 

31 For the steel industry in general the Pearsonian coefficient of correlation was 0.91; for the U. S. Steel 
Corp., 0.88. These figures do not include the observations for the first half of 1957. 

32 It was not assumed that the operating rate in the second half of 1957 would necessarily match that of the 
first half. The analysis was presented simply in terms of what.the annual figures would be if the second half 
was at the same level as the first half. This was all that was necessary in order to show the apparent effect of 
the 1956 wage and price increases. Actually, the aor staff expressed doubt that the operating rate 
achieved in the first half would be maintained in the second half: 

**Mr. Bark. Just for the record, I want to say that I was not eying $e maine peammentiantin bat geensly 
to state what their rate for the year would be if it ran in the last half at the rate that prevailed in the first 


half. I personally question seriously whether they will achieve that level of operating rate.”” (Hearings on 
administered prices, op. cit., p. 451, August 21, 1957.) 
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11.5 percent. Instead, it was 16.4 percent. Indeed, the deviations 
from the historical relationship for the first half of 1957 are the 
greatest on record in the case of both the industry as a whole and the 
corporation. 

(4) The record profit showings for the first half of 1957 were 
achieved despite an operating rate which has been surpassed on 
several occasions in the past. For the industry as a whole the profit 
rate was lower in tne face of a aigher operating rate in 1955, 1953, 
1950, 1948, and 1947. For the U.S. Steel Corp. this was true of each 
of the above years except 1955. In view of the closeness of the long- 
run relationship between the two variables, it is the attainment of 
these profit rates in a period in which the operating rate was below 
the levels of recent years which more than anything else in this 
analysis suggests that tne effect of the wage and price increases in 
1956 was to widen the margin between unit costs and price. 

This conclusion is reinforced by a comparison of the first half of 
1957 with the first half of 1956, adjusted to an annual basis. This 
comparison avoids the problem created by the reduction of output 
for the year 1956 resulting from the strike in July and August. For 
the industry as a whole, the observation for the first half of 1956 
falls on the chart very slightly above and to the right of the observa- 
tion for 1950. (The operating rate is 97.8 percent; the profit rate is 
15.3 percent.*) In other words, the operating rate was higher and 
the profit rate lower than in the first half of 1957. For U. S. Steel 
alone the operating rate in the first half of 1956 was virtually the same 
as in the corresponding period of 1957 (93.7 percent versus 92.1 per- 
cent).** But the profit rate in the earlier period was noticeably lower 
(15.3 percent in the first half of 1956 as compared to 16.4 percent for 
the comparable period in 1957). 

Another method of relating profits to level of output is an in- 
teresting analytical tool for managerial control of costs and profits 
demonstrated to the subcommittee by Mr. Fred V. Gardner, of 
Milwaukee, Wis. Mr. Gardner, a prominent management consultant 
since 1935 and businessman, is the author of “Profit Management and 
Control,” published by McGraw-Hill. In this work he develops a so- 
called break-even type of analysis which he applied to the steel industry 
during the hearings.* 

Working with data contained in a series of corporate annual reports 
as furnished to the Securities and Exchange Commission (which 
frequently show more details than do published reports to stock- 
holders), Mr. Gardner resolves an industrial company’s total cost 
into standby or fixed costs and variable costs. The essential dif- 
ference is that the former do not fluctuate with output, whereas the 
latter do. The concept of standby costs here is much broader 
than the conventional concept of fixed costs. The conventional 
concept consists largely of depreciation and such contractual costs as 
rentals and interest payments. The standby costs include all these 
as well as management salaries, the pay of supervisory and mainte- 


33 To be comparable with 1957, this particular profit rate is based on the showings of the four largest 
companies. 

% Primarily because of a wildcat strike shutting down its Tennessee Coal and Iron division which began 
in April and extended into the general strike, the operating rate of U. S. Steel was lower in the first half of 
1956 than that of the industry as a whole. 

%$ During the hearings before the Tem popes National Economic Committee, Prof. Theodore O. Yntema 
pan a break-even analysis on behalf of the U.S. Steel cre: Mr. Gardner assisted Professor Yntema 

the preparation of U.S. Steel’s study in 1939. (Temporary National Economic Committee, 76th Cong., 
3d sess., hearings, pt. 26, op. cit., p. 13777, January 1940.) 
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nance employees who would be retained through temporary shut- 
downs, salaries of sales and office personnel, and various other over- 
head expenses which are substantially invariant with output of finished 
goods. The variable costs include the pay of production workers, the 
costs of purchased materials, supplies, fuel and power, containers, 
etc., and such overhead items as do fluctuate with the level of 
operations. 

The technique is worked out on graph paper, the horizontal axis 
representing annual sales, the vertical axis representing both costs 
and sales. The first step is the plotting of the total costs on the verti- 
cal axis, against total sales on the horizontal axis, for each of a num- 
ber of years. These plotted points will be found to be generally along 
a line which rises as sales rise. The level of standby costs is the point 
at which this line, projected back to the vertical axis, intersects with 
that axis. 

The second step is the plotting of the total sales line which begins 
at zero on both axes and passes through the intersection of equal values 
on both axes, having a slope of 45° in a chart with equal scales. The 
breakeven point is the intersection of the sales line and the cost line. 

To the left of the break-even point, total costs are above total sales 
receipts, and operations are at a loss. At the intersection, costs and 
receipts are exactly equal, representing zero return. To the right of 
the break-even point, receipts are above costs, and profits are earned. 
The vertical spread between the two lines measures the dollar amount 
of profit (or loss) at any dollar volume of sales. The width of the 
profit spread, or profit ‘“‘pickup”’ as he calls it, is determined by the 
angle between the cost line and the sales line.** 

In its presentation to the TNEC, U. S. Steel Corp. showed its 
break-even point in 1937 as 63.3 percent of sales. The Gardner 
analysis, based on 1956, showed their break-even point at 44.3 percent 
of sales. At the time the $6 steel price increase was announced in 
July 1957, Mr. Gardner revised his analysis to show the effect of the 
higher prices. He then computed the new break-even point to be 
38.6 percent of sales. 

The third quarter financial report of U. S. Steel was released the 
afternoon before Mr. Gardner’s appearance before the subcommittee, 
and carried in the Wall Street Journal the morning of his appearance. 
His calculations that morning showed that the break-even point had 
been lowered even more than he had anticipated; in the third quarter 
it had fallen to 37.5 percent of sales. 

The break-even analysis, in addition to sales, can also be made in 
terms of capacity. Since sales were less than capacity, the break-even 
point was at an even lower percentage of capacity. Making a quick 
estimate, based on his 37.5 percent of sales and U. S. Steel’s reported 
operating rate of 81.1 pence, Mr. Gardner concluded that the third 
quarter showed a break-even point of around 32 percent of capacity. 

Mr. Gardner expressed the view that a break-even point in the 
vicinity of 35 percent was too low for the public interest. A break- 
even point which would represent a “‘sound, healthy situation’? would 
be between 50 and 65 percent. The average of all United States 
industry he had found to be 49.8 percent. In 25 years of computing 

3 The profit figures used by Mr. Gardner are profits before taxes. He finds it simpler to deduct taxes at 
the end of the analysis than to allow for their effect within the analysis. To apply the analysis to any par- 


ticular time period or set of conditions, Mr. Gardner adjusts the standby costs to reflect current depreciation 
charges, and adjusts slope of the variable cost line to reflect;current or predicted variable unit costs. 
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break-even points for 1,500 companies, U. S. Steel’s present break- 
even point, he said, is the lowest he has ever encountered. 

The significance of this type of analysis to the point at issue here 
is to be found in the decline in the break-even point of U. S. Steel 
following the wage-price increases of July 1957.7 The correlation 
technique is the more general and covers a longer period. The break- 
even analysis is the more specific and permits a more precise adjust- 
ment to current conditions. The former showed a higher profit rate 
at a lower operating rate following the wage-price increases of August 
1956, suggesting that the price increase exceeded the wage increase. 
The latter showed a decrease in the break-even point following the 
wage-price increases of July 1957, suggesting again that the price 
increase exceeded the wage increase. 

In addition, by two independent methods, U.S. Steel is shown to 
be able to cover its costs at an operating rate below 40 percent of 
capacity and to make very satisfactory profits while a substantial 
portion of its capacity lies idle. 

37 Mr. Gardner was of the opinion that U. S, Steel could now lower its prices 10 percent and still have a 


break-even point of less than 65 percent of their going sales volume. Operating as they were above 80 per- 
cent of capacity, this would still leave this break-even point at above 50 percent of capacity. 
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Cuapter IV 
THE DEMAND FOR STEEL 


In addition to his costs, the price-maker in an administered price 
industry can be expected to give consideration to the question of 
demand. Problems arise when he sets his price at a level significantly 
differently from that which would be established by the interaction of 
supply and demand forces in a free market. If he establishes his 
price at too low a level, he fails to maximize his profitmaking possibili- 
ties, which in turn may impede the flow of needed resources into the 
industry. If he establishes his price at too high a level, the fall in 
demand might reduce his operations below the level of maximum 
profitability, and in the process bring about a curtailment of output, 
reduction of employment and loss of purchasing power. When in an 
industry of the size and pivotal importance of steel the price is set at a 
level well above what the market can support, the injurious effects 
may be far-reaching not only for the industry itself but for the entire 
economy. 

REPLIES TO QUESTIONNAIRE 


Because of its obvious importance to the manner in which prices are 
administered in the steel industry, the 10 major steel companies were 
asked to provide information as to their expectations of the future 
demand for steel. Specifically, they were asked to provide the sub- 
committee with— 


Such market studies or analyses of future market condi- 
tions as entered in or played a part, directly or indirectly, in 
your company’s decision to raise prices in July 1957 or, if no 
such studies existed at that time, a written statement of 
the expectations of future market conditions at the time 
the price increase was made.! 


In answer to the question, none of the companies provided any 
“market studies or analyses of future market conditions * * *”, 
Several did not even provide “‘a written statement of the expectations 
of future market conditions at the time the price increase was made.”’ 
Thus, the full reply of National Steel Co. is as follows: 


No specific market studies or analyses, but costs in general 
had increased and were expected to continue to increase. 


Republic stated simply that— 


We did not make a specific market study in anticipation of 
the price increase made effective July 1, 1957. 


The reply by Armco consisted of a discussion of ratios of ‘‘other costs’’ 
to ‘‘total employment costs,” ending with the statement: 


i TeReneven by the companies to this question, together with the date of the answers, are reproduced in 
appendix A, 
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Having determined the cost increase, we then considered 
current economic conditions and competitive prices in deter- 
mining the prices shown * * *. 


Four other companies contented themselves with brief statements 
to the effect that they expected to operate at or near capacity in the 
last half of 1957. Bethlehem indicated that in the third quarter it 
expected to operate at 92 percent of capacity and in the fourth 
quarter at 98 percent. Inland stated: 


As of July 1, 1957, it was the opinion of our sales executives 
that market conditions would support our operations at or 
close to capacity for the remainder of the year. There is no 
change in our expectations as of this date. 


The position of Colorado Fuel & Iron was that— 


Our expectations for the last two quarters of 1956 for our 
Western division is that we will sell all that we can produce. 
Expectations for our eastern mills are good, but slightly lower 
than for the West. 


Jones & Laughlin stated: 


As we have announced publicly, we anticipate that we will 
operate at 91 percent of capacity during the third quarter 
and at a higher level in the last quarter of this year. 


The reply of Youngstown Sheet & Tube was in slightly more 
detailed form, indicating an expectation that there would be a 


* * * normal increase in demand during September and the 
fourth quarter, particularly as production of 1958 automo- 
biles gets fully underway. With respect to some products, 
such as oil-country goods and line pipe, the demand has been 
consistently strong for some time and near capacity produc- 
tion is expected for the balance of the year. 


Only two companies, Wheeling and U. S. Steel, provided anything 
approaching a description of the probable trend of demand among the 
various steel-consuming industries. Wheeling’s general expectation 
was that: 


* * * fourth quarter demand * * * will be such that our 
furnaces will operate in excess of 90 percent of capacity. 
Furthermore, during this last quarter it is anticipated that 
we will regain our position ahead of the industry average with 
respect to the rate of operations. 


As the basis for this forecast, Wheeling stated: 


The above expectations are predicated on an upturn in 
homebuilding in the early fall, a return to the market of 
appliance and other manufacturers as inventories reach low 
levels and a pickup in automotive requirements for the 1958 
models. 

In summary, indications of increasing demand during the 
remainder of the year permitted Wheeling Steel Corp. to 
raise the prices of certain products on July 1, 1957, as a 
means of defraying increases in the cost of labor, materials, 
and services which have occurred both prior and subsequent 
to July 1, 1957. 

As would have been anticipated, the answer by U. S. Steel was in 
somewhat more detail, although like the others it contrived to discuss 
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demand without any reference to price. In those consuming indus- 
tries in which demand has been strong, such as heavy construction, 
freight-car building and shipbuilding, U. S. Steel saw continued 
“strength.’”? When the 1958 automobile models are put into produc- 
tion, demand for hot-rolled and cold-rolled sheets and several wire 
specialties will experience an upturn. Oil and gas drilling is expected 
to show improvement. Seasonal downturns in residential construc- 
tion and containers were expected to bring about declines in demand 
for the types of steel used by those industries, such as standard pipe 
and tin-mill products. But on balance the general situation appeared 
to be favorable: 

The details of this forecast, when viewed at midyear, are 
substantially as we saw them at the beginning of the year; 
and in our judgment, they indicate that the steel industry 
and the economy will be strong throughout 1957. 


That these forecasts for the latter part of 1957 were somewhat 
optimistic has now become abundantly clear. For the month of 
October ingot production as a percent of capacity was 81 percent; 
for November, 77 percent; and present indications are that for Decem- 
ber it will be in the neighborhood of 66 percent. Moreover, there is 
some evidence that the downward trend may be a continuing one. 
An article in the Wall Street Journal of December 9, 1957, states: 


New production curtailments are hitting the steel industry. 
They could soon send this basic industry’s operations down 
near the lows of the 1954 business setback. 

* * * * * 


In 7 successive weekly declines since mid-October, the 
national steelmaking rate has slumped more than 10 points 
to 72 percent of rated capacity and the end of the drop is not 
in sight if a rash of new curtailments over the weekend is an 
indicator. 

* * * * * 


Worrying many a steel man is the prospect that business 
is going to slip off more before it gets better. 
* a * * * 


Back of this outbreak of output reductions is the continued 
decline in incoming orders and the dimming prospects for im- 
provement. This gradual deterioration is developing in the 
face of earlier general predictions by steel men that the 
fourth quarter would see operations snap back from the third 
quarter, when vacations were widely blamed for cutbacks. 


TRENDS IN STEEL SHIPMENTS TO CONSUMING INDUSTRIES 


The basis for the belief in an upsurge in demand sufficient, in the 
words of one of the steel companies, to have ‘‘permitted” them to raise 
prices seems hard to comprehend. The general trend of steel ship- 
ments to most consuming industries had been distinctly downward 
since the later part of 1956. The accompanying two charts (XI A 
and B) show the trend of steel shipments to 12 selected consuming 
industries from January 1956 to October 1957, the latest month for 
which such data are available. In 1956, shipments to these 12 indus- 
tries accounted for 56.4 percent of total net shipments of steel products. 
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Having determined the cost increase, we then considered 
current economic conditions and competitive prices in deter- 
mining the prices shown * * *. 


Four other companies contented themselves with brief statements 
to the effect that they expected to operate at or near capacity in the 
last half of 1957. Bethlehem indicated that in the third quarter it 
expected to operate at 92 percent of capacity and in the fourth 
quarter at 98 percent. Inland stated: 


As of July 1, 1957, it was the opinion of our sales executives 
that market conditions would support our operations at or 
close to capacity for the remainder of the year. There is no 
change in our expectations as of this date. 


The position of Colorado Fuel & Iron was that— 


Our expectations for the last two quarters of 1956 for our 
Western division is that we will sell all that we can produce. 
Expectations for our eastern mills are good, but slightly lower 
than for the West. 


Jones & Laughlin stated: 


As we have announced publicly, we anticipate that we will 
operate at 91 percent of capacity during the third quarter 
and at a higher level in the last quarter of this year. 


The reply of Youngstown Sheet & Tube was in slightly more 
detailed form, indicating an expectation that there would be a 


* * * normal increase in demand during September and the 
fourth quarter, particularly as production of 1958 automo- 
biles gets fully underway. With respect to some products, 
such as oil-country goods and line pipe, the demand has been 
consistently strong for some time and near capacity produc- 
tion is expected for the balance of the year. 


Only two companies, Wheeling and U. S. Steel, provided anything 
approaching a description of the probable trend of demand among the 
various steel-consuming industries. Wheeling’s general expectation 
was that: 


* * * fourth quarter demand * * * will be such that our 
furnaces will operate in excess of 90 percent of capacity. 
Furthermore, during this last quarter it is anticipated that 
we will regain our position ahead of the industry average with 
respect to the rate of operations. 


As the basis for this forecast, Wheeling stated: 


The above expectations are predicated on an upturn in 
homebuilding in the early fall, a return to the market of 
appliance and other manufacturers as inventories reach low 
levels and a pickup in automotive requirements for the 1958 
models. 

In summary, indications of increasing demand during the 
remainder of the year permitted Wheeling Steel Corp. to 
raise the prices of certain products on July 1, 1957, as a 
means of defraying increases in the cost of labor, materials, 
and services which have occurred both prior and subsequent 
to July 1, 1957. 


As would have been anticipated, the answer by U. S. Steel was in 
somewhat more detail, although like the others it contrived to discuss 
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demand without any reference to price. In those consuming indus- 
tries in which demand has been strong, such as heavy construction, 
freight-car building and shipbuilding, U. S. Steel saw continued 
“strength.” When the 1958 automobile models are put into produc- 
tion, demand for hot-rolled and cold-rolled sheets and several wire 
specialties will experience an upturn. Oil and gas drilling is expected 
to show improvement. Seasonal downturns in residential construc- 
tion and containers were expected to bring about declines in demand 
for the types of steel used by those industries, such as standard pipe 
and tin-mill products. But on balance the general situation appeared 
to be favorable: 
The details of this forecast, when viewed at midyear, are 

substantially as we saw them at the beginning of the year; 

and in our judgment, they indicate that the steel industry 

and the economy will be strong throughout 1957. 


That these forecasts for the latter part of 1957 were somewhat 
optimistic has now become abundantly clear. For the month of 
October ingot production as a percent of capacity was 81 percent; 
for November, 77 percent; and present indications are that for Decem- 
ber it will be in the neighborhood of 66 percent. Moreover, there is 
some evidence that the downward trend may be a continuing one. 
An article in the Wall Street Journal of December 9, 1957, states: 


New production curtailments are hitting the steel industry. 
They could soon send this basic industry’s operations down 
near the lows of the 1954 business setback. 

* * * * + 


In 7 successive weekly declines since mid-October, the 
national steelmaking rate has slumped more than 10 points 
to 72 percent of rated capacity and the end of the drop is not 
in sight if a rash of new curtailments over the weekend is an 
indicator. 

* * * * * 


Worrying many a steel man is the prospect that business 
is going to ‘slip off more before it gets better. 
* * * * * 


Back of this outbreak of output reductions is the continued 
decline in incoming orders and the dimming prospects for im- 
provement. This gradual deterioration is developing in the 
face of earlier general predictions by steel men that the 
fourth quarter would see operations snap back from the third 
quarter, when vacations were widely blamed for cutbacks. 


TRENDS IN STEEL SHIPMENTS TO CONSUMING INDUSTRIES 


The basis for the belief in an upsurge in demand sufficient, in the 
words of one of the steel companies, to have “permitted” them to raise 
prices seems hard to comprehend. ‘The general trend of steel ship- 
ments to most consuming industries had been distinctly downward 
since the later part of 1956. The accompanying two charts (XI A 
and B) show the trend of steel shipments to 12 selected consuming 
industries from January 1956 to October 1957, the latest month for 
which such data are available. In 1956, shipments to these 12 indus- 
tries accounted for 56.4 percent of total net shipments of steel products. 
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It will be seen that up to the time of the steel strike in July, steel 
shipments to a number of industries including automobiles had been 
declining in 1956. Then, immediately before the strike, shipments 
generally turned upward as buyers sought to build up their stocks in 
anticipation of the work stoppage. This was followed immediately 
after the strike by a sharp increase in deliveries, as buyers sought to 
replenish their depleted inventories. After that initial resurgence of 
buying, however, shipments once again generally turned downward. 
This was true to a greater or lesser extent in all of the industries shown 
except automotive, freight cars, and agriculture. In the remaining 
nine, the pattern from the fall of 1956 to July 1957 was one of a 
persistent decline. 

Among the highlights within this general pattern were the extent of 
the decline in 1957 registered by the automobile industry; the sharp 
decrease since the fall of 1956 in shipments to the appliance industry; 
the failure of shipments to agriculture to show in 1957 the seasonal 
upturn in the spring that had taken place in the preceding year; the 
steady and persistent decline in shipments to warehouses which con- 
stitute a source of supply to small metalworking firms in all industries; 
and the extremely abrupt decline in shipments to ordnance. The 
percentage declines in shipments to these industries from October 1956 
to June 1957 are shown in the following table. In analyzing this table 
it should be noted that except for a few fields, notably the automotive 
industry, the sharp increase in deliveries immediately following the 
strike in July and August of 1956 had leveled off as early as October. 
Moreover, deliveries in June 1957 were generally higher than in the 
immediately succeeding months, a developing condition that must 
have manifested itself to the mills through their orders for future 
delivery. 


TaBLeE VII.—Percentage change in steel shipmenis to 12 selected consuming industries, 
October 1956—June 1957 


Bolts, nuts, rivets, and screws 

Appliances, utensils, and cutlery 

Ordnance and other military 

Automotive 

Electrical machinery and equipment 

Forgings (nonautomotive) 

Other domestic and commercial equipment 
Warehouses and distributors (except gas and oil) 
Contractors’ products 

Freight cars, passenger cars, and locomotives______.-.__--------- ee ae 
Barrels, drums, and shipping pails 

Agricultural (except machinery) 

Nowhere among the steel-consuming industries was there evidence 
of countervailing movements of sufficient magnitude to offset signifi- 
cantly these downward trends. Indeed, the only consuming indus- 
tries which evidenced a noticeable increase in steel deliveries during 
this period were oil and gas construction and export trade. The 
tonnages involved, however, were relatively small, shipments to these 
two industries combined representing in 1956 only 7 percent of total 
steel shipments. 

In addition to these downward trends on the demand side, the mills 
were confronted on the supply side with what was in effect a sizable 
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increment to production as compared to 1956. If production was to be 
maintained at a high level of operations in the last half of 1957, an 
outlet would have to be found for the nearly 10 million tons of steel 
products “lost” in the steel strike of 1956.2. It was certainly not antici- 
pated in the middle of 1957 that there would be a recurrence of the 
1956 strike which by slashing deliveries in the third quarter had set 
the stage for the upturn in the fourth quarter; the experience of 1956 
could hardly have served as a precedent for 1957. 

Under these circumstances, the question arises as to where the 
increase in demand which would “snap” the industry back to higher 
levels of operation was to come from. To absorb a high output of 
steel products a rising wave of demand was required. Not only has 
this proved to be not forthcoming; it does not appear to have been 
even a reasonable possibility in June. 

There was little if any likelihood that it would stem from the 
capital goods industries. The Department of Commerce was predict- 
ing no significant increase for the second half of the year.2 The 1957 
level was $2 billion above 1956, but “The rise in costs of capital 
goods accounts for perhaps half of this dollar increase.’? On an actual 
dollar amount, the third quarter projection in June was slightly below 
the second quarter indicated rate, $9,622 million, as compared with 
$9,868 million. To meet the estimate for the entire year, the fourth 
quarter would have to be about the level of the third quarter. The 
gain over 1956 had already been discounted, the future held no 
promise of additional gain. 

Nor was there at that time any serious prospect of a sizable increase 
in defense spending, particularly for items requiring large tonnages 
of steel. The major outlines of the defense budget for 1958 were 
already clear, and no major increases for tanks, ships, ammunition 
and similar heavy steel-using items were included. 

While some small gain in construction was anticipated, the expected 
increase in housing starts was not of the dimensions to bring about 
any major increase in steel requirements. Private housing starts for 
the year were being estimated at the lowest level in 5 years. The 
first half of the year was slightly behind the recent seasonal pattern, 
but the low estimate for the year left little gain for the steel industry 
in the second 6 months of 1957. The Commerce Department was 
certainly not very optimistic about housing: 


The enpety situation has become somewhat more favorable 
for fixed business investment in recent months than was the 
case last fall and winter. This has come about in large part 
because of an easing in demand for housing and selected con- 
sumer durable goods.5 


There would remain only consumer purchases as the last possible 
area of sufficient scope to provide the hoped-for stimulus. But could 
consumer buying be expected to expand in the face of increased prices 
for consumer goods? Indeed, would not the more logical assumption 
have been that the higher prices would depress sales? 

2 The steel strike reduced steel shipments in the third quarter of 1956 by 9,735,313 tons below the second 
quarter level, or 41 percent. 

3U. 8. Department of Commerce, Survey of Current Business, June 1957, p..2. 


‘ Thid., p. 3 
6 Ibid., p. 2. 
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THE RELIANCE UPON THE AUTOMOBILE INDUSTRY 


At the time that the steel companies made their price increase, they 
were relying principally on a consumer goods industry to pull ‘them 
out of their slump. That industry was automobiles, as the following 
excerpts from Iron Age which are representative of the trade press 
comment at the time reveal: 


Steel men believe the worst is over for 1957 * * *. The 
mills’ optimism is based on (1) an expected upsurge in auto- 
motive demand; (2) a reversal of the inventory cutting 
spree; (3) continued strong demand for plates, structurals 
and oil country goods; and (4) a strong export market 
(July 18, 1957). 


* * * * * 


Some steel men foresee a relatively tight sheet market in 
November and December. The forecasts are based on an 
expected buildup in demand from such major users as auto- 
motive and appliances. The auto companies can’t miss 
operating at capacity in the last quarter, says one steelmaker 
(July 25, 1957). 


* * * * * 


For most mills, the upturn in steel demand is a foregone 
conclusion. It’s simply a matter of degree. Some look for 
the break to come late this month. Others are betting on a 
significant pickup in September. It depends to a large extent 


on automotive (August 8, 1957 


The pioneering study of the effect of price changes upon the demand 
for automobiles was an analysis by C. IF’. Roos and Victor von Szeliski 
published by the General Motors Corp.® They estimated that for 
every 1 percent increase in the price, the number of automobiles sold 
would decrease 1.5 percent.’ 

At the time the steel industry was raising its prices in July 1957, it 
was reported in the automobile trade press that the increase in the 
price of the 1958 models over the 1957 models would average around 
4 percent. Using, for the purpose of illustration, the Roos-von 
Szeliski finding, this 4 percent increase in the price of automobiles, 
other things being equal, would be expected to result in a 6-percent 
decrease in their sales. At an annual production rate of 6 million cars, 
this would mean a decrease in sales of 360,000 cars. That this is not 
an insignificant reduction can be seen by a comparison with the sales 
of imported cars—a source of some recent concern to the automobile 
industry. The number of imported cars sold in the United States in 
1957 was reported to total only 200,000.° 

This estimate should be regarded as minimal since it makes no 
allowance for the further impact on automobile demand stemming 

6 “Factors Governing Changes in Domestic Automobile Demand” in the Dynamics of Automobile 
Demand (New York, General Motors Corp., 1939). 

7 Using as his price figure not the change in the automobile price itself but rather the change in the ratio 
of automobile prices to the general price level, L. J. Atkinson found, ‘‘Aside from the influence of other fac- 
tors, each 1 percent increase in the ratio of the price of cars to the Consumer Price Index was associated with 

an average decrease of 14% percent in new car sales in the base period [1925-40].’’ (‘‘Consumer Markets for 
Durable Goods,”’ Survey of Current Business, April 1952.) Cf. also Mare Nerlove, A Note on Long-Run 
Automobile Demand, Journal of Marketing, July 1957. 

* Automotive News, July 1, 1957, and July 8, 1957. The Bureau of Labor Statistics in its release of Decem- 

ber 20 accompanying the issuance of the Consumer Price Index for November 1957 reported that as com- 


pared to a year ago, prices of the new 1958 models had risen by 4 percent. 
® New York Journal of Commerce, December 11, 1957. 
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from an initial curtailment in its production. The automobile work- 
ers who lose their jobs because of a price-induced reduction in auto- 
mobile output lose their ability to purchase cars, as do the workers 
who would have been employed in making the steel that would have 
gone into those cars, and so on. Since the production of automobiles 
is a vast industry, this secondary effect cannot be disregarded.” 

Moreover, there is possibly an additional reason for assuming that 
a given increase in price would result in a greater decrease in auto- 
mobile sales than would be indicated by any of the existing studies. 
All of these analyses use base periods for their range of experience 
which stop well short of recent years." Yet, since 1954 the BLS index 
of automobile prices has shown a year-to-year average increase of 
5 percent, which compares to 2.4 percent for the general price level, 
as represented by the wholesale price index. The degree by which 
the index of automobile prices exceeds the wholesale price index is 
now the greatest in history; the former, in terms of the 1947-49 aver- 
age, stands at a level of 139 percent, the latter at a level of 118 per- 
cent. In relation to their past levels as well as to the general price 
level, the recent increases in automobile prices have brought them to 
unprecedented heights. 

If the effect of the price increase upon demand does prove to be 
higher than past studies would indicate, one possible explanation 
might be a change in consumer preferences such as that which oc- 
curred in the midtwenties, except in the opposite direction. Accord- 
ing to the recently published biography of Henry Ford by Nevins & 
Hill,” a profound change had taken place in what consumers wanted 
in acar. Style and quality came to replace price and dependability 
as the principal determinants of sales. For several years Henry Ford 
stubbornly resisted the trend. In his words, he objected to the prac- 
tice of changing designs— 


* * * so that old models will become obsolete and new ones 
will have to be bought either because repair parts for the 
old cannot be bought, or because the new model offers a sales 
argument which can be used to persuade a customer to scrap 
what he has and buy something new * * *. We want the 
man who buys one of our products never to have to buy an- 
other. We never make an improvement that renders any 
previous model obsolete.” 


Despite reductions which by 1926 had rh, the price of a model T 
runabout down to $360, Ford continued to lose ground. From well 
over 50 percent of the market, Ford’s share had fallen to one-third 
and was threatening to decline to a quarter or less. While the model T 
was economical, dependable and long lived, and in Ford’s words 
“would get you there and get you back,” '* the public was willing to 
pay a higher price for a car which had greater speed, better trans- 
mission, cooling, lubrication, ignition, springs, and above all a better 
and more streamlined appearance than the ungainly model T. 

10 For a further discussion of this type of effect see Temporary National Economic Committee, hearings, 
pt. 26, op. cit., testimony by Mordecai Ezekiel, pp. 13676-13694, January 1940. 

il The yes ars covered in the base periods used were, respectively: Roos-von Szeliski, 1919-38; Atkinson, 
1925-40, and Nerlove, 1922-41 and 1948-53. 

pe Allan Nevins & Frank Ernest Hill, Ford: Expansion and Challenge, 1915-33, Charles Scribner’s Sons, 
1957. 


18 Henry Ford, My Life and Work, quoted in ibid., p. 412. 
4 Ibid., pp. 417-418. 
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To Henry Ford, the consumer seemed mistaken—or 
misled. But to most motorists the model T exemplified an 
unwillingness to meet legitimate new tastes. To that 
extent it went against the grain of the national conscience.’ 


Quite apart from its impact on his workers and dealers, the failure 
of Ford to perceive more quickly this change in consumer tastes was 
extremely costly to him. The total costs of the changeover from the 
model T to the entirely new, more attractive, better, and also higher 
priced model A, including design, retooling, plant overhaul, and lost 
profits, have been placed at $250 million.’® As one Ford official is 
reported to have said: 


We moved entirely too late. The model T lasted 2 years 
longer than it should have.” 


Just as the consumer became, in effect, surfeited with low price 
during the midtwenties, he may have become surfeited with style and 
quality (at a constantly increasing price) during the midfifties. Per- 
haps a point has been reached where he does not consider quality 
improvements in the new models as equivalent to price reductions. 
Since automobiles are a durable good, the demand for which is to a 
considerable degree postponable, “he is in a position to put off the 
purchase of a new model and wait until the automobile industry ad- 
justs to his change in preference. The answer to the question. of 
whether or not he will do so is not to be found in studies covering 
periods when the relative prices of automobiles were at far lower levels. 

But whether automobile sales actually do decline even more than 
these studies would indicate, there can be little question as to the 
probable direction of trend. Only in a few luxury products are 
price increases regarded as a stimulus to sales. Under these circum- 
stances the reasoning behind the steel industry’s hope that the 
automobile industry would somehow lift them out of the doldrums 
is hard to comprehend. 

In the light of the downward trends in steel shipments to important 
consuming industries, the necessity to find an outlet for the 10 million 
tons “lost”? during the strike of 1956, the absence of any upturn 
expected for capital goods, housing, or defense spending, and the 
inevitable depressing effect of the expected automobile price increase, 
how could the steel producers reasonably have concluded that in the 
last half of 1957 ‘We will sell all that we produce,” or that “market 
conditions [will] support our operations at or close to capacity,’ and 
that consequently the “indications of increasing demand * * * 
permitted” the increase in prices? That these forecasts have proved 
to be erroneous is less significant than the fact that apparently 
there were no “market studies or analyses of future market conditions 
[that] entered in or played a part, directly or indirectly, in [the] 
decision to raise prices in July 1957.” 


THE ELASTICITY OF DEMAND FOR STEEL 


The foregoing analysis has been addressed to the question of 
whether, in the light of the factors known at the time, it was reasona- 
ble for the steel companies when they increased their prices in July 


itTbid., p. 421. 
1Tbid., p. 458. 
iTbid., p. 421. 
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to have assumed an increase in demand which would have provided 
a supporting basis for the price increase. It has not been addressed 
to the question of whether, or how much, a lesser price increase (or 
price reduction) would have increased the demand for steel. In other 
words, what is the elasticity of demand for steel? 

In economic terms, if a price increase of 1 percent in a product is 
found to be accompanied by a 1 percent decrease in its sales, it is 
said that the elasticity of demand for the product is unity and the 
coefficient of elasticity of demand is 1.0.8 Products whose sales are 
more responsive to changes in their prices have higher coefficients of 
elasticity; those whose sales are less responsive have lower coefficients.'® 

It has long been the position of the steel companies, and apparently 
still is, that demand for the industry is highly inelastic; reductions 
in the price are thought to have little effect in increasing the demand 
for steel. This is the position taken before the subcommittee by the 
heads of the three steel companies who testified; this statement by 
Mr. Homer of Bethlehem Steel is a typical example: 


The second unwarranted assumption is that a decrease in 
the price of steel last July would have resulted in an increase 
in the demand for our steel products. This assumption 
overlooks one basic fact. 

The price of our steel is so low, about 7 cents a pound, that 
it accounts for a very small part of the cost incurred by our 
customers in producing finished products made from steel. 
Thus, a $5-a-ton reduction, say, in our steel prices last July 
would not have had any significant effect in increasing the 
sales by our customers of those finished products.” 


The steel companies are not without statistical support for their 
position. Thus, in an elaborate study of the elasticity of demand for 
steel, prepared by Dr. Theodore Yntemia for the U.S. Steel Corp. and 
submitted to the TNEC, it was concluded that: 


The statistical analysis indicates, although not entirely 
conclusively, that the demand for steel is very inelastic, i. e., 
that changes in the levels of steel prices (other conditions of 
steel demand remaining the same) cause much smaller per- 
centage changes in the opposite direction in the quantity of 
steel sold. The best estimate of the elasticity of demand for 
steel indicated by this analysis is approximately 0.3 or 0.4. 

This means that very large reductions in price would be 


18 A distinction exists between ‘‘price”’ elasticity and ‘‘income”’ elasticity. Where the relationship under 
examination is between price and sales, the full reference is to the ‘‘price elasticity of demand.”’ The rela- 
tionship between income and sales is also subject to the same type of examination. This is referred to as the 
“income elasticity of demand.’’ Unless otherwise specified, the term ‘‘elasticity of demand”’ as used in 
this chapter refers to price elasticity. 

1# Put more formally: 

“Tf the average level of steel prices in any year had been higher or lower than it actually was by a certain 
percentage, but everything else had been the same, by what percentage and in what direction would the 
quantity of steel sold in that year have changed? In other words, what is the price elasticity of demand for 
steel?’”’ (Temporary National Economic Committee, Hearings, pt. 26, op. cit., A Statistical Analysis of the 
Demand for Steel, 1919-38, submitted for the U. S. Steel Corp. and prepared under the supervision of Dr. 
Theodore O. Yntema, pp. 13913-13914, italics in original.) 

20 Hearings on Administered Prices, op. cit., p. 549. While many business leaders seem to be of the view 
that the elasticity of demand is low for their particular industry, there appears to be some support in the 
business community for the idea that sales are responsive to price changes as a general proposition. For 
example, according to the Wall Street Journal a panel of business officials meeting under the auspices of the 
United States Chamber of Commerce and representing a variety of different industries, though holding that 
“prices [are] more likely to go up than stay steady,’’ were reported to be of the following opinion: 

“While almost all of the panelists thought, as a theory, that lower prices would stimulate demand, they saw 
little reason to hope for such cuts.’’ [December 16, 1957, italics added.] 
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necessary to effect significant increases in the volume of 
sales.” 


This finding may, however, oversimplify the problem as it exists 
today. For one thing, since the demand for steel is “derived,” 
reaching the consumer through products made from steel, to know 
the elasticity of demand for steel, it is necessary to know the aggregate 
elasticity of demand for the various consumer products in which it is 
ultimately incorporated. Such a body of knowledge of reasonable 
currency does not exist. 

Then, too, it is virtually impossible to determine the relationship of 
the total cost of steel to the price of a finished consumer product. 
While crude estimates can be made, based upon such factors as the 
amount of steel embodied in a finished product, they ignore the amount 
of steel used by manufacturers of parts and components sold to the 
consumer industry; they ignore the amount of steel lost in the process 
of fabrication; and they ignore the indirect costs of steel affecting the 
product’s prices, i. e., the cost of steel that enters into machines and 
equipment, into buildings, into transportation, etc., which in one way 
or another enter into the price of finished products. 

One way by which the steel industry could make a contribution to 
knowledge on this subject would be by making a few price reductions. 
Except for a few nominal reductions, steel prices have moved in only 
one direction since 1938—upward. It is conceivable that the actual 
demand is more elastic than the steel companies believe, just as the 
elasticity of demand for automobiles proved to be considerably greater 
than was believed by the competitors of Henry Ford when he entered 
upon the scene with an extraordinarily low-priced car. 

Finally, the price increasesjin steel/serve to delimit the ability of 
the consuming industries, some of which may have relatively high 
elasticities of demand, to lower their prices. To the producers of 
finished goods, the constantly rising prices for steel exert an upward 
pressure on costs that may make it difficult for them to reduce prices, 
even if they were so inclined. It is conceivable that were they able 
to reduce their prices, their sales might increase to such an extent 
as to generate a significant increase in the demand for steel. But 
whether this might in fact prove to be the reality is something which 
is not likely to be known as long as the price of the basic material 
never registers a decline. 

21 TNEC hearings, pt. 26, op. cit., p. 13914. For an earlier study which followed a somewhat different 
approach and reached conclusions with somewhat different implications, see Rosswell H. Whitman, The 


Statistical Law of Demand for a Producer’s Goods, as Illustrated by the Demand for Steel, Econometrica, 
vol. 4, No. 2, April 1936. 











CHAPTER V 
CONCENTRATION 


Besides his costs and the demand for his products, the price-maker 
in an administered price industry must also take account of the 
probable reaction of his competitors. If the latter tend to exercise 
their own initiative and independent judgment in respect to prices, he 
must move with caution. For if he raises his prices and none follows, 
he will be forced quickly to reverse his earlier policy. Or, if because 
of a decline in demand, he resists the normal economic pressures and 
does not reduce his prices, the price reduction may be initiated by a 
competitor. To the extent, however, that the industry is concen- 
trated, the fewer are the sources of possible noncomformist behavior. 


THE LONG-TERM TREND OF CONCENTRATION 


By far, the most important event in the history of concentration 
in the steel industry was the formation of the U. S. Steel Corp. 
Formed almost overnight in 1901, this immense aggregation of eco- 
nomic power was a pure holding company, whose entire property 
consisted of the securities of 11 secondary corporations. ‘These, in 
turn, owned a large number of plants as well as controlling interests 
in the stocks of numerous other subsidiary concerns. 

Few events in history have contributed more to the concentration 
of economic power than the formation of this “giant of giants.” All 
in all, its creation brought together some 170 subsidiary concerns 
consisting of over fourscore mining companies, twoscore manufactur- 
ing companies, over 30 transportation companies, and several gas and 
miscellaneous enterprises. Within the next 5 years, the corporation 
made a number of other important acquisitions including the Ten- 
nessee Coal, Iron & Railroad Co. By 1908 it had secured 50.9 
percent of the entire ingot capacity of the United States. 

It was the formation of U. S. Steel Corp. which transformed the 
steel industry from one of relatively moderate to one of comparatively 
high concentration. As is indicated in the accompanying table, in 
1892—8 years before the great consolidation—the 4 largest companies 
held only 28.2 percent of the industry’s capacity. With the creation 
of U.S. Steel in 1901 this percentage rose to 61 percent, of which 47.2 
percent was represented by U.S. Steel. The proportion rose further 
to 62.8 percent by 1908, largely as a result of additional acquisitions 
made by U. S. Steel. 


1 Lewis Haney, Business Organizations and Combinations, Macmillan, 1917, pp. 223, 227 
65 








66 ADMINISTERED PRICES—STEEL 


TasLe VIII.—Concentration of steel ingot capacity, selected years, 1880-1957 











4 largest U.S. Steel |Next 3 largest 

producers producers 
Percent Percent Percent 
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61.0 47.2 13.8 

62.8 50. 9 11.9 

54.5 40. 1 14.4 

67.2 40. 5 26.7 

64.0 | 35. 5 28. 5 

58.3 | 29.7 28.6 

| 





Sources: 1880-1938, T. N. E. C., Investigation of Concentration of Economic Power, Monograph No. 27, 
The Structure of Industry, U. 8. Government Printing Office (1941); 1957, American Iron and Steel Insti- 
tute, Iron and Steel Works Directory, 1957. 


The table also brings out another often overlooked fact: From the 
formation of U.S. Steel up to the present time, the share of the indus- 
try’s ingot capacity held by the four largest companies has remained 
relatively stable. In 1957 the 4 largest producers held 58.3 percent 
of the industry’s ingot capacity. This is only slightly below the 
figures for 1901 and 1908 of 61.0 and 62.8 percent, respectively, held 
by the 4 largest companies in those years. It is above the level for 
1920, although moderately below the figures for 1930 and 1938. But 
over the long-term period the showing is one of remarkable stability, 
the overall change during the 56-year interval amounting to less than 
3 percentage points. 

Among the top four, however, there has been a noticeable shift—a 
decline in the relative position of U.S. Steel. Between 1901 and 1957, 
the proportion of the industry’s capacity held by U. S. Steel has 
fallen from 47.2 to 29.7 percent, a decrease of 17.5 percentage points. 
At the same time, however, most of this decrease has been counter- 
balanced by a nearly corresponding increase by the next 3 largest 
producers. In 1901 the 3 largest companies outside of U. S. Steel 
held only 13.8 percent of the industry’s capacity; by 1957 the next 3 
held 28.6 percent, an increase of 14.8 percentage points. Thus, only 
2.7 percentage points of the overall decline in the position of U. S. 
Steel has not been matched by a corresponding increase on the part of 
the next 3 largest companies. The declining position of U. S. Steel 
has not been to the gain, except in small part, of companies outside 
the industry’s Big Four. 

There is evidence to suggest that at least part of the decline in the 
overall position of U. S. Steel was the result of a deliberate policy laid 
down in the corporation’s early days by its then head, Judge Elbert 
Gary. In her authorized biography of Judge Gary, Ida M. Tarbell 
writes 

His conclusion was not to allow in any branch over 50 per- 
cent of the business and, oddly enough, it was William 
Jennings Bryan who set this percent for him! Along in 1906 
Bryan was advocating 50 percent as the legal limit for the 
size of a business, and Judge Gary had seized the figure. “If 
we can confine ourselves voluntarily to a size approved by the 
most popular and trusted of radicals, we surely cannot 
be attacked for monopoly,” he had told his associates. They 
had acquiesced and had succeeded fairly well in keeping the 
percentage down, even in the leading products.’ 


3 Ida M. Tarbell, The Life of Elbert H. Gary, The Story of Steel, D. Appleton, 1925, pp. 257-258. 
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Moreover, as the result of an ambitious program of modernization 
and improvement undertaken after 1938, following an elaborate man- 
agement survey of the corporation made by the management firm of 
Ford, Bacon & Davis, it is reasonable to assume that U.S. Steel has 

reduced the proportion of outdated, obsolescent steelmaking equip- 
ment carried on its books, relative to its total capacity. To the extent 
that this is true, the dec ‘line shown in the company’s share of the indus- 
try’s ingot capacity, as based on published figures, would overstate the 
decline in its true position. But even discounting this consideration, 
the long-term decline in the relative position of U.S. Steel should not 
obscure the fact that it remains today by far the industry’s dominant 
enterprise, holding in 1957 nearly twice the capacity of its next 
nearest rival and over 3 times that of the third-r anking producer. 

For recent years, data on the trend of concentration in the industry 
are available in the form of two tabulations prepared by the U nited 
States Bureau of the Census. Both are in terms of value added by 
manufacture, which is value of shipments minus principally cost of 
materials, and both are for the period between 1947 and 1954. 

The first tabulation relates to the steel industry proper, ‘Steelworks 
and rolling mills.’”” The proportion of the industry’s value added by 
manufacture accounted for by the 4 largest producers rose from 48 per- 
cent in 1947 to 54 percent in 1954.’ 

The second measure is for a broader industry group which embraces 
not only the steelworks and rolling mills industry but also the related 
byproduct coke and blast furnaces industries as well.* In this 
broader grouping the 4 largest producers increased their share of value 
added by manufacture from 50 percent in 1947 to 55 percent in 1954. 
Clearly, the trend in recent years has been upward. 


CONCENTRATION IN PARTICULAR PRODUCTS 


From an economic point of view, the most significant aspect of con- 
centration is its level in the particular markets in which the product is 
sold. For an industry such as steel, concentration in its particular 
markets tends to be higher than in the industry as a whole. This is 
because of the specialization by different companies within the indus- 
try on different products and in different geographic areas. The way 
in which specialization can result in higher levels of concentration for 
the individual products of an industry than that which obtains for 
the industry as a whole has been described by the Federal Trade 
Commission: 


It happens that in most of the industries * * * the degree 
of concentration for the industry’s principal products, as 
measured by the proportion of the output of each product 


3 As originally published in the report of this subcommittee, Concentration in American Industry, the 
figure for 1947 was 45 percent. In a Supplement to the 1957 Report, the Census Bureau revised this figure 
upward to 48 percent. 

4 The reason for preparing a new figure for this broader grouping cf coke-ircn-and steel was described by 
the Census Bureau in the following words: ‘‘In both censuses separate establishment reports were obtained 
for each of the specified operations, whether or not they were at a single location. In completing such re- 
ports, some integrated companies had to use estimates for the value of products transferred from one activity 
to another (e. g. pig iron shipped from the blast furnace to the steel mill). The companies were asked to 
estimate these values in such a manner as to assign a reasonable proportion of the total overhead costs, 
indirect labor costs and profits to each of the separate activities. Because of the problems encountered in 
estimating, some inconsistencies may have been introduced into the value added statistics for the separate 
industries, However, any such inaccuracies are eliminated from the value added figures when they are 
presented on a combined industry basis * * *.’’ (Bureau of the Census, Supplement to the July 1957 
Report on the proportion of the shipments (or employees) of each industry, or the shipments of each group 
of products accounted for by the largest companies as reported in the 1954 census of manufactures). 
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accounted for by the leading producers of the product, is 
generally higher than the figure for the industry as a whole, 
whether measured by net capital assets or any other type of 
financial data. This results from what might be termed “the 
factor of specialization.” It frequently happens that one 
large firm will specialize on one or a few products in an 
industry. The concentration figures for these particular 
products will tend to be high. At the same time, another 
large firm may be specializing on other products in the indus- 
try, with a similar effect on those products. As a result of 
this specialization, the degree of concentration will tend to be 
higher for the individual products than for the industry as 
a whole. 
* * * * * 


Because of this factor of specialization, it may be taken 
as a general proposition that in multiproduct industries, the 
greater is the specialization by each of the large companies 
on different products, the higher will be the degree of product 
concentration, as contrasted to the level of industry concen- 
tration reflected by assets and similar measures. 


The same principle applies to geographic areas. Thus, in 1957 
the 4 largest producers held 65.6 percent of the capacity for hot-rolled 
merchant bars in the Nation as a whole. But in the Northeastern 
States the share held by the 4 largest producers was 74.9 percent.® 
While an attempt can be made to show the extent of the difference 
between industry and product concentration, data are not available 
to permit the further breakdown into regional figures. 

The level of concentration existing for individual steel products 
can be compared with the various measures of concentration for the 
industry as a whole. Among the most widely used industry measures 
is ingot capacity. In 1957 the 4 largest companies accounted for 
58.3 percent of the industry’s total ingot capacity. Two other 
general measures for the industry as a whole are available for slightly 
earlier years. In 1954, according to the figures compiled by the 
United States Bureau of the Census, the 4 largest companies accounted 
for 54 percent of the value added by manufacture in the steel works 
and rolling mills industry. In the somewhat broader Se grouping 
of “Blast ‘furnaces, byproduct coke, and steelworks and rolling mills” 
the share accounted for by the 4 largest i in 1954 was 55 percent. 

5 Report of the Federal Trade Commission, The Concentration of Productive Facilities, 1949, pp. 11-12. 
In further amplification the report goes on to say: 

“This may be illustrated by the following hypothetical example. Suppose that there are two industries. 
In each there are only two firms, each wholly confined to the industry, and each of equal size. Suppose 
that in the first industry there is only one product which is produced equally by each of the firms. In that 
case, the degree of concentration shown by the asset figures for the industry as a whole will be the same as 
the degree indicated for the output of the industry’s product—50 percent for each of 2 companies. 

“Suppose, however, that in the second industry, there are, not 1, but 10 products of equal magnitude. 
Suppose, further, that the first of the 2 companies specializes on the first 5 of these products and produces 
none of the second 5, while the reverse is true of the second company—it specializes on the second 5 and pro- 
duces none of the first 5. Thus, in the second industry, while the degree of concentration for the industry 
as a whole is the same as in the first industry, the degree of concentration for the individual products will 
be higher. Specifically, in the second industry the entire output of each of the 10 products will be accounted 
for by 1 firm, while in the first industry, the output of its single product was shared equally by the 2 firms. 
The degree of concentration of assets being the same in both industries, the degree of product concentration 
in the first industry will be a 50-50 division between 2 companies, while in the second industry, it will be 


100-percent control by one company.” 
¢ Hearings on Administered Prices, op. cit., p. 626. 
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As can be seen from the accompanying table ’ these overall measures 
ranging from 54 to 58 percent are substantially below the concentration 
ratios for the individual steel products. 


Taste [X.— Distribution of steel products by concentration ratios (4 companies) 
1987 (first half) 


Number of Percent of | Cumulative 


products products percent 

Wee I iin cece den sencmatun Maseedscud chbrddnewedangessaeend 11 SE TP ccnslceccesn 
Gn cicc i nkded ce isidddnbibinetAbict ou naewg eda ewe 1 2.6 30.7 
i a tctminthintsiceataes dese Gmiiemien titetmt a kien dveinsiy cctanidt sa 3 7.7 38. 4 
PE nnde sxctucdpemapangeagteninamimegititkieuteduadbuace 9 23.1 61.5 
DO I aa anh tledcdadadiddeadacddcoushdapeestcedcactencs 9 23.1 84.6 
Ge atte cdsdsesancacweteeelasucdedbdnsuconcdcusersbs 6 15.4 100. 0 
TEM Ne ie fades Seccncansneuatiedesdabcrminaneedddrante fieenecaachned aakesdnaah adden bibbaaikwinein 

aay srSstie de nach dbad eda weadeTusneabenccscqeecdtvnn 39 100.0 100.0 


ae American Iron & Steel Institute, letter to Senator Estes Kefauver from Max D. Howell, Aug. 2, 
1957. 


It will be seen that 85 percent of the number of individual steel 
products have concentration ratios in excess of 60 percent—i. e., in 
excess of each of the 3 measures cited above for the industry as a whole. 
The average concentration ratio for the 39 products was 68.6. 

It is the concentration of the individual product which confronts 
the buyer when he is in the market for steel. The buyer in the market 
seeks a particular steel product or products (with certain specifications 
as to size, quality, etc.). He does not and could not purchase steel 
as such. That the concentration ratio for the industry as a whole is 
only around 55 percent is of little comfort to the contractor needing 
structural shapes, 91.6 percent of which are made by its 4 largest pro- 
ducers, or to railroads which have only 4 producers to turn to for the 
oe of each of the 7 steel products used principally by their 
industry. 

The Sots tiadiael ratios for the individual steel products, in terms 
of the percentage of shipments in the first half of 1957 made by the 
four largest producers of the product are shown in the accompanying 
table X, arranged by type of product. It will be observed that in 
semifinished products, in structural steel and plates, in tin mill prod- 
ucts, in railroad products and in bars, none of the products has a 
concentration ratio of less than 60 percent. Of the 18 products in 
the first 4 groups only 1 has a concentration ratio of below 70 percent. 
The only groups in which concentration ratios are to be found below 
the 60 percent level are sheets and strip (3 out of 7 products), pipe 
and tubing (2 out of 5 products) and wire products (1 out of 5 prod- 
ucts). Even this showing tends to understate the actual concentration 
in the market since it does not reflect the specialization by different 
companies in different geographic areas. 

7 The source on which this table is based is a special tabulation prepared for this subcommittee by the 
American Iron and Steel Institute and transmitted to the chairman in a letter from Max D. Howell, on 
August 2, 1957. The tabulation is based upon information regularly compiled by the American Iron and 
Steel Institute on its report form, AIS-16. For each basic carbon steel product the tabulation shows the 
total industry net shipments based on reports from 128 companies reporting to the institute; the total shipped 


by the 4 largest shippers of each product; by the next 4 largest shippers; and by firms other than the 8 largest 
shippers of each product. The compilations were made for 1955, 1956, and the first half of 1957. 
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TaBLe X.—WNet shipments of carbon steel products accounted for by the largest 
producers of each product, 1957 (1st half) 


Semifinished products: Percent | Bars: Percent 
Skelp - _- Lo. 42.25 3808 CU CEE eee go pea 71.6 
Tube rounds__-_. 100. 0 Poemrorcena. . . oe 68. 6 
Ingots and steel for castings. 83. 0 EO eo . C22 
Wire rods_ -__- 76. 1 SO0l Wile == =e. ae IS 
Blooms, slabs, billets and Railroad products: 

sheet bars____- 75. 2 CMG cere heres. Bis. 100. 0 

Structural steel and plate s: Joint bars____- enews aeweE 100. 0 
Sioa meee tke _. 100. 0 Rails, standard............. 100.0 
Structural shapes__-- -- 91. 6 SORE, CEA CRON. wt rac cence d 100. 0 
Plates____ 3 65. 5 We Cente 6 oe 8 fe 100. 0 

Sheets and strip: Wheels (rolled and forged) - - — 0 
Electrical sheets and strip__ 100. 0 irack spikes............. 4 
Sheets, all other coated____ 100. 0| Pipe and tubing: 

Hot-rolled strip - -- 72. § Pressure tubing ----------_- 80. 9 

Galvanized sheets _ -____-__- 60. 9 Line Osi - cow a noctr ee Oe © 

Hot-rolled sheets_--_---_- 59. 5 Standard pipe_._.--------- 63. 1 

Cold-rolled sheets_ - _-__- 53. 9 Oil country goods--------. 59.7 

Cold-rolled strip.______. 50. 7| xv Mechanical nine.....--.. $65 
: : Wire and wire products: 

Tin mill products: wy re bo Wee. oe ewe te 78. 1 
Tin and terne plate, hot wth Wire, woven wire, fence.___ 76.3 
dipped _-- -- ~------- 87. 7 Wire, barbed and twisted__ 73.8 
Black plate_ --- - -- aes 79. 2 WAPO ORO WB cas 654 oe cers 64 6 
Tin plate, electroly tic 76. 7 Wire, nails and staples-_-- -- 58. 9 





Source: American Iron & Steel Institute, letter to Senator Estes Kefauver from Max D. Howell, August 
2, 1957. 


A further dimension to the concentration in steel is the pronounced 
and pervasive leadership of one company, U. S. Steel, extending 
throughout most of the range of steel products.* Eliminating small- 
tonnage products with an industrywide capacity of less than 500,000 
tons a year, U.S. Steel Corp. has the largest capacity for 22 of the 33 
products.° The accompanying table XI shows for each of the 22 
products the share of the industry’s total capacity held by U. S. Steel, 
the percentage held by the second largest producer of that product 
and the difference between U. S. Steel Corp. and the second largest. 


8 Unfortunately, data showing the position of individual companies are not available in terms of actua 
shipments or production but only in terms of capacity which, because of the arbitrary though necessary 
allocation of the total capacity of a multiproduct mill among its various products, is a less desirable type 
of data for this purpose. 

* In addition, U. 8. Steel had the second largest capacity for six products which are as follows: Percent 


REE SNES, AOI a. 5. own pe naenenepudhib«nnacesee i I i a ae 32.5 
ney WINERIES ose ee ck hk ick bocce ccccc cece 

Bars, concrete reinforcement...........------------------- kbs bs benign whereas itu heree 
Skelp. radian taps ddiatecn wh 
Pipe : and tubing, electric weld_.------ Jol 

UUM wo. cstempnontnipancetonys 
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TaBLEe XI.—Iron, coke, and major steel products for which U. S. Steel Corp. has the 
largest capacity in the United States, Jan. 1, 1957 


Difference 
U. S. Steel Percent of between Items for 
Corp. per- industry U. 8. Steel | which U. 8. 
cent of total | capacity in Corp. Steel Corp. 
industry next largest and next __sijis particularly 
capacity company company dominant ! 
(percent) 
(1) (2) (3) (4) 
Ingots and steel for castings. .-..........-.--.-- 29.7 15.4 RGD Ech tncadhenm 
ee seh 33.9 14.8 19.1 x 
CRN VGIGS i 60 oaks dosh ce gexewse cu. oth bdo) 31.6 15.7 Wee 8s bands ~dh- ssh 
Products: 
Finished hot rolled: 
I ai witiwrcieeeiegchiel 50.1 21.9 28.2 x 
Long-joint or splice bar............----- 46.3 21.1 25.2 x 
PRR Sa cd ici ndaenedimiees 42.9 11.1 31.8 x 
Hot-rolled sheoté......0..66.-c6e5-<00- 21.2 15.2 DO hindsencbasenen 
Hot-rolled strip_...---...---- yack a ieee 20.1 18.9 Bid Ee kecntnewacsicn 
Coils for cold reduced black plate and 
i anc renaaones ‘ 31.7 26.0 Bat travesadesauuns 
Bars, other than concrete reinforcement. 23.0 22.9 Pel ie dithe omcee 
TE TE sina Ginn matibene tnd carn wa menace 39.0 10.9 28.1 x 
Blanks, tube rounds, ete. ..-- aie ie heed 42.8 11.1 31.7 x 
Other steel mill products: 
Pipe and tubing: 
SUNN wigkepesiedansdesyobsinina 25.3 14.7 DE as sc aes 
haan la anolihwhdi bn caukenade 41.4 9.8 31.6 a 
I het oligo 5a gta ees 25. 5 16. 6 Be Bisewdetnceeies 
Wire and wire products: 
yg ee ere eee 32.0 9.8 PE Btn eaddancunas 
eS ee eres 35.7 12.3 23.4 x 
POG ST IE ako o does cecukee 41.9 9.7 32.2 x 
ees 41.3 10.7 30.6 x 
Wr ons dwn cceinwnnnes 27.3 22.8 Ge Csccdbencadun 
Sheets: Gaivanhised........-......--:.2 21.4 16.8 CO Ricthiewk ded eddn 
Tin mill products: | 
Hot-dipped tin and terne plate--_--- 51.9 19.7 32.2 x 
Electrolytic tin plate..........-.-.- 31.4 18.7 Dlee Detiaeediwmemve 
4) BR Re er ee 44.8 18.6 26. 2 x 
24.0 30. 2 x 


Wis SN £23.22 5 8565 weoeenoeoee] 54.2 | 


1 Items for which U. S. Steel Corp. has at least 33 percent of industry capacity and a lead of at least 10 
percentage points over the 2d largest producer. 


Source: American Iron & Steel Institute. Directory of Iron and Steel Works of the United States and 
Canada, 1957 





The table also indicates in column (4) the 13 products for which 
U.S. Steel Corp. has both 33 percent or more of total industry capacity 
and a lead of at least 10 percentage points over its nearest rival. 

Of the 25 products in which U.S. Steel Corp. led all other producers, 
it had: 


Products 

OO OF Manse percent of ManNOIEY ook ekbatst tee cce ec sek 5 ches 3 
6050 Gi DRIOOIG Se cecns ar wd bol ip arses < due oe caeateewnShiancuwenes < 
UN Oe ie a eee a BE te Oa bi cada 7 
BORE PCN ii an a occu gas  edaeNa ions Dewan Gn cecnens pee eueeaeaes 8 
MORTAR Lie a eae ee a oeeee dase aces uassiccweuee ues dake 25 


In the same 25 products, U. S. Steel Corp. was ahead of its nearest 
rival by: 


Products 

ae OF Tiere perme ve Werte oe oe, sobs Seat eee ewe teceekee eee 7 
AO GOGO HOROOTIERRE EF i 5 a ea ose lee hint deeleksis 6 
10-20 sev OnORGARD DOIRUN Te i oo. cisaensch nee bicoe Sonneeopneueiace cue 5 
tee EO INU la a So aetatcseaaecavcdscuuesinedunsecenss 7 
FD tha ccs so ea alee ice ees a aad bem Wi Sie eae wh lei aie heehee 25 


99345—58——6 
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Of interest is the combination of leadership and advantage for 
3 railroad products—rails, long-joint or spliced bar and tie plates— 
and 3 wire products—galvanized wire, nails and staples and barbed 
wire. Other important products in which this combination exists 
are sheared plates, seamless tubes, and hot-dipped tin and terne plate. 

In summary, while there has been a decline in the position of U.S. 
Steel, concentration of capacity in the industry as a whole in terms of 
the four largest companies is about the same today as it was in 1901 
upon the formation of the corporation; recently, the trend of concen- 
tration appears to have been upward; concentration is noticeably 
higher for most of the individual steel products than for the industry 
as a whole and, by any standard, can only be regarded as extremel 
high. And, finally, in the substantial majority of the industry’s ne. 
ucts there is still to be found the ubiquitous presence of U. S. Steel as 
the leading and dominant producer. 











CuaptTer VI 
PRICE LEADERSHIP IN THE STEEL INDUSTRY 


The extent to which the price maker in an administered price 
industry has reason to be apprehensive about the reaction of his com- 
petitors is also lessened if there has developed in the industry some 
form of uniform pricing behavior. In the steel industry uniform 
pricing has existed for many years in the form of price leadership. 

Price leadership in this industry has long been the subject of study 
and analysis. Arthur R. Burns, of Columbia University, writing in 
1936, prefaces his account with a definition of the term—as useful 
today as it was 20 years ago. 


Price leadership exists when the price at which most of 
the units in an industry offer to sell is determined by adopting 
the price announced by one of their number. Changes in 
offer price must be initiated by one firm even under competi- 
tion; such changes react, moreover, upon the offer prices of 
rivals; but under conditions of competition changes in price 
ri not initiated throughout long periods solely by one 

rm.! 


Burns traces the origin of price leadership in steel to the informal 
pools existing at the turn of the century and the “Gary dinners” 
abandoned in 1911; in his analysis, price leadership is another mani- 
festation of the “forces making for the avoidance of price 
competition.” ? 

Clair Wilcox, of Swarthmore College, makes price leadership an 
aspect of industrial concentration of power. His monograph for the 
Temporary National Economic Committee in 1941 states: 


Where one or a few firms dominate a trade, price leader- 
ship is likely to obtain. * * * The smaller firms in such a 
field will follow the changes that are announced and sell at 
the prices that are set. They may be subjected to hidden 
pressure by the leader. They may fear annihilation in the 
warfare that would be invoked by an attempt to undercut 
him. They may seek to obtain larger profits by taking refuge 
under the price umbrella which he holds over the trade. 
They may merely find it convenient to follow his lead. In 
any case, they abandon independence of judgment and adopt 
his prices as their own.’ 


According to him, prices established through leadership are not 
“effectively competitive.” 
The leader, controlling a substantial portion of the out- 
put of the trade, estimates the sales revenues and the produc- 
tion costs incident to the quantities salable at various prices 
s Ibis +o The Decline of Competition, McGraw-Hill Book Co., 1936, p. 76. 
1 
3 Clair Wi Jileox, Competition and Monopoly in American Industry, Temporary National Economic 


Committee, Investigation of Concentration of Economic Power, Monograph 21, U.S. Government Printing 
Office, 1941, pp. 121-122, 
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and produces the amount, and sells at the figure, that is 
calculated to yield him the largest net return. In short, he 
behaves as a monopolist. When other sellers adopt the 
same figure, they offer buyers no real alternative. Leader 
and followers alike exact a monopoly price. 

Prices thus established may be rigidly maintained over 
long periods of time. In general, they are likely to be 
higher than those that could prevail under active com- 
petition.* 


In particular, the role of U. S. Steel as price leader in steel has long 
been a matter of interest to Congress. Twice during the thirties 
the subject evoked questioning at public hearings. In one case the 
president of U.S. Steel was interrogated; in the second, the president 
of Bethlehem Steel Corp. was asked about the company’s pricing 
practices. The two sets of questioning are, in essence, complementary 
and are worth quoting in full. 

In 1936 Senator Burton K. Wheeler, chairman of the Interstate 
Commerce Committee, engaged in an exchange with William A. 
Irvin, president of U.S. Steel. 


The Cuarrman. All the witnesses thus far give the im- 

pression that their prices were set only to meet competition. 
In other words, they indicate that they only follow the 
bellwether. Somebody, somewhere, must set the original 
price. During the era of the ‘Gary dinners” we knew how 
the prices were set. They were set because, when they got 
together in these dinners, they set the price. In earlier days 
they got together and sat down and agreed in writing what 
the prices should be, but at the present time it seems to be 
extremely difficult to find out who the bellwether is and who 
fixes the price originally that they follow to meet that com- 
petition. 

Mr. Irvin. I would say we generally make the prices. 

The CHarrMan. You generally make the prices? 

Mr. Irvin. Yes, sir. We generally make the prices, 
unless some of the other members of the industry think that 
that price may be too high, and they make the price. 

The CuarrMan. You lead off, then, with a price charged, 
either up or down, at Gary; is that correct? 

Mr. Irvin. Yes.® 

The second exchange occurred in 1939 at hearings before the 
Temporary National Economic Committee when Eugene C. Grace, 
then president of Bethlehem, was questioned by A. H. Feller, special 
assistant to the United States Attorney General. 


Mr. Fevurr. Mr. Grace, do you recall any occasions on 
which your company took the initiative in announcing a 
lower price on any steel commodity? 

Mr. Grace. I can’t recall whether we have or whether we 
haven’t. I know, generally, we haven’t. 

Mr. Freuuzr. Then I take it 

Mr. Gracx (interposing). 1 know—I am telling you 
what the general practice is from our company standpoint. 


* Ibid., p. 123. 
sieabes before the Senate Interstate Commerce Committee, 74th Cong., 2d sess., on S. 4055, p. 595. 
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Whether we have ever initiated any, I just couldn’t say, 
but in the main we would normally await the schedules as 
published by the steel corporation. 
Mr. Henperson. That went back as far as you can 
remember the policy of the Bethlehem? 
Mr. Grace. Yes. 
* * ok ok * 


Mr. Gracr. When we put out a schedule, what we call 
our Official prices, they usually represent and are the same as 
our competitor has put in the market, and, in most instances, 
as a general practice, not looking for a little difference here 
and there, as a general practice, that pace is set, if that is 
a good word, by the steel corporation. 

Mr. Fretuier. Now, it wouldn’t matter, however, in an 
actual case, if some company would come out at some time in 
the future, some company other than the steel corporation, 
with a different published price. You would still follow that, 
and you have done that in the past? 

Mr. Grace. I would still follow that. 

Mr. Fe.uer. You would also revise your schedule to fit 
the new published price? 

Mr. Grace. We would be pretty likely to, or I would con- 
tinue our policy of meeting competition, if I wanted the 
business created at those prices. 

Mr. Fre.urer. By meeting competition, you mean going as 
high as the corporation or as low as any person who is quot- 
ing on steel. 

Mr. Grace. I mean going as low. The word ‘“‘competi- 
tion” in my ordinary interpretation of it, is to meet a price, 
if we want the business, that we find the purchaser has from 
some other interest trying to sell that same bill of goods to 
him. 

Mr. Fruuier. Let’s take such a situation as 1936. In the 
early part of 1936 you were getting a price which was lower 
than the price you were getting in the latter part of 1936, 
wasn’t it? 

Mr. Grace. In 1936 we were getting a lower price. 

Mr. Fr_uer. Yes; you remember there were two price in- 
creases in 1936, and when the steel corporation published a 
new pricelist in the early part of 1936, and another one in 
the latter part of 1936, your policy was also to announce 
prices as high as those which had been announced. 

Mr. Gracz. That is right. lt was very encouraging to 
find them doing that. 

Mr. Fruuer. Then you follow them up and you follow 
them down? 

Mr. Grace. I would follow them up in that instance. 

Mr. Frituter. Do you remember any instance where you 
didn’t follow them up? 

Mr. Gracz. No; and I certainly remember no instances 
when we didn’t follow them down. 

Mr. Hrenprrson. Does that apply also to the extra list? 

Mr. Grace. Yes; to the extra list as presented I think 
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quite ably by Mr. Fairless. You can go to any extent that 
you want.® 


A decade later the issue of price leadership in the steel industry 
came up again when Senator Joseph C. O’Mahoney, chairman of the 
Joint Committee on the Economic Report, had before him Arthur B. 
Homer. At that time Mr. Homer was president of Bethlehem, and’ 
still retains that position. The question occurred in connection with 
a price increase which had been instituted by U. S. Steel and was 
immediately followed by Bethlehem. 


Senator O’Manoney. Did you make the same increase 
with respect to these semifinished products that the U. S. 
Steel did? 

Mr. Homer. Yes, sir. 

Senator O’Mauoney. Did you have any conference with 
U. S. Steel about it? 

Mr. Homer. No. 

Senator O’Manonry. How did you happen to make the 
same increase? 

Mr. Homer. I think my statement outlines that, Senator. 
We learned of the increase in the market price through our 
sales people who had heard from customers that they were 
in contact with that the market price had changed. 

Senator O’Manonery. And you did not take the initiative? 

Mr. Homer. No, sir. 

Senator O’Manonry. Would you have taken the initiative 
if U. S. Steel had not? 

Mr. Homer. I cannot answer that question; it depends 
upon what the situation is. We have taken the initiative in 
some cases, and at other times we have not. It depends on 
what the product is. 

Senator O’Manoney. Did you make this increase upon the 
basis of following the leader or on the basis of your costs of 
production? 

Mr. Homer. Meeting the market situation. 

Senator O’Manonry. By which you mean that because 
U. S. Steel put the price up, you put it up? 

Mr. Homer. It might have been somebody else. 

Senator O’Manonny. Yes. 

Mr. Homer. They might have established a price. It all 
depends on what the product is; if you want to meet the 
competition, you meet the market price. 

Senator O’Manonry. The implication is that you put 
the price up on these commodities not because your cost 
accountants told you that you ought to, but because your 
salesmen told you that another company had put them up? 

Mr. Homer. I would say that it was a combination of 
both, Senator Our accountants have told us for a long, 
long time that we were losing money on semifinished steel.’ 


Apparently Senator O’Mahoney’s uneasiness was not fully allayed 
because a year later, in early 1950, he was again interrogating Mr. 
Homer on the same subject. 

6 Hearings before the Temporary National Economic Committee, 76th Cong., 2d sess., pt. 19, pp. 
10601-10603. 


? Hearings before the Joint Committee on the Economic Report, March 2, 1948, 80th Cong., 2d sess. 
p. 55. 
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The Cuarrman. * * * I have observed that in the steel 
industry you all move asaunit. When U.S. Steel announced 
the price, then the others come right along, and it is substan- 
tially the same price. That was what was shown in the 
hearings a year ago, it is what is shown now. 

Mr. Homer. And it will probably be shown in the future, 
Senator, because in order to stay in business you have to meet 
the market level; if you are going to get in there and get it, 
you cannot have your prices way up high and expect to get 
business. 

The CuarrmMan. Well, I confess that I am a little bit 
puzzled in trying to understand the position of Bethlehem a 
year ago and the position of Bethlehem today, a very sub- 
stantial producer, feeling that for purposes of competition 
when U. S. Steel raises its prices, it must also raise its price. 

I should think that the competitive effect would be quite 
the other way and that if you retained your price, you might 
get a better market.’ 


This was the same pattern of behavior that characterized the July 
1957 increase. An announcement of sizable increases in the prices 
of steel products by U. S. Steel was followed by simultaneous increases 
on the part of other large steel prodycers. 

In its hearings, subsequent to these price increases, this sub- 
committee was interested in the lockstep behavior on the part of the 
competitors of U. S. Steel. A considerable portion of the hearings 
was devoted to this specific problem, particularly in the questioning of 
officials of Bethlehem and the National Steel Corp. 

On one point all of the officials of the steel companies examined were 
unanimous. This related to prior consultation among them before 
the new prices were put into effect. Roger M. Blough, chairman of 
the board of U.S. Steel, was extremely explicit on this point. 


Senator Knrauver. Mr. Blough, in deciding how much 
you are going to raise your price, do you consult with your 
competitors? Does their opinion play any part in your 
decision? 

Mr. Buovex. The answer to that is “No.” 

Senator Krrauver. When you decided upon $6, there 
was no consultation informally or otherwise? 

Mr. Bioveu. Senator, I believe you know as well as I do 
that that is illegal * * *. May I just say that I didn’t.® 


George M. Humphrey, chairman of the board of National, was 
equally insistent that their price increases—exactly identical with 
those of U. S. Steel—were the result of their own independent 
judgment. 


Mr. Humpurey. All of the decisions with respect to our 
business are made by us, not by anybody else. 

Senator Krrauver. Do you mean, Mr. Humphrey, that 
your identical raises following U. S. Steel were each worked 
Ye independently without regard to what U. S. Steel had 

one? 


8 Hearings before the Joint Committee on the Economic Report, January 24, 1950, 81st Cong., 2d sess., 
p. 513. 
* Hearings on Administered Prices, op. cit., p. 230. 
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Mr. Humpurey. Whether or not we meet the U. S. Steel 
Corp. or anybody else’s price at any time, we decide and not 
somebody else. The steel corporation does not decide it; 
we decide it.” 


PRICE LEADERSHIP WITH DECLINES IN PRICE 


Price leadership in the steel industry would be understandable had 
the price movement been downward in July of 1957. Steel products 
are highly standardized from one company to another; quality differ- 
ences are negligible; industrial consumers make their purchases largely 
on detailed specification with respect to types and sizes of steel. In 
this kind of situation slight shavings in price by steel sellers may loom 
important in the minds of prospective buyers. 

At the hearings of this subcommittee the officials of the large steel 
companies testified at length on the necessity of meeting any lower 
prices set by their competitors. In his opening statement, Mr. 
Blough of U.S. Steel paid high tribute to the industrial consumers of 
steel products. 


So let no one suppose that the customers of any steel com- 
pany are unresourceful in protecting their own interests. 
They will buy their needs from the company best able to 
compete for their patronage in terms of price, quality, 
service, dependability, and availability. And in the end 
they alone will decide—as the American customer always 
does—which companies shall grow, which shall wither, 
which shall survive, and which shall die. Theirs is the power 
to regulate and to control." 


Somewhat later in the hearings he found occasion also to pay tribute 
to other large steel companies, and in the course of these remarks he 
stated flatly that a lower price announced by any of his competitors 
would result in an immediate downward revision in U. 5. Steel’s 
prices. 


* * * TJ have a very high respect for our competitors and 
they are very able people and they are well able to take care 
of themselves. But I would like to clear up, shall I say, mis- 
conception or illusion with respect to other steel companies. 
There isn’t certainly any steel company in the first 10 or in 
the first 20 that couldn’t require us to change our prices over- 
night simply by taking action which is different than the 
action that we take. 

Now I want to be sure you understand what I am saying. 
If Inland or Bethlehem or J. & L. or any one of those com- 
panies chose to sell steel, as they have many times in the past, 
at a different price in different marketing and competing 
areas in this country it would definitely have an effect upon 
our decision. Now, if you have the impression that there is 
some kind of a ukase that determines all things in a competi- 
tive industry such as steel, it is simply a wrong impression.” 


11 Tbid., p. 209. 
2 [bid., pp. 308-309. 
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Mr. Homer of Bethlehem was also quite forthright on the subject of 
consumers’ sensitivity to lower prices. In listing Bethlehem’s major 
problems of today, one of these was: 


* * * and we must meet the constant cgmpetitive pres- 
sures of other steel companies seeking to acquire new cus- 
tomers for the steel products produced in their mills. 

* * * The customer wants more steel, and more and better 
kinds of steel, at lower prices.” 


Mr. Homer attempted to draw a distinction between regional and 
national competition. According to his analysis, U. S. Steel—as the 
only steel company with plants located in all the market areas of the 
Nation—set the national competitive pattern. Bethlehem, with its 
plants located in the East, was concerned with competition in that 
region; and ‘“‘we price our products on a basis that we think will give 
us the best competitive position in the East.” 

Mr. Humphrey of National also stressed the importance of meeting 
price competition. As he expressed it: 


You see, Senator, there are 2 things you can do when a 
competitor of some size or a competitor of any size—there 
are 2 things you can do when he makes a price change. You 
are talking about price reduction now. You can sit by and 
let him get all the business until he has filled up, and then 
you can come in at your price and take what is left. Or you 
can meet it and participate in the business as it goes along. 


When asked why he had not set a price different from U. S. Steel’s, 
he replied: 


We cannot fix it higher if they want to put this price in. 
There is no way we can sell our commodity and get business 
if they will sell theirs and take less, unless we are willing to 
sit around and shut down and put these people out of work 
and sit there until they are sold out and then come in, and 
we do not propose to do that. We propose to keep com- 
petitive.’ 


In view of this admittedly great sensitivity to declines in price, it 
would have been expected—had prices fallen in the summer of 1957— 
that all of the steel companies would have moved simultaneously to 
the new price floor. As Mr. Humphrey put it so trenchantly, the 
unpleasant alternative would have been to stand by and watch the 
other fellow take away the available business. 

But what of the situation in reverse—when the announcement 
involves an increase in steel prices? Would it not have been expected 
that some of the companies might have seen an opportunity to expand 
their own volume of business ‘by increasing their prices to less than 
the full amount of U.S. Steel’s? Would not the margin between the 
old and new price have created a zone of experimentation—where 
companies could develop the practical possibilities of spreading fixed 
costs over larger expected volume by the maintenance of lower prices? 
Would there have not been a period of general uncertainty while the 

® Ibid., p. 551. 

¥ Tbid., p. 615. 


16 Tbid., p. 824. 
16 Thid., p. 825. 
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individual companies attempted to appraise the situation and work 
out their individual strategies? 

The answer, of course, is that the companies moved in unison to 
increase their prices to those of U.S. Steel. This kind of behavior has 
been referred to by Senator O’Mahoney as “‘upsidedown competition.” 
The logic seems to be that if companies are compelled to meet a lower 
price set by a competitor, they are under equal compulsion to meet a 
higher price. In either event, their rationale for the action is the 

‘necessity for meeting competition.” 


PRICE LEADERSHIP WITH INCREASES IN PRICES 


The uniform increase in steel prices in the summer of 1957 involved 
a number of factors which provoked questioning by members of the 
subcommittee. At the time both Bethlehem and National were 
operating well below capacity, and there was reason to believe that 
this situation would not improve in the immediate future. Indeed, 
U.S. Steel, the instigator of the price rise, was also operating below 
capacity. An increase in steel prices would hardly appear to be the 
most effective instrument for stimulating increased business and 
restoring utilization of capacity then lying idle. 

In most industries, extensive variation in costs frequently exist 
from one company to another. Steel is no exception. In part, cost 
variations may reflect differences in the kinds of operations engaged 
in by the separate companies; in part, it also reflects the degree of 
efficiency of operations. Both Bethlehem and National are generally 
regarded as among the more efficient steel companies; both have con- 
sistently made higher profit rates than U.S. Steel. 

Price following by Bethlehem and National appeared all the more 
anomalous since, in some lines and in some areas, they surpass U.S 

teel in volume of production. Thus, if dominance in the amount 
of business is the test of price leadership, in such fields as structural 
shapes and cold-rolled sheets, these companies should have done the 
leading and not the following. And if account is taken of Mr. Homer’s 
concept of regional as opposed to national competition, these two 
companies might have been further expected to lead the price pro- 
cession, for in these regional markets the concentration, of their pro- 
duction in these specialized lines would be even greater. 

There were also other factors complicating the picture. While 
costs were generally rising in 1957, the rise was not identical for all 
companies. Steel scrap, an important raw material component in 
steel fabrication, represents a cost variable. Companies differ in the 
proportions of scrap used and this, in turn, has an immediate impact 
upon their cost structure. Though the price of scrap was high in 
1956, it fell substantially in 1957. Trade predictions were that this 
price trend would be piceliokten during the remainder of the year. 
In the face of this situation, it might have been expected that those 
companies using relatively large proportions of scrap would have 
delayed their price increases because of lowering costs for this raw 
material. 

On top of all this the uniform price rise came immediately on the 
heels of an urgent request by the President that a hold-the-line policy 
by business corporations on prices was essential to curb a dangerous 
inflation already in existence. In his capacity as Secretary of the 
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Treasury, Mr. Humphrey had deplored the inflationary impact of 
oo rises on the national economy. This view was reiterated at the 
1earings of this subcommittee, though in somewhat attenuated form. 


Senator Kerauver. You would not contend, Mr. 
Humphrey, that this increase in July of $540 million to the 
direct consumers was not inflationary; would you? 

Mr. Humpurey. Any increase, Senator—and I think I 
testified to this while I was still a bureaucrat—any increase 
is inflationary to some degree. Any increase in the price 
level, in price levels, does have some effect upon the depre- 
ciation of the dollar. It does have some effect upon the cost 
of living. I think that until increases which come all at once 
and become effective at once, until they can be leveled off 
through increased productivity and the development of 
increased productivity, I think they are temporarily 
inflationary. 

Now, as they can be leveled off through increased pro- 
ductivity, they gradually will be absorbed. It cannot be 
done all at once. 


Because of their importance a number of these factors were raised 
directly with steel officials at this subeommittee’s hearings. Their 
replies are of particular interest in an understanding of the uniformity 
of the price increases, and for that reason will be discussed in some 
detail. 

OPERATIONS AT BELOW CAPACITY 


All three of the steel companies represented at the hearings operated 
at levels in 1957 below those of 1956. U.S. Steel’s operations for the 
second quarter of 1957 averaged just below 90 percent of capacity; 
in August, at the time of Mr. Blough’s appearance before this com- 
mittee, the figure was decidedly lower than this quarterly average. 
Indeed, for the third quarter of 1957, the rate declined to 81 percent. 

The issue of price rises during a period of declining operations came 
up in the Bethlehem and National hearings. In his opening statement 
Mr. Homer of Bethlehem declared that the subcommittee’s questions 
regarding the uniform price rise was based on two false assumptions. 
The first related to capacity operations. At the time of his appear- 
ance, October 1957, Bethlehem was operating at 90 percent capacity. 
As he put it, 


The suggestion seems to be based on two assumptions, 
neither of which is justified, as far as Bethlehem is concerned. 
The first assumption is that at the time we increased our 
prices we were not operating at satisfactory levels and 
needed increased production * * *, 

As a general rule, Bethlehem does not expect to operate 
at capacity for any extended period of time. Capacity opera- 
tion gives us so many problems in the way of maintenance 
and other fields that we have a feeling that we arefprobably 
doing better at, say, 85 to 90 percent of capacity than at 
100 percent, and we do our long-range planning with that in 
mind.’® 


11 Hearings on Administered Prices, op. cit., p. 821. 
18 Tbid., p. 549. 
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However, questioning developed that even when Bethlehem was 
operating, in earlier years, well below 85-90 percent capacity, it still 
did not feel it necessary to initiate lower prices to stimulate additional 
business. 


Senator Kerauver. I notice here in 1954 that in the first 
quarter you were operating at 77.7 percent of capacity, the 
second quarter 73.3, third quarter 67.1. Did you lower your 
prices then to get more production? 

Mr. Homer. No, no. We felt, in 1954, that we had a 
depressed situation. It might have been due to a lot of 
things that had nothing to do with the price of steel. Again 
lack of money 

Senator Kerauver. You said yesterday that 85 to 90 per- 
cent capacity operation was desirable, and here in 1954 you 
were down to 67 percent. I wonder why you did not lower 
your price then to get more production? 

Mr. Homer. Well, again, Senator, we feel that uder those 
conditions that the lowering of the price would not stimulate 
business. ‘There are other conditions that affect the dropping 
off that a change in price would not have any effect upon at 
all. That was our judgment.”® 





This concept of ‘stimulating business’’ was another mistake which 
Mr. Homer suggested the subcommittee was making. 


The second unwarranted assumption is that a decrease in 
the price of steel last July would have resulted in an increase 
in the demand for our steel products. This assumption over- 
looks one basic fact. 

The price of our steel is so low, about 7 cents a pound, that 
it accounts for a very small part of the cost incurred by our 
customers in producing finished products made from steel. 
Thus, a $5-a-ton reduction, say, in our steel prices last July 
would not have had any significant effect in increasing the 

sales by our customers of those finished products.” 


In the course of the hearings, this point received further amplifica- 
tion. After stating that no one on the subcommittee had proposed a 
reduction in prices, Senator Kefauver inquired if there would not have 
been greater competition if Bethlehem had failed to increase to the 
full amount of U.S. Steel. Mr. Homer replied: 


Mr. Homer. Well, we did not need the business, Senator. 
A reduction in price, in our opinion, would not have increased 
the business. We were operating at practically full capacity 
and, therefore, any reduction in price would not have stimu- 


19 Thid., p. 623. 
2% Ibid., p. 549. 
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lated any more business. That is what I tried to point out 
yesterday.”! 


Mr. Homer’s remark—‘‘Well, we did not need the business, Sen- 
ator’’—contrasts markedly with his expressed reasons for acquiring 
Youngstown Sheet & Tube Co., the fifth largest steel producer in the 
country. Here the argument moves in the opposite direction; the 
stated purpose of the merger is the need for greater competition in the 
steel industry. This acquisition is now the subject of litigation; 
action has been instituted by the United States Department of Justice 
under section 7 of the Clayton Act, designed to prevent mergers which 
might impair competition. In defense of the proposed merger, Mr. 
Homer argues that the purpose is to create a larger company “‘capable 
of waging effective competition” with U. 8S. Steel. 


The merger will result in another company capable of 
waging effective competition in many of the markets of U. S. 
Steel, to the benefit of suppliers, customers, and tlie public 
alike. 

The merger will result in salutary strengthening of the 
forces of competition in the steel industry, and do so without 
impairing, or even tending to impair, the vigor of competi- 
tion in any market area and without tending to create a 
monopoly.” 


In the light of his statements at the hearings, the kind of “effective 
competition” that might be expected as a result of the merger would 
be limited to forms other than price competition. 

The situation of National with respect to its capacity operations 
was even less encouraging than Bethlehem’s. At the time of Mr. 
Humphrey’s testimony, National’s utilization of capacity had declined 
from 98 percent to 80 percent.” Asked if an increase in prices was 
warranted under such circumstances, he replied that it was the 
“proper policy at this time,’ 

* * * because very frankly from the effect upon our earnings 
and our operation so far * * * we certainly are not in any 
position to take any less price, and we can’t get. any more.” 


21 Tbid., pp. 621-622. This view was not shared by Mr. Homer’s employees. The following telegram, 
dated October 23, 1957, was received by the subcommittee shortly after his testimony (ibid., p. 674): 

“We wish to comment on a statement made to your committee on Tuesday, October 22, 1957, by A. B. 
Homer, president of Bethlehem Steel Corp., which appeared in the October 23, 1957, edition of the Johns- 
town Tribune Democrat. 

“The statement is as follows: ‘Besides,’ he told Kefauver. ‘we didn’t need any business,’ noting that 
Bethlehem has been operating at or near capacity levels. 

‘‘And Homer said he does not believe that a price cut, or a price increase of smaller magnitude than put 
ae Se by U. S. Steel, would bring any appreciable new business to Bethlehem, the industry’s No. 2 
producer. 

' “We find it hard to believe a man in this position could make such a statement. We feel that Mr. Homer 
must not be aware of the level of employment in some of the Bethlehem plants, such as the Johnstown plant, 
where thousands of employees are working a short workweek, or are on layoff. 

“‘We are faced with a situation, where a steel baron is showing utter disregard for the plight of thousands 
of employees, who have given years of faithful service to his company, simply because he is satisfied with 
his company’s profit at their present level of operation, which profits were substantially increased by 
increased steel prices. 

‘‘We as union representatives, and those working a short workweek, or those on layoff certainly cannot 
agree with Mr. Homer, that Bethlehem Steel is working at or near capacity, and we very definitely dis- 
agree with him that: ‘Bethlehem doesn’t need any business.’ Ernest E. Wadsworth, Emil Chesla, Ronald 
M. Gawlas, William Audi, Charles Hohan, Albert Voidak,*Frank R. Knepper, Frank J. Lugar, William 
saan aad ee Johnstown!Plant,Grievance,Com mittee representing loca! unions 2632, 2644, 2635 
2634, and 2633.’’ 

2 Affidavit of Arthur B. Homer, September 15, 1957, in U. S. v. Bethlehem Steel Corp. and The Youngs- 
town Sheet & Tube Co., U. S. District Court, Southern District of New York, Civil Action No. 115-328. 

23 Hearings on Administered Prices, op. cit., p. 802. 

*4 Ibid., p. 814. 
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Inquiry was then made how far below their 80 percent capacity they 
would have to go before he would consider price reductions to get 
business. Mr. Humphrey’s reply was not unlike that of his Beth- 
lehem confrere; that it would have to fall to a point where a price 
reduction, would stimulate demand, “and that is not at the present 
time’”’ 


Senator Kmerauver. Mr. Humphrey, in the first quarter 
of 1957 you were running at 98 percent of capacity. You are 
now down to 80 percent of capacity. How far down in reduc- 
tion of capacity do you have to go before you think your 
formula here takes application? 

Mr. Humpnrey. To the point where we believe that a 
change in the price would make a difference in the demand 
and would stimulate demand and increase total demand, and 
that is not at the present time.” 


RELATIVE EFFICIENCY OF OPERATIONS 


Although the officials of the three steel companies interrogated 
refused to submit cost data, all agreed on one general point. This 
was that costs varied markedly from one producer to another depend- 
ing upon a miscellany of factors, including the efficiency of man- 
agement. 

“Examinations of profit data revealed that both Bethlehem and 
National enjoyed higher profits than U. S. Steel. On the basis of 
10-year periods, excluding the war years, Bethlehem’s profits were 
consistently ahead of U.S. Steel’s for every decade except 1920-29. 
For the 1940’s, exclusive of the war years, Bethlehem’s profit was 
12.2 percent on stockholders’ investment, after taxes, as compared 
with 9.4 percent for U.S. Steel. For the 1950’s, excluding the Korean 
experience, Bethlehem was 14.2 percent as against 11.5 percent for 
U.S. Steel.” 

An examination of profits by individual years also showed Bethle- 
hem usually ahead of U.S. Steel.” In view of these facts, Mr. Homer 
was asked why Bethlehem felt it necessary to raise prices as high as 
those of U. S. Steel. 


Mr. diie: Well, we sell at the competitive price, Sen- 
ator, and if that results in our making a better performance 
than our competitor, that pleases us very much and pleases 
our stockholders, and makes a much better situation. 

Those are some of the things I talked about yesterday, 


25 Ibid., p. 872. The conversation continued: 

“Senator KEFAUVER. I would think that getting down from 98 percent to 80 percent ought to be coming 
somewhere close to putting into application your formula here of getting more business by reducing your 
price increase from $6 to $5. 

“Mr. HUMPHREY. Not at the present time. 

“Senator KEFAUVER. Do you not think that would stimulate your sales, as distinct from the industry 
sales, that is, it would increase your sales, give you more production, raise your operating revenue, be a 
wonderful example and a tonic to the country at this time? 

**‘Mr. HUMPHREY. Senator, your experience and mine is a little different and I just do not agree. 

“Senator KEFAUVER. You do not think it would? 

‘“‘Mr. HUMPHREY. I do not, and I said so yesterday. 

“Senator KEFAUVER. Can you give us any idea on how far you would let your production go down before 
you would put in your—— 

‘“‘Mr. HuMPHREY. No. It depends upon a great many conditions, as I have just told you, and I cannot 
estimate at what point that would be true.’”’ 

%6 See comparison of average rates of return on stockholders’ investment after taxes, 10-year intervals 
1920-56, U. S. Steel, Bethlehem, and National, footnote p. 87, below. 

When inquiry was made of Mr. Homer in regard to these figures he responded, ‘“That must be due to good 
management and good efficiency, Senator, I suppose” (Hearings on Administered Prices, op. cit., p. 631). 

7 See rates of return on stockholders’finvestment for U. S. Steel, Bethlehem, and National Stee Corp. 
after taxes, 1917-56, footnote, p. 87, below. 
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where we have many competitive situations and are striving 
to improve in all respects, and if, after you sum it all up, we 
find that we end up with a little better result than our com- 
petitor, based on getting business on a competitive basis in 
the competitive market, that is fine; that is what we are trying 
to do. 

We would like to be better than the other fellow. I do not 
see that that is any reason whatsoever that there should be 
any reduction in prices because of that. * * * We go out 
and get business at the competitive level, and we make a 
better performance than somebody else, fine; fine.” 


In the course of explaining why Bethlehem had followed U. S. Steel 
in raising prices, Mr. Homer developed his own philosophy of destruc- 
tive price competition. 


* * * if we should lower our price, then it would be met by 
our competitors, and that would drop their profit so that we 
would still be right back to the same price, sdatively, because 
our efficiencies were different.” 


Senator Kefauver suggested that Bethlehem would be “fulfilling a 
public trust of giving the consumer of steel a little break”’ by initiating 
price reductions made possible by its superior efficiency. 


Mr. Homer. Then you can carry it on to the point where 
you would not be akine any money, if you do embark on 
that process. 

Senator Knrauver. Nobody is talking about that. 

Mr. Homer. If you embark on that process, step by step, 
you will end up without making any money at all. That cer- 
tainly would not be in anybody’s interest. 


Senator Kefauver pointed out that competition presumes that the 
more efficient company will pass on benefits to the public in the form 
of lower prices; that thése lower prices force other producers to im- 
prove their outmoded techniques or face extinction. 


Senator Kerauver. But the trouble is, Mr. Homer, you 
are operating under the umbrella of those who are not as 
efficient as you, as indicated by the profit figures. If you 
would lower your prices, which might bring your profits 
down a little bit, not much, then the inefficient would 
have to get more efficient or they would fall by the wayside, 
and that would be true competition. 

Mr. Homer. * * * I cannot see that you would get any- 
where at all by a process such as you are suggesting, because 
one company is more efficient than the other. You are, in 
effect, saying that to be efficient is a bad thing, because you 
want to turn around and give a lower price, and then your 
competitors meet that, and then the next time you give them 
another one, and pretty soon you end up with a zero propo- 
sition.*° 

28 Hearings on Administered Prices, op. cit., pp. 631-632. 


29 Tbid., p. 632. 
3 Tbid., p. 632-3. 
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Senator Kefauver replied that Mr. Homer had missed his point; that 
all efficiently operated companies were entitled to good profits and 
dividends for their stockholders. 


But I do not think the public should be denied the benefits 
of the efficient companies; that is, if you can earn a good 
return for your stockholders, and pay your management, 
your officers and directors, w ell, as you have been doing, and 
reduce prices to give the buyers of steel a little lower price, 
then I think the public interest would be served. The in- 
efficient would have to bec ‘ome more efficient. Is that not 
what competition means? 

Mr. Homer. We have it today, Senator. We have it 
today.*! 


But it was pointed out that we do not “have it today.” Bethlehem 
did not reduce its prices but continued to operate under the umbrella 
of a less efficient company. However, Mr. Homer saw no end to the 
mischief in a single price reduction; it would set off a chain reaction 
that would be ‘disastrous’; and would end up with everyone going 
out of business except the most efficient company. 


* * * if you keep going at the process you are suggesting 
of cutting down a ‘cutting down, pretty soon no one gets 
any thing out of it, and we are not s able to maintain our plants, 
even though we may be efficient; we have no money left to do 
the job that we have got to do, as I outlined in my state- 
ment yesterday. 

* * , * ES ok 

Your suggestion is a route that is disastrous, as I see it, for 
any industry to go, and you will end up that the last one to 
be in the business will be the most efficient one, and the rest 
of them will be out, and you will have a monopoly with one 
company supplying our country with whatever steel they can 
supply them, and it will not be enough, and the rest of them 
will be out of business.*” 


The implication of this reasoning is that in order to avoid monopoly 
it is necessary for the steel industry to price as a monopoly. Since 
the result of competition would be monopoly, how better to avoid 
monopoly than by avoiding competition? In that sense, behaving 
as a monopoly can be interpreted merely as an attempt to preserve 
com petition. 

The situation for National, or ganized during the late twenties, was 
not very different. Like Bethlehem, its operations appear to have 
generally been more efficient than U. S. Steel’ s; and this has been 
reflected in net earnings. For the decade 1930-39, National’s average 
rate of return on stockholders’ investment, after taxes, was 7 percent 
as against U.S. Steel’s 1.4 percent; in the next decade, excluding the 
war years, National’s return rose to 16 percent as against 9.4 for 
U.S. Steel; and in the 1950’s, excluding the Korean war, it was 14 
percent as against its larger competitor’s 11.5 percent. In fact, for 


31 Tbid., p. 633. 
32 Ibid., pp. 633-634. 
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each of the last 3 decades, National’s return considerably exceeded 
Bethlehem’s.* 

An analysis on the basis of individual years is equally impressive. 
National is the only major steel producer to have shown profits in 
every year since its existence. For most of the last two decades its 
rates of return on stockholders’ investment, after taxes, surpassed 
both Bethlehem and U. S. Steel.* 

Another bit of indirect evidence is provided by a special compilation 
made for the subcommittee by the National Archives from OPA 
records on labor hours per net ton of steel product. To be sure, these 
data are a decade or so old, but they are illuminating.® For the 
purpose of avoiding the disclosure of the ide entity of individual firms, 
U. S. Steel, Bethlehem, Republic, and Jones & Laughlin were com- 
bined by the Archives in group I; Inland, National, Armco, and 





33 | Comparison of average rates of return on stockholders’ investment after taxes, 10-year intervals, 1920-56 
U.S. Steel, Bethlehem, and National. 
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« Excluding 1941-46, 1951-52. 
. Source: Federal Trade Commission. 


% See the following: 


Rate of return on stockholders’ investment for U. S. Steel, Bethlehem, and 
National after taxes, 1917-56 
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« Denotes loss. 
Source: Federal Trade Commission. 


35 Data supplied by National Archives and Records Service, General Services Administration. For full 
text, see Hearings on Administered Prices, op. cit., p. 827. Labor requirements reported by the steel pro- 
ducers were defined as ‘‘all actual hours worked, beginning with labor in coke, including all labor up to and 
including this process but exclusive of labor in ore, coal, and stone.”” Thus the labor requirements as re- 
ported to the OPA were in terms of final product. For example, the man-hour requirements for cold-rolled 
sheets include all man-hours required for the production of pig iron, slabs and hot-rolled sheets utilized in 
the production of cold-rolled sheets. 


99345—58——_7 
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Youngstown Sheet & Tube form group II. It should be noted that 
all eight of these companies are fully integrated. 

Within the limitations of avoiding disclosure, it was possible to 
present average labor hours per net ‘ton of product for three major 
products—hot-rolled bars, hot-rolled sheets (18-gage and heavier) and 
cold-rolled sheets. The data show that, for each of these products, the 
average labor hours per net ton is lower for group I] companies—the 
class in which National is to be found—than for group I. In the case 
of hot-rolled bars, the figure is 12.7 as against 15.3; for hot-rolled 
sheets, it is 11.4 as against 12.2; and for cold-rolled sheets, 14.4 as 
contrasted with 15.9. 

It was in the light of these facts that Senator O’Mahoney inquired 
of Mr. Humphrey whether his company had a “general, long-term 
pricing policy.””. Mr. Humphrey replied that “‘stated very simply’ — 


It is to keep ourselves competitive with prices that we find 
that we have to meet. 


When asked to explain this remark, he stated that the policy of 
National was to 


* * * quote prices that are as near the prices of our com- 
petitors as we can learn and determine and work out so that 
we will get at least as much as they do, and we ought to be 
ashamed of ourselves if we do not, and so that we will not 
price ourselves over them and thereby not get any business.*® 


Did this not mean, it was asked, that if U. S. Steel raised its prices, 
it was National’s policy to raise its prices in conformity? In effect, 


Mr. Humphrey agreed, remarking that ‘‘of course, we attempt to get 
that price” if the ‘advance is “reasonable.” *” 

Thus Mr. Humphrey’ s approach did not appear to differ radically 
from Mr. Homer’s. Though National was admittedly more efficient 
in its operations and making higher profits, Mr. Humphrey did not 
feel that this was a factor to be taken into account in setting prices. 
Senator O’Mahoney pressed the matter further. 


Senator O’Manoney. Assuming that, in addition to having 
a lower expense for administration, you had a lower expense 
for labor, a lower expense for scrap, a lower expense for other 
items that went into the costs of steel, would you still believe 
that National Steel should follow U.S. Steel up? 

Mr. Humpurey. So long as U. S. Steel’s pricing were such 
that we believed there was a fair general price to expand the 
general market, I would say yes, sir. 1 think there is no 
reason in the world why, if National Steel can make more 
money than U. S. Steel, we shouldn’t do it, so long as we 
are looking at a long-range picture and are building and 
developing and expanding markets for our product. 

Senator O’Manonry. Then, do you wonder, Mr. Humph- 
rey, by reason of this answer that you have given, that many 
people seem to hold the opinion that there is no price com- 
petition in the steel industry, that you just go up and up 

%6 Hearings on Administered Prices, op. cit., p. 812. 
37 Senator O’ Mahoney, referring to the different levels of efficiency and earnings reflected by the steel 
companies, demurred to the word “‘reasonable.’’ As he put it, “it might be reasonable for your competitor, 


= might not be reasonable for you. It might be unreasonable for the competitor and it might be reasonable 
or you.” 
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and up whenever any company feels the urge to raise the 
price? *8 
Mr. Humphrey did not answer this question. 

At one point in the hearings Mr. Humphrey’s fears appeared to 
parallel those of Mr. Homer’s. This was revealed in one exchange 
that occurred in connection with the possibility of National’s setting 
prices lower than U. S. Steel’s. 


Senator Krrauver. So you have an economical operation, 
an efficient company, operating at low cost. Why would it 
not be in line with what you were working for as Secretary 
of the Treasury—that is, in bringing about deflation and low- 
ering of prices—for you to pass on to the steel consumers the 
benefit of your better operation, your greater efficiency? 

Mr. Humpurey. We do not know that we can at the 
present time, and we have no intention of making a move 
until we know what we can do.* 


In further amplification, he explained that National could not set 
a price level above its competitors because it would lose business; 
nor could it set one below because it would prevent the members of 
the industry from earning profits. In this apparent concept of an 
uncontrolled price competition—arising out of a single deviation 
from the prices set by U. S. Steel—Mr. Humphrey’s thinking coin- 
cided with the views of Mr. Homer. 


Mr. Humpurey. We cannot go up because our competi- 
tion has set a limit on ‘‘up.’”’ We might even consider that 
if we did not have a limit on it, but there is no use consider- 
ing that because we cannot go up, and we certainly are not 
going to go down. 

Senator Kerauvrer. You cannot go up because your com- 
petition has set a ceiling, but you could go down and your 
competition would likely come down to your lower base; 
would it not? 

Mr. Humpurey. It is not going to help the country or any- 
one else if we go down to a point where this industry does not 
make any money, and it will hurt the Government very seri- 
ously if that should occur.” 


Indeed the former Secretary of the Treasury made a strong plea for 
corporate profits in the name of national defense, the farm program, 
social security, and ‘‘all of the other programs that you have adopted 
for the benefit of the American people.” Otherwise, as he put it, 
“You won’t have the money with which to pay the bills of this coun- 
toy.” * 

In reply, Senator Kefauver drew a distinction between reasonable 
profits and exorbitant profits. One is necessary for the health of the 
economy. The other is a positive threat when it occurs at a time 
when prices are increased in the face of declining production and a 
serious threat of unemployment. 

38 Hearings on Administered Prices, op. cit., p. 816. 
2” Thid., p. 822. 


40 Tbid., pp. 822-823 
41 Tbid., p. 820. 
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PRICE FOLLOWSHIP ON STEEL PRODUCTS WHERE BETHLEHEM AND 
NATIONAL ARE LARGEST PRODUCERS 


Another significant area of inquiry centered around the practice 
of price following on those items where Bethlehem and National 
were the largest ‘producers. These products, of course, differed for 
the two companies, but the practice of price following was the same. 

In the case of Bethlehem, there is a number of steel products for 
which this company is the country’s largest producer. In rolled 
steel piling, for example, Bethlehem held 72.2 percent of capacity in 
January 1957, as against 26.6 percent by U. S. Steel. On other 
products, the differences were less marked, but Bethlehem Steel pre- 
dominated in production.* 

It was difficult to Gadeiand why, in these products, Bethlehem 
felt compelled to follow the prices set by U.S. Steel. Mr. Homer first 
explained that the figures presented were for the “national situation”’ 
and that, since the steel industry was characterized by ‘‘area compe- 
tition,’ national figures were meaningless. It was then pointed out 
to him that regional figures would give Bethlehem an even higher 
percentage of production than the national data. He then replied: 


Well, we watch the national pattern, and it has an effect 
on the regional situation. You have to be competitive under 
those conditions.** 


Earlier, Mr. Homer had drawn a distinction between national and 
regional competition, and explained that this produced a “divergent 
competitive pricing approach which I believe is a good thing for the 
economy.’ Since the operations of his own company were primarily 
in the East, he testified that his company engaged in regional com- 
petition. 

When we price our products in the East, we generally wait 
to see how the nationwide competitive price pattern will 
develop, and then we price our products on a basis that we 
think will give us the best competitive position in the East.“ 


But what of the situation where a company dominates in the produc- 
tion of certain steel products in its own region? Since freight costs 
are relatively high for steel products, thus insulating to some extent 
shipments from outside the region, is it not in a position to set the 
competitive pace? If it is an efficiently operated company, is it not 
in a strategic position to fix its own prices? Or is it still compelled 
to follow the price pattern of a less efficient producer? 


42 Steel products in which Bethlehem ranked Ist in meee cAtS a Jan. 1, 1957: 





Product Industry Bethlehem U. S. Steel 
capacity 





Thousand net 

tons Percent 

Steel piling, rolled. -._ Bi Sc SztRAL eee 399 

Structural shapes, heavy--.-._...-- inp tedtienieapeni eee 7, 628 

Wheels and axles, rolled peed ipciibaatnaad 488 

Plates, universal ili hain 1, 310 
Bars: 

Concrete reinforcement --- i ae ee cL 2, 528 

Light shapes- , 1, 087 


SBSS 
Aaann 


NN 
om 





Source: Iron and Steel Works Directory, 1957. 


48 Hearings on Administered Prices, op. cit., p. 625. 
“ Thid., p. 615. 
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As of January 1957, Bethlehem had the largest capacity for the 
production of hot-rolled sheets of any company in the Northeast.” 
Its mills represented 20 percent of capacity in that area as against 
13.4 percent for U. S. Steel and 10 percent for National. Mr. Homer, 
however, refused to discuss the matter on the ground that “the classi- 
fication by area is unrealistic in this particular situation’; and, i 
further amplification, he stated, “It is called manipulation of figures, 
Senator, to serve a purpose.’’*® 

Even more striking was the case of hot-rolled merchant bars, where 
both Republic and Bethlehem outranked U. S. Steel in capacity in 
the Northeast; yet each waited for U. S. Steel to fix the prices for 
the product in that region.*7 Mr. Homer’s explanation of this enigma 


was that “it has nothing to do with the way we compete for steel.’’ ** 


45 See the following table: 


Concentration of capacity for hot-rolled sheets in the Northeastern States, 


Jan. 1, 1957 


Rank and company 


. Bethlehem 

U. S. Steel- as 

. National...._------- 

IE in erie 

. Republic 

Jones & Laughlin 

Ford... 

. McLouth 

Ts 2 ctadgackscccuctusnesueesans i 
. Detroit 


PO Nm me ter 


— 


Others (15 companies) 


Industry total 





Net tons 
, 


5, 105, 000 


3, 409, 000 | 
6 2, 540, 000 | 


2, 506, 000 
2, 145, 000 
1, 936, 000 


1, 376, 560 | 
¢ 1, 154, 810 | 


1, 026, 000 
900, 000 





3, 405, 800 | 


25, 504, 170 | 


Percent of 
industry 


20. 
13. 
10. 


13. 4 


100. 0 


¢ Includes Pittsburgh-Youngstown, Clev or Detroit, oe eastern saetnne as 5 listed by American 


Iron and Steel Institute. 


+ Weirton, a subsidiary of National, is listed as a producer, but the capacity is included with coils 


for cold reduced black plate and tinplate. 
¢ Includes hot-rolled strip. 


Source: Iron and Steel Works Directory, 1957, 


‘6 Hearings on Administered Prices, op. cit., p. 625. 
47 See the following table: 


Concentration of capacity for hot-rolled merchant bars * in the Northeastern 


States,> Jan. 1, 1957 


Rank and company 


Net tons 
| 


Percent of 
industry 





. Republic 

RD 28 nn dob cada cnsncdaneanvancnguieleg lucia’ 
RE da SS Sita bunetsuntel Sieochbheet 

. Crucible-_- laa co ale! 

. Jones & Laughlin...-------___- 

oS eae 

. Northeastern 

. Timken Roller Bearing. 

, mOtery Bieri... .... 2.25. ; ‘ 
FN a ca abides ckivuwciddnduadssaean 


CORRE CAG PUNIDORIEE) ooo oo no cescnc cn nncncacees 


NINE Cia cd scdenesncatovancc 


¢ Reported in 1957 directory as ‘‘bars, all other’’; 
reinforcement.” 





e 2,615, 000 | 
1, 672, 000 | 
2 1, 486, 000 
862, 000 
568, 000 | 
403, 000 
166, 400 | 
153, 500 | 
137, 200 | 
108, 000 


* 688, 720 


8, 859, 820 | 


18. ¢ 


9. 
6. 
4. 


ook. IO 


Non 


in 1954 directory as “‘bars, other than concrete 


+ Includes Pittsburgh-Youngstown, Cleveland-Detroit, and eastern districts as listed by American 


Iron & Steel Institute. 
¢ Includes concrete reinforcement bars and tube rounds. 
4 Includes light shapes. 


« Includes certain other bar-type items not reported separately in the directory. 


Source: Iron and Steel Works Directory, 1957. 
48 Hearings on Administered Prices, op. cit., p. 627. 
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Mr. Humphrey was equally reticent on the subject of why National 
followed U. S. Steel on steel products in which his company leads in 
production. For example, it is the leader on cold-rolled sheets. This 
is not a minor specialized product. As of January 1957, capacity 
totaled 19.3 million net tons. Cold-rolled sheets represented 17 per- 
cent of all shipments of carbon steel in 1956, and carbon steel consti- 
tuted 91 percent of all steel production. National ranked first in 
capacity of cold-rolled sheets with 15.4 percent of the total; U.S. Steel 
came second with 14.9 percent, and Bethlehem, third, with 14.) 
percent.” 

In the Northeastern States, National ranked first and U. S. Steel 
ranked sixth in capacity. Between National and U. S. Steel stood 
Bethlehem, Armca, Republic, and Jones & Laughlin. National and 
Bethlehem each had over twice the cold-rolled sheets capacity of 
U. S. Steel; and the five companies combined had about 65 percent 
of total capacity as against 7.2 percent by U. S. Steel. Yet the 
latter has remained the price leader for this product in these marketing 
areas.°° 

Mr. Humphrey was directly interrogated on this point, and his 
reply—though not entirely responsive—is of interest. 


49 See the following table: 


Cold-rolled sheets capacity, 10 largest companies, Jan. 1, 1957 


tank and company Percent of 
industry 


15. 
14, 
14. 


. National.__..__- 

U.S. Steel 

. Bethlehem 

Armco Sb aealiiricte 

NI oo sack ce ina icnecses 

. Youngstown 

. Jones & Laughlin__ 

. Ford 

a ee 
. Wheeling 


QO OO GOS 


ht et bo ho ho 
P1006 


RO NOOO 


1 
2. 
3 
4. 
5 
6 
7 
8 
9 
0 


_ 


Others (11 companies) - -_-.__- 2, 515, 300 








19, 302, 580 





Source: Iron and Steel Works Directory, 1957. 
59 See the following table: 


Concentration of capacity for cold-rolled sheets in the Northeastern States, 
Jan. 1, 1957 


Bank and company Net tons Percent of 
industry 





| 
. National... Sa icigehhecaeten ea | 2, 970, 000 
os fo oi abaineeeae a aeacedeeeadsemeal 2, 712, 000 
. Armco. ; 1, 696, 000 
. Republic ; kde bh dbdatinadanmdaad 1, 650, 000 
. Jones & Laughlin cask eb 1, 168, 000 | 


_ 
~ 


17. 


10. 


. United States Steel pia Widnteasdsaccanee Sa 1, 138, 900 
IR ct cris etic arcane eria cin sie neue 872, 120 
ee nce uinaeeniswumiSomint gittawal 672, 000 
Se ee Se iO i nincnariewewuinnws 600, 000 
. Detroit eRe Reatiat ie 7 aD 420, 000 


NOPANNS 
NIDmwoanwrawnwco 





~1 


I nia wehsteas citric abikeinepAsaneata Tacs Sky 1, 857, 300 11. 
Industry total 15, 756, 320 100.0 





* Includes Pittsburgh- Youngstown, Cleveland, Detroit, and eastern districts as listed by American 
Iron and Steel Institute. 


Source: Iron and Steel Works Directory, 1957. 
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Mr. Chairman, if you go back when I started in this busi- 
ness, we had less than a million tons of capacity. That 
capacity now is up to around 6 million, and by the end of 
the year it will be around 7 million tons of capacity. We had 
a comparatively few employees. Today we have 30,000 
people or more working at good pay and high pay. If we 
had not run a successful business, if we had not tried to price 
ourselves in a way that would permit us to expand this busi- 
ness as we have, instead of having 30,000 to 40,000 people 
working at high pay, instead of being at the head of this 
business, we would have been at the bottom of the list; and 
I do not think that would have been good for this country. 

I think that these people working at these good jobs, at 
this good pay, I think the expansion of these facilities, I 
think our ability to make this steel for the benefit of this 
whole country and to do it at reasonable prices and to have 
the pricing over the period such that steel during that whole 
period of the 35, nearly 40 years that I have been in this 
business—that steel during that whole period, and still is, 
the best commodity at the lowest price to do the jobs it is 
available for. 

* * * T think that is the kind of thing we ought to do, 
and that is why we will not change our prices now, so let us 
just let that one rest.” 


In effect, Mr. Humphrey equates price conformity with his com- 
pany’s success in the steel industry. But history does not bear 
him out. In the early days of National, when it was much smaller 
in size and had a lesser fraction of the total steel business than it does 
today, it was outstandingly independent in its pricing policies. 

According to one of the leading studies of the steel industry, National 
was the only company during the NRA which cut prices and refused 
to conform to price increases initiated by the other steel companies. 


At least in the pricing of the products studied, the National 
Steel Corporation appears to have played an independent 
role during the Code period, a part which, after all the initial 
price increase in 1933 (in which it cooperated with other 
important integrated firms), was contrary to the pricing 
policies of other important firms. It became an exponent of 
lower steel prices in a most effective way for it initiated 
price declines and refused to conform to price increases ini- 
tiated by others at the most important basing points—Pitts- 
burgh, Chicago, Gary, and Cleveland. Other companies 
might qualify for similar mention, but the data at hand will 
not permit their designation in so unambiguous a manner. 
Except for U. S. Steel Corp., the importance of which is 
indicated not so much by individual action either in price 
advances or reductions, as by its ubiquitous presence in 
group price filings and by the almost total absence of its 
subsidiaries in the list of companies which did not meet 
price changes at important basing points within a week of 
their effective dates, no other company can lay so clear a 
claim to price independence.” 

51 Hearings on Administered Prices, op. cit., pp. 824-825. 


8 Daugherty, Carroll R., de Chazeau, Melvin G., and Stratton, Samuel’S.:} Economics of the Iron and 
Steel Industry, vol. II. McGraw-Hill Book Co., New York, 1937, p. 670. 
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Apparently this policy of independence has been abandoned by 
National’s present management. Its current pricing policy is best 
summed up in Mr. Humphrey’s own terms— 


* * * that we will get at least as much as they do, and we 
ought to be ashamed of ourselves if we do not, and so that we 
will not price ourselves over them and thereby not get any 
business.™ 


PRICE LEADING AND PRICE FOLLOWING 


Despite the long history of price leadership in the steel industry, 
this trade practice appeared to be a sensitive subject to steel officials. 
In fact, U. S. Steel went out of its way to make categorical denial. 
The matter first arose in connection with the uniform increases that 
occurred in the summer of 1957. Inquiry was made as to whether this 
procedure was not ‘characteristic and typical”; that U. S. Steel took 


the first price step and all other steel companies followed in order. 
Mr. Blough replied: 


* * * The statement has been made that U. S. Steel always 
raises the price and others follow. Now let me give you in- 
stances of where that did not happen.™ 


Mr. Blough proceeded to give his examples, but they proved confusing 
because of the absence of specific dates. In the end he was asked 
to supply the subcommittee with a detailed statement of such price 
changes. 

The subject was renewed later in the hearing when Mr. Blough 
resumed his attack. 


Mr. Bioven. The other day I started to indicate to you a 
number of instances where everybody doesn’t follow every- 
body else’s price, and if you make the assumption they do, 
that is an erroneous assumption. Now again if you want me 
to give you instances where that is not the case, I would be 
very glad to do it.* 


On this occasion Senator Kefauver clarified his request for a detailed 
statement by asking that U. S. Steel eliminate abnormal periods— 
when the industry was affected by a strike or where there was a sellers’ 
market characteristic of times of shortages. Subsequently, discus- 
sions were held between the subcommittee staff and officials of U. S. 
Steel; and it was agreed that the substance of the request could be 
met if the company supplied instances of price changes initiated by 
competitors for the year 1954. 

On October 16, 1957, U. S. Steel submitted a wage entitled ‘“Exam- 
ples of Price C hanges Made by Competitors of U.S. Steel and Action 
Taken by U. S. Steel, Year 1954” (appendix B). Twenty-nine in- 
stances were presented, but ten of these contained no specific price 
data from which conclusions could be drawn. 

Shortly thereafter, on October 21, the staff prepared an analysis of 
this table, the major conclusions of which are as follows: 





% Hearings on Administered Prices, op. cit. p. 812. 
% Thid., p. 231. 

55 Idem. 
 Tbid., p. 312. 
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There are 19 instances in the listing of price changes initiated 
by competitors that are set forth in dollar terms. A compar- 
ison of the ‘new price’”’ of the competitor (i. e., the price after 
the change had been made) with the ‘old price” of U. S. 
Steel (i. e., U. S. Steel’s price at the time the competitor made 
his change and before U. S. Steel had made adjustment 
thereto) reveals that, with one exception, the price changes 
initiated by competitors consisted of merely a narrowing or 
elimination of a premium which had been charged above 
U.S. Steel’s price. After the change the competitor’s new 
price was equal to or even still above U. S. Steel’s price. 
Thus, with the one exception, the listing does not show in- 
stances of price leadership, as it is commonly interpreted, by 
companies other than U. S. Steel. 

The one exception, which appears on page 2 of the listing, 
relates to galvanized sheets. Same the data shown on the 
listing, the sequence of events appears to be as follows: On 
July 3, 1954, U. S. Steel increased its price by $3.50 a ton, 
bringing it to a level of $120 a ton. Four days later, Re- 
public increased its price, but the amount of its increase, 
which was only 50 cents, brought its price to $117. In the 
face of this lower price by Republic, U.S. Steel retained the 
$120 price for about a month but on August 5, 1954, it came 
down to the $117 level of Republic.” 


This collection of data would hardly substantiate Mr. Blough’s 
assertion that companies other than U. 8. Steel initiate price changes. 
Except for the one case mentioned, U. S. Steel’s competitors were 
simply narrowing or eliminating premiums between their prices and 
those of Mr. Blough’s company; these are not instances of price 
leadership by companies other than U. S. Steel. 

In the case of galvanized sheets, the original impetus for a new 
price came from U. S. Steel, but Republic failed to go along. Its 
failure to increase to the full extent of U.S. Steel’s price was a fatal 
flaw to the maintenance of that price; and within a month U. S. Steel 
cut to meet the $117 price of Republic. If anything, this example 
corroborates the statements of steel officials of the extreme price sensi- 
tivity that exists in the industry. Republic’s failure to price follow 
U. S. Steel upward made untenable the larger increase imposed by 
that company. The identical result might have occurred in mid-1957 
had any of the larger steel companies refused to follow the price 
leader. 

Because of its earlier history of independence in setting prices, the 
position of National is also of interest. The issue arose in connection 
with cold-rolled sheets—where National leads in production but fol- 
lows on price setting. Mr. Humphrey was asked if National had ever 
initiated price changes on this product. His reply was in general 
terms: 


Prices have fluctuated both up and down many times dur- 
ing my experience in this business. And it all depends, as I 
testified once before—when there is a shortage of materials, 
the customer fixes the price, because it is the customer who 


8 Tbid., p. 956. 
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will bid the highest. The customer that will bid the highest 
for the commodity to get the commodity away from some- 
body else and buy it up, he is the fellow that fixes the price. 

Wher. there is an abundance, it is the lowest-price seller 
who fixes the price. You have to meet the price of the 
lowest-price man. 

So it just depends on what the times are and who fixes the 
price.® 


Mr. Humphrey was then asked to present specific examples of in- 
stances where National had taken the initiative and reduced prices 
below those of U. S. Steel. Later in the subcommittee hearings, 
Senator Kefauver inquired if these data had been prepared. Mr. 
Humphrey replied, “I did not look it up.” 


Senator Knrauver. Do you remember any time at all? 
You have been with this company a long time. 

Mr. Humpurey. As IJ told you yesterday, prices have 
fluctuated both up and down many times in many amounts 
in Many ways on very many occasions; and just who did it 
first or who cut the price or who made a new price either 
up or down, I cannot possibly tell you now.” 

The question was then shifted to T. E. Millsop, president of Na- 
tional. Mr. Millsop also could not remember ‘“‘without examining the 
records.” © 

It was at this point that Mr. Humphrey elaborated National’s 
shift in policy from its early independence in price setting to its cur- 

rent price following of U.S. Steel. In essence, his remarks constitute 
an eulogy of U. S. “Steel as a price leader, and an announcement that 
National would not depart from the prac tice of “following the leader.’ 
Of particular interest is the fact that Mr. Humphrey makes price 
leadership the key to corporate success in the steel industry—though 
National’s own earlier expansion was based upon its refusal to abide 
by prices set by U. S. Steel. 


* * * T think that U. S. Steel is the largest producer, a 
very well managed, a very conservatively managed concern 
over a long period of years. Since the days of Judge Gary 
they have been very public minded, very conscience minded. 
They have been very thoughtful and very wise in trying to 
determine the long-term best interests of the business, and 
they know that the long-term best interests of the business is 
to produce a product that will gain in volume and gain in use, 
and that to do that they must make the best product for the 
purpose for the least cost, to get the public over a long period 
of time to buy their product instead of somebody else’s, and 
to continue the expansion of the business as a whole. 

I think in view of that wise publicly minded long-term 
thing, I think it has paid off in the industry because of the 
rapid growth of the industry and the continued growth of 
the industry and the continued fact that steel is better than 
most other products for most things within its field; that that 
expansion is due to that; and I think, as a result of that sort 

88 Ibid., p. 825. 


# Ibid., p. 869. 
6 Tbid., p. 870. 
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of management and that sort of thinking, probably most of 
the time the steel corporation has been the low man, and 
most of the time the steel corporation’s prices have been 
lower than other people, than a number of other people, not 
all, but than a number of other people in the steel business 
would have been glad to have and thought might have been 
desirable. 

I think they have been an influence in operating their own 
business for the best interests of a long-pull operation. From 
my point of view, I would like to compliment them on their 
wisdom over the time that I have been in the business. 


Yet, when the issue was phrased in specific terms, Mr. Humphrey 
was unwilling to concede what his general language implied. 


Senator Kerauver. Mr. Humphrey, as I understand what 
you are saying, it is that U. S. Steel Corp. has set the price 
of steel products generally over a long period of time and 
that you are satisfied that the management of one corporation 
sets the steel price and you think generally it is a very good 
thing to go along with them. 

What role is slaved by you independents, who have a more 
efficient operation and who make more money on your in- 
vestment, where you can produce more cheaply 

Mr. Humpurey. We do not always follow them, Senator, 
as I have told you, either up or down. We have currently 
charged more for steel than they have, over periods when we 
thought our own situation required it. It is not always the 
same, but I will tell you what I have said and repeat: That 
in a situation such as we have today, where the supply ex- 
ceeds the current demand, that in that case the man who is 
willing to take the least money is the man you have to meet, 
if you want to participate in the business, and we want to 
participate in the business and therefore we have met their 
price.” 





These remarks are somewhat confusing. The issue under discus- 
sion was not lowered prices but increased prices to meet those of U. S. 
Steel. The inference appears to be that, despite its impressive profit 
history, National’s preference was for prices higher than those an- 
nounced by U.S. Steel; and was unable to increase to the amount it 
desired because of consumers’ sensitivity to price. But this does not 
explain why National refrained from action at the outset. Despite its 
position as the country’s largest producer of cold-rolled sheets, it 
waited for U. S. Steel to set the price pace in this field. 

Nor did these remarks fully accord with those that followed. Sen- 
ator Kefauver pointed out that, despite the company’s efficiency and 
profit rates, he could find no instance, in the prices submitted to the 
subcommittee, ‘‘where your price was lower than U. S. Steel.” 


Mr. Humpnrey. Of course you cannot, because if we made 
a lower price, everybody would meet it. They will do the 
same as we do. 


61 Tdem. 
62 Tbid., pp. 870-871. 
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Senator Krrauver. Why would not that be a good thing, 
so long as you are still making enough money? 

Mr. Humpurey. It does happen. 
Senator Krrauver. When did it happen? ® 


And, once again, the issue of providing specific data on price reduc- 
. 5 . ~ ~ ON 5, . 
tions below those of U. S. Steel was raised. Mr. Humphrey replied 
that he did not have the “record” available “‘as to when 1t happened.”’ 


Senator Krerauver. Will you get the record and furnish 
it? 

Mr. Humpurey. I will see. The very fact that we do 
have low costs and that others have low costs is an influence 
on everybody else in determining what they will charge, 
whether we do it or whether we do not. It has a bearing 
upon the price that the other fellow makes, so it is there, it 
is always there and always a factor in accounting for the 
determination of what the price may be.™ 


Thus, the argument is that instead of raising prices even higher 
than those announced by U. S. Steel, National—because of its lower 
costs and more efficient operation—exerts indirect pressure in keep- 
ing prices lower than otherwise they might be. Like “upsidedown 
competition,’ where competitors raise their prices to meet competi- 
tion, National’s role today is that of price leader—but in the back- 
ground. It is satisfied with being an “influence,” in having a “‘bear- 
ing upon,” in being a ‘factor in accounting for the determination of 
what the price may be.”’ 

The requested data of price reductions by National—below those 
of U. S. Steel—were never submitted to this subcommittee. 


PHILOSOPHIES OF COMPETITION 


If the practices of the steel industry depart far from competitive 
norms, so also do the philosophies of those in command of the country’s 
largest steel corporations. As a phrase, “price leadership”? may fall 
dissonantly on the ears of these executives; but in their expressed 
philosophies there is close harmony. 

Mr. Blough, chairman of the board of U. S. Steel, made this clear 
for his company in the early stages of the subcommittee’s hearings. 
Faced with uniform bids on Government contracts, where prices of 
competitors matched each other to several decimal plac es, he saw no 
problem. As he explained, “‘a price that matches another price is a 
competitive price.” 

Senator Kerauver. Mr. Blough, do you regard it as true 
competition when another company matches your price to 
a thousandth of a cent per pound, or you match some other 
company’s price to a thousandth of a cent per pound? 

Vouldn’t it be more competitive if there were at least some 
slight difference in these prices? 
* * * * * 

Mr. Biovex. * * * My concept is that a price that 
matches another price is a competitive price. If you don’t 


8 Tbid., p. 871. 
% Tdem. 
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choose to accept that concept, then of course, you don’t 
accept it. In the steel industry we know it is so. 


A minute later he amplified that statement further: 


I would say that the buyer in that situation who has a 
choice—remember now, I am talking about our published 
prices—the buyer in that situation has this choice. He 
chooses to buy from one company at $5 higher. He chooses 
to buy from our company at $5 lower. Now if you call that 
competition and a desirable form of competition, you may 
have it your way. Isay the buyer has more choice when the 
other fellow’s price matches our price. 

Senator Kerauver. That’s a new definition of competition 
that I have never heard.® 


But Mr. Blough was not discouraged with this reception. After 
explaining that steel prices do change—or as he put it, they do not 
remain ‘‘static’’—he volunteered: 





For anyone to assume that prices are not competitive 
because some producers raise the price the same as other 
producers, I think is, as I said before, simply an erroneous 
assumption.” 


Senator Kefauver reverted to the question of whether a united 
front on price by sellers constituted competition. In return, he was 
given an elementary lesson in the economics of steel pricing. 


Senator Kerauver. You said that where the purchaser can 
secure at the same price from a number of companies * * * 
that is a competitive situation, in your judgment? Did I 
understand you right? 

Mr. Buioven. Mr. Chairman, I think you understood me 
right, but I don’t think you understand competition. I beg 
your pardon for saying so. 

* * * * * 


Mr. Bioveu. I think you understand the words but you 
don’t understand the concept. 

Senator Kerauver. I am trying to understand competition 
and I must say on that kind of basis I am having a hard 
time doing it; but is that what you said? ® 


Mr. Blough explained that, if Bethlehem had raised its price higher 
than U. S. Steel’s, such a “price would have been not as competitive 
with our price as the amount by which they actually raised it.” 
Conversely, if Bethlehem had failed to raise to the full extent of U.S. 
Steel’s new price, ‘“‘we would have promptly reduced our price to $5 
and then the prices would again have been competitive.” ” 

Of course, the basic conflict here was not on the identity of prices, 
but on how that identity was arrived at. Mr. Blough made identity 
of price synonymous with competition. But where price uniformity 
is achieved through lockstep action on the part of producers, all 
following the price leader, the behavior is hardly of the type tradi- 
tionally associated with the operation of free competitive forces. 


% Ibid., p. 312. 
6 Tbid., p. 313. 
87 Tbid., p. 314. 
# Ibid., pp. 314-315. 
etTbid., p. 315. 
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On the other hand, where prices are made in the free and open 
market, price identity at any single moment is to be expected as 
typical of a competitive situation. Under ordinary circumstances, 
producers must meet the lower prices of their competitors or go out of 
business. The difference is that, in the first case, price uniformity is 
achieved outside of the operation of the market; prices thus made are, 
in the ordinary understanding of the term, administered prices. In 
the second case, price identity among producers is the result of market 
forces; but prices change rapidly as companies vie with each other for 
the available business, and any seller feels free to inaugurate price in- 
novations. 

In his opening statement, Mr. Blough blurred this important dis- 
tinction by likening R. H. Macy’s pricing practices with those of 
U.S. Steel. As Senator Kefauver pointed out: 


When Macy’s increases the price of any given product, 
it has no certain knowledge whatever that Gimbels is going 
to increase its price by a like amount. 

In other words, its area of discretion in price making is 
strongly limited not only by the presence of Gimbels but 
by Gimbels’ conspicuous independent behavior. But when 
U. S. Steel raises its price, it does so with the almost certain 
knowledge, based on years of experience, that its so-called 
competitors will make the same increase. 

Inasmuch as Mr. Blough brought up the matter of Macy’s 
pricing, let us follow it through and see where we come out. 
Would Mr. Blough say that Macy’s and Gimbels are not in 
competition because their prices are different? Would he say 
that New Yorkers would have the benefit of greater competi- 
tion, of greater freedom of choice, if the prices of Macy’s and 
Gimbels were invariably identical? Would he consider that 
competition between Macy’s and Gimbels would be greater 
if every price increase by Macy’s was immediately matched 
by Gimbels? If Macy’s and Gimbels turned to what we have 
heard here about the steel industry, then a new Macy’s slogan 
might wave over Herald Square, ‘Our prices are always 
exactly as high as Gimbels.’’ 


"Ibid., pp. 324-325. Quite as trenchant a comparison was drawn by an egg farmer in a communication to 
the wi eekly county paper in Wheatly, Tenn.- This letter, submitted for the record, will be found {on p. 
307 Ui . 

“‘T had noticed in a copy of a newspaper which a neighbor of mine brought me a mess of fish in—for your 
information it wasn’t a copy of your paper, as this one had a fishy smell—that the price of steel had recently 
gone up to $8 a ton, which clearly indicated the steel industry has let its newspaper subscription expire, as 
President Eisenhower only the day before had asked business to hold prices down voluntarily, and as a 
result a lot of other things were automatically going up. 

“For example, naturally the watch manufacturers, on hearing the price of steel had gone up, will figure 
they ought to go up on the price of watches, as everybody knows the steel spring in a watch is made of steel, 
even if it doesn’t weigh over an ounce. 

“Plowpoints, tractors, cars, pickups, naturally will require an increase in price, to offset the rise in the 
price of steel, and so I decided what was good for industry was good for me. Consequently, when I took 
a dozen eggs into town yesterday to sell, I told the store I’d have to have 5 cents more. 

“**How come?’ the store owner asked. 

***1Don’t you read your newspaper? It’s on account of the increase in the price of steel,’ I explained. 

“‘Now here’s the rub. Instead of nodding his head in agreement and saying there didn’t seem to be any 
way around it, he just laughed. You could see he didn’t have any full understanding of inflation and the 
upward price spiral. 

***TDon’t believe I’d be interested,’ he said. 

“*But my costs are going up and I’ve got to have more money for these eggs.’ 

“ *TDon’t believe I’d be interested,’ he said, and turned around to wait on another customer. 

“‘Now I could have outwaited him, but from long experience I knew the eggs couldn’t so I sold them at his 
price and came home. 

“It’s the people who don’t understand inflation that’s causing this country so much trouble. I don’t 
mind paying $8 a ton more for steel if somebody will recognize I ought to get more for eggs. There are more 
people than you realize who are out of tune with me and my hens, 

“Yours faithfully, a te 
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The president of Bethlehem presented a fresh approach to the whole 
problem. In his refusal to submit cost data for Bethlehem, Mr. 
Homer declared they were of no importance to the subcommittee; 
because ‘“‘differences in costs as between various companies have very 
little, if any, effect on the prices at which products are sold.” He 4 
continued: 


Mr. Homer. Differences in costs, by and large, the same 
as differences in operating and other efficiencies, are reflected 
principally, if not entirely, in differences in net earnings. 

I believe that the economists teach that the market price 
of a product reaches a level slightly above the cost of the 
marginal producer. In such case, I do not think that all 
the producers who are more efficient than the marginal one 
make the same amount of profit.” 


In his discussion of Bethlehem’s favorable profit position, this state- 
ment was expanded. 


If Bethlehem showed a little bit better performance than 
anybody else, that may be because the results show we have 
been a little more successful than anybody else. 

And, if that is so, fine. That is what we are supposed to 
do if we can possibly do it, but still operating on a strictly 
competitive basis as far as the sale of steel is concerned * * *, 


It was suggested that a basic tenet of competition is that business 
goes to the more efficient company, and that others must become 
equally efficient or fall by the wayside. At this Mr. Homer developed 
his philosophy more fully, explaining that it was not original with 
him but acquired in an economics course studied in 1915. 


Mr. Homer. I think the question resolves itself down to 
the fact that it is the marginal operation of any company or 
plant that really establishes the price level, and they are the 
high-cost operation. And if they cannot survive at a certain 
price level, they go out of business. 

Now, that price level is pretty much established by the 
marginal producer. If you want to talk theory about this 
as to why prices get to where they do, I think you have got 
to go back to the theory of marginal operation, because I 


think that really controls the level of prices. 
* * * * * 


° If you operate on the basis that you are suggesting, where 
you come down in price and it keeps going down and down 
and down, pretty soon the marginal producers—and they will 
be generated more and more as you go down—will go out of 
business, and you will just end up eventually in a place where 
you just do not have anybody in the steel industry, on the 
theory that you have suggested should be the way we should 
operate, which I do not agree is the way we should operate. 

And so, today we have established maybe a series of mar- 
ginal operations in companies that may not be quite as effi- 
cient, but they are in the business, and they eatablish the price 
level because of their cost situation. 





71 Tbid., p. 612. 
72 Ibid., p. 635. 
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If you go below that, they cannot survive; and when you 
get to have a large demand for a product and you do not have 
enough people in the business, then the demand is so great 
that maybe your price level would have to rise—this is the 
theory of it—and your marginal producers can afford to come 
back in again, and you meet that requirement. 

But always the low price is established by the cost of 
operation of the marginal producer, not the efficient man, 
not the efficient company. The competitive price is estab- 
lished by the marginal producer.” 


In fact, as Mr. Homer explained, the alternative to his system was 
monopoly or even public ownership. 


If you do not operate on that basis, you eventually get to a 
point where you have monopoly, because if you keep the most 
efficient producer cutting prices every time that he has a 
little margin in there or makes a little money, he drives out 
of business the rest of the producers, and you end up with a 
monopoly. 

Now, that is the theory of it, and it is not a new theory at 
all. It is not a new theory at all. 

But the surest way to drive us into Government operation 
or public ownership ‘of the steel industry is to operate on the 
basis that you suggest, as I see it, because you are going to 
gradually get down to the point where no one is able to stay 
in the business, and then who is going to take care of it? ™ 


His long experience with the practices of the steel industry may 
have been a factor in Mr. Homer’s partial recollection of classical 
economic theory. Under theory, prices are presumed to fluctuate 
rapidly; the instant one producer reduces his costs, he cuts his prices 
to secure more business. Others must follow quickly or lose their 
customers. Thus the theory presumes great flexibility in the price 
structure; and it implies an industrial order where no company defers 
to another in the initiation of price changes. 

The theory also assumes easy ingress and egress of units in the 
industry. For occasional, brief intervals—where demand suddenly 
rises—the high-cost producer has a place in the industry; but when 
demand slackens, he must become efficient and meet the lower prices 
of more favorably situated operators, or be extinguished. As Senator 
Kefauver remarked: 

* * * the theory you are talking about is based on a model 
that does not exist in the steel industry, because there is no 
relatively free entry into the steel industry.” 


This statement was denied by Mr. Homer. 


* * * Certainly there have been companies coming into the 
steel industry year after year * * * there must have been 
new capacity coming in all the time.” 


He listed, as examples, Kaiser on the west coast, McLouth in Detroit, 
and Lone Star in Texas. Senator Kefauver replied that “the Govern- 


73 Thid., pp. 635-636. 
4 Ibid., p. 636. 

73 Ibid., p. 637. 

7% Idem 
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ment built Kaiser’s plant”; that his reference was to those that came 
in on a “free-enterprise basis.’”” Mr. Homer was asked to compile for 
the subcommittee a list of the new companies which had entered the 
industry “in any substantial way”’ in the last 20 years, as well as a list 
of those which had made their exodus. Subsequent to his appearance, 
Mr. Homer informed the subcommittee by letter: 


The following-named companies, each of which had on 
January 1, 1957, the steel-producing capacity in excess of 
100,000 net tons, first acquired steel-producing capacity 
since 1937: McLouth Steel Corp., Kaiser Steel Corp., Cop- 
perweld Steel Co., Babcock & Wilcox Co., Lone Star Steel 
Co., Pacific States Steel Corp., Oregon Steel Mills, and Isaac- 
son Iron Works. 

Since 1937 a number of companies with substantial steel- 
making capacity have ceased to do business, but the steel- 
making facilities which they operated were acquired by 
other companies in the industry, and, therefore, it seems to 
me that it would be correct to say, in a broad sense, that no 
company of substantial nature has gone out of business since 
1937.7 


A more comprehensive list was compiled by the United States 
Department of Justice in connection with its action in the merger 
case involving Bethlehem and Youngstown Sheet & Tube.” This 
analysis shows that most of the apparent entrants between 1935 and 
1957 were not genuine newcomers; prior to 1935 they had been 
members of the steel industry, lacking ingot capacity, or else con- 
sumers of steel products engaging in some fabrication. Almost all of 
the real newcomers made their entrance as beneficiaries of financial 
assistance from the Federal Government. Only three in all entered 
the industry during that period on what may be Teferred to as a “free- 
enterprise basis.” Their size was so insignificant that the combined 
capacity of all three represented only 0.1 percent of the country’s 
total ingot capacity in 1957. 

The statement shows that, between 1935 and 1957, 31 companies 
with ingot capacity were added to the industry, representing 6.4 per- 
cent of the total ingot capacity in 1957. Four teen—representing 4 per- 
cent of the total 1957 capacity—were previously engaged in the iron 
and steel industry, with steel rolling or other steel mill finishing facili- 
ties but no ingot capacity.” In effect, these companies were noninte- 
grated in 1935; their addition to the list was merely the result of their 
acquisition of ingot facilities. 

he remaining 17 companies accounted for 2.4 percent of total ingot 
capacity in 1957. However, six of these companies existed prior to 
1935; then—as now—they were primarily consumers and not sellers 
of steel mill products. Though they enter the list of newcomers since 


7 Ibid., p. 1535. 

78 Affidavit of S. Robert Mitchell in Support of Plaintiff’s Motion for Summary Judgment, U. S. v. Bethle- 
hem Steel Corp. and the Youngstown Sheet & Tube Co., United States District Court for the Southern District 
of New York, Civil No. 115-328. The information was compiled from the Iron and Steel Works Directory 
published by the American Iron and Steel Institute. 

7 The three largest of these companies are Detroit Steel, McLouth, and Northwestern Steel & Wire. 
Detroit Steel was incorporated in 1923; Northwestern (known in 1935 as Northwestern Barb Wire Co.) in 
1879. McLouth was incorporated in 1934, and appears in the 1935 Iron and Steel Works Directory as a 
nonintegrated steel company. Three of the companies mentioned in Mr. Homer’s letter—McLouth, 
Copperweld, and Babcock & Wilcox—fall in this category of nonintegrated companies which added ingot 
capacity between 1935 and 1957. 
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1935, most—if not all—of their production is designed for their own 
use.” 

Out of the total 31 companies, this leaves 11 companies that 
apparently entered the steel industry after 1935. However, two of 
the companies have been idle for some time;* and a third went into 
bankruptcy in February 1957. Thus, 8 of the 11 newcomers appear 
to be currently in operation; and they accounted for 2 percent of the 
Nation’s ingot capacity in 1957. Only 2 of these companies are 
integrated; the remaining 6 are semi-integrated, depending upon 
others for the basic raw materials of pig iron or scrap. 

Furthermore, 5 of: these 8 remaining companies had their ingot 
facilities initially built with some type of special assistance from the 
Federal Government.* The two largest—Kaiser with 1.2 percent of 
total ingot capacity, and Lone Star with 0.4 percent—are integrated 
companies; both entered the iron and steel industry with substantial 
Government assistance. Pacific States Steel—the largest of the semi- 
integrated companies with 0.2 percent of the total ingot capacity— 
also was the recipient of Government aid. 

Only three companies had their ingot facilities constructed without 
help from the Federal Government. And the 3 combined accounted 
for approximately 0.1 percent « of the Nation’s ingot capacity in 1957. 

During the period 1935-57, 21 companies left the iron and steel 
industry. These companies represented 6.2 percent of the 1935 total 
industry capacity. Fourteen, representing 5.6 percent of the total 
capacity—were acquired by other steel ingot producers. The 
remaining 7 companies—whose capacity combined amounted to 
only 0.6 percent of the 1935 total—simply disappeared from the 
annals. 

According to the Department of Justice figures, the bulk of the in- 
dustry’s ingot capacity has remained in the same hands during the last 
22 years. The 8 companies which were the largest in 1935—with 76 
percent of total ingot capacity—were in the front ranks in 1957 with 
the same high ratio of control. And this front rank has held firm 
against newcomers. Indeed, Kaiser—the largest of the newcomers— 
is small in comparison, with its 1.2 percent ‘of total ingot capacity; 
and as indicated earlier, its facilities were originally built with sub- 
stantial financial assistance from the Federal Government. 

Thus, Mr. Homer’s marginal theory assumes an industrial pattern 
about as remote from that of the steel industry as can be imagined. 
It has nothing in common with an industry whose units have remained 
virtually unchanged in position for over 20 years; where ingress is 
almost exclusively confined to those who can secure sizable financial 
help from the Federal Government. Nor does it appear in keeping 
with an industry which—in the face of declining demand and reduced 
operations—moved as one man to increase its prices in the summer 
of 1957. 

Mr. Humphrey’s philosophy was somewhat similar to that of Mr. 
Homer, although it was couched in less doctrinal language. In a 

80 Newport News, shipbuilding: LeTourneau, special transportation and materials handling equipment; 
Cabot Shops and Cameron Iron, oil well equipment; Isaacson Iron and Union Electric, special types of 
forgings. Isaacson was one of the eight companies mentioned in Mr. Homer’s letter. 

81 American Compressed Steel Corp. and Hester Steel Corp. 
uma Stee] Corp.: it is reported that negotiations are underway for its acquisition by Carpenter 
7 s Kaiser Steel Corp., Lone Star Steel Co., Pacific States Steel Corp., Oregon Steel Mills, and Southwest 


Steel Rolling Mills. The first four of these companies were listed by Mr. Homer. 
& Southern Electric Steel Co., Mississippi Steel Corp., Roanoke Electric Steel Corp. 
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hearing of the Senate Finance Committee in July 1957, Mr. Humphrey 


bad appeared as a witness and explained his thinking with respect to 
the immediate price rise. 


Mr. Humpurey. As long as he can sell at his price, if you 
can get $6 for your steel, Tam just a little ashamed of myself 
if I cannot sell equally with you and not get $6. But if I 
cannot, rather than shut down, I will take $5 and take some 
business, and that is the way it works.® 


Senator Kefauver inquired if this meant that, in the event one pro- 
ducer received a price of $6, “‘you are a little ashamed of yourself if 
you cannot sell equally with him and get $6 for your steel.” The 
exchange that followed served as the basis for Mr. Humphrey’s eluci- 
dation of his own philosophy. 


Mr. Humpurey. If he is the low man, if he is the man that 
sets a price that I think is the low price and is a reasonable 
and proper price and adequate price, then if I cannot get that, 
I feel that there is sometbing the matter with my sales.* 


It was pointed out that, where all producers sold at the same price, 
there was no “low man”’; that, in the steel industry, the “low man”’ 
was also the “high man.’”’ However, using Mr. Humphrey’s words, 
Senator Kefauver inquired: 


Suppose the low man raised his price to $25. Would you 
feel ashamed of yourself if you did not get your price up to 
$25? 

Mr. Humpurey. I would think that if the low man went 
to $25, there would be some very good reason for his doing so. 
And if the reasons that affected him in doing so affected all 
the rest of the industry in doing so, it probably would affect 
mein doingso. It would mean ‘that something bad happened 
that required a substantial increase in price, and if it were 
justified, then I would feel very badly if I could not get it. If 
it was unjustified, it would not last a minute. 

Senator Knrauver. Would you be ashamed of yourself if 
you did not get $25, too? 

Mr. Humpurey. I would be ashamed of myself if I could 
not get the price that was justified, that conditions justified, 
yes, sir; that other people could get.*” 


Thus Mr. Humphrey ends up in company with Mr. Homer, though 
his reasoning is more pragmatic and less adorned by theoretical 
abstractions. It is bluntly summarized by Senator Kefauver: 


As I interpret that, Mr. Humphrey, you would be ashamed 
of yourself if you did not get what the traffic would bear.® 


8’ Committee on Finance, U. S. Senate, 85th Cong., Ist sess., hearings, Investigation of the Financial 
Condition of the United States, July 11, 1957, p. 613. Also reprinted in Hearings on Administered Prices, 
op. cit., p. 867. 

86 Hearings on Administered Prices, op. cit., p. 868 

8? Tbid., p. 868. 

88 Idem. 














Cuapter VII 
STEEL PRICES AND MANAGEMENT COMPENSATION 


Prices and Management Compensation 

The subject of managerial salaries would not normally be gf interest 
to this subcommittee. However, in the course of its study it’appeared 
that payments to management do exercise an influence upon steel 
prices. Extraordinarily high payments by management to itself act 
upon labor as a stimulus to seek higher wage payments, and the 
linking of management compensation to dividends or capital values of 
common stock exercises an influence upon management not necessarily 
consistent with stockholder interests or public welfare. 

The subcommittee did, therefore, make inquiry as to the level of 
executive salaries, the organization of management, and the stock 
option and bonus plans available to the executives of the several 
companies studied by the subcommittee. 

Executive salaries in industrial corporations are only a small pro- 
portion of the total wages and salary bill so that the direct effect of 
changes in such compensation can only be negligible. Their indirect 
effects can be disturbing, however. An average compensation to each 
officer-director in a steel company of $468,000 in 1 year acts as a 
challenge, a red flag, to labor unions and individual laborers to seek 
all they can. And, it is difficult to persuade labor to hold a wage line 
when it knows the generous manner in which officer-directors com- 
pensate themselves. 

In addition to salary, executives in industry frequently receive 
income in the form of bonuses, stock options, and retirement benefits. 
In total these payments are considerable and are usually distributed 
in such manner as to take advantage of any tax benefits which might 
accrue. Stock options are particularly useful as a means of reducing 
income taxes since income from the exercise of stock options can be 
treated as capital gains rather than as normal income and is subject 
to a lower income tax rate. Witnesses stressed that executive com- 
pensation is determined by stockholders, but it is difficult to believe 
that stockholders exercise this prerogative in actuality. The control 
of big corporations through proxies solicited by management and paid 
for by the corporation, means that control of the corporation and 
determination of executive salaries rest in the same hand, that of 
corporate management. This is particularly true in the case of 
Bethlehem Steel whose board of directors consists entirely of officials 
of the company. The subcommittee has no desire to argue the merits 
or demerits of “inside” versus “outside” boards, but it did appear 
relevant that Bethlehem with its inside board accounted for 11 of the 
18 highest paid executives in the United States. It was felt, there- 
fore, that since the persons who determine steel prices also determine 
their own compensation, the interrelationship of the two, prices and 
executive compensation, should be studied by the subcommittee. 


1 Hearings on Administered Prices, op. cit., p. 562. 
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TaBLE XII.—18 highest paid men in United States industry 






















1. Eugene G. Grace, chairman, Bethlehem_-__-_- cna eeaes antee a ee 
2. Harlow H. Curtice, president, General Motors_- Boaters 695, 100 
3. Arthur B. genet president, Bethlehem. _--_- = Gee een nas 669, 176 
4. Crawford H. Greenewalt, president, Du Pont__ 5 600, 886 
5. Frederic G. Donner, executive vice president, General Motors__-- 577, 625 
6. Stewart J. Cort, vice president, Bethlehem------__-.----------- 529, 340 
7. Louis C. Goad, executive vice president, General Motors___------ 521, 000 
8. Robert E. MceMath, vice president, secretary, Bethlehem - - - _- 514, 340 
9. Norborne Berkeley, vice president, Bethle DN eae ..-- 499, 340 
10. Joseph M. Larkin, vice president, Mtiteiees..\ joascsgeankh 499, 340 
11. Daniel D. Strohmeie r, vice president, Bethlehem__-________---_--- 444, 424 
12. Arthur F. Peterson, vice president, Bethlehem____- . 434, 424 
13. J. W. Schwab, president, United Merchants & Manufacturers_--- 386, 588 
14. Harry C. Crawford, vice president, Bethlehem________________-- 374, 507 
15. Paul 8. Killian, vice president, Bethlehem -_._ =. ~~. -=..--eu.es-22 374, 507 
16. Ernest R. Breech, chairman, Ford Motor------ eT 
17. Henry Ford II, president, Ford Motor__-___--__---- tp ie ME ban -_. 870,000 
18. Jesse V. Honeycutt, vice president, Bethlehem_-__-____-_-----. 364, 589 






Source: American Institute of Management, Corporate Director, August 1957, p. 4. 










As previously noted, executive compensation includes salary, 
bonuses, stock options, and retirement benefits. U.S. Steel, accord- 
ing to the testimony of Mr. Blough, pays no bonuses.? Bethlehem 
Steel has historically placed great emphasis upon bonuses as its major 
method of compensation for executives. In 1956, 84.5 percent of 
officer-director compensation was in the form of bonus and 15.5 per- 
cent as salary. The corporation maintains a special incentive com- 
pensation fund out of which compensation in the form of bonuses is 
paid to executive officers of the corporation, the heads of departments 
having general control of matters affecting the corporation, and direc- 
tors of the corporation in its employ or in the employ of one of its 
subsidiaries. 

The amount paid into this fund is limited each year to 5 percent 
of the net income of the corporation after deducting dividends on the 
preferred stock. The amount paid out of the fund in the form of 
bonus is limited to a percentage of the aggregate cash dividend paid 
on the common stock. This has equaled 6% percent of the common 
dividend but it has now been reduced to 4% percent and stock options 
substituted as executive compensation. There were 15 executives of 
the corporation who received bonuses in 1956, all of whom were 
directors of the corporation. 

The proportionate distribution of bonuses as among the recipients 
from the special incentive corporation fund has been relatively con- 
stant for many years. The division of the incentive fund is appar- 
ently based upon status within the corporation rather than upon any 
assessment of the contribution of each recipient to the well-being of 
the firm. Since the recipients of the bonus as a group determine their 
own bonuses, little soul-searching can be expected as to how much 
each contributed. The chairman of the board receives 12 percent 
and has done so in each year for which data were gathered, i. e., 
1947-56. The president receives 10 percent. In 1956, 4 vice presi- 
dents received 8 percent each; these included the vice president for 
steel, the secretary of the corporation, the vice president for industrial 
relations and 1 without portfolio. The vice presidents for shipbuild- 
ing and mining received 7 percent each, for traffic and purchasing 


2 Tbid., p. 365. 































ADMINISTERED PRICES—STEEL 109 


6 percent each, and for sales 5 percent. The general manager for 
sales, the comptroller, and the assistant treasurer each received 4 per- 
cent, and the assistant secretary and treasurer 3 percent. These 
percentages have been relatively constant for the entire period studied. 

The incentive fund itself is determined by the amount of dividends 
paid on the common stock. There is thus the anomalous situation in 
which incentive payments could be constant with a decline in income, 
as happened in 1952, when income declined by 15 percent, or even 
increase with a decline in income, as happened in 1954 and 1956. 
From 1953 to 1954 the income of the corporation after taxes declined 
$1,111,000 dollars. Executive compensation in this same period 
rose $1,130,790. From 1955 to 1956 net income of the corporation 
declined $18,780,000. Executive compensation rose $882,618. If 
Bethlehem directors should decide upon a greater share of net earn- 
ings being paid out as dividends and less reinvested in the business, 
their own compensation would rise independently of the fortunes of 
the firm whose direction they are entrusted with. Presumably, stock- 
holders will not object to increased executive payments if dividends 
also rise, but it is difficult to conceive of this plan as being an incentive 
plan in its customary meaning. 

Compensation of officers and directors for each of the three firms 
appearing before the subcommittee was studied in relation to total 
wages and salaries, net income, and dividends on common stock. In 
the case of National and U. 8. Steel, executive salaries have been a 
decreasing percentage of each of these categories since 1947. In the 
case of Bethlehem, officer-director compensation increased as a per- 
centage of total wages and salaries and net income, and declined only 
as a percentage of dividends on common stock. 


TaBLE XIII.—U. S. Steel Corp. executive compensation 


Officer-director compensa- 











Salary of Dividends tion as percent of— 
Year officers and | Net income | on common Pes er 
directors stock 
Net income | Dividends 
‘ j___— ae ‘ a 
$2, 312, 729 | $127, 098, 000 $45, 692, 000 1.8 5.1 
2, 717, 271 129, 628, 000 52, 219, 000 2.1 5.2 
2, 883, 607 165, 909, 000 56, 136, 000 L7 5.1 
2, 980, 992 215, 464, 000 92, 689, 000 1.4 3.2 
3, 511, 087 184, 360, 000 78, 329, 000 1.9 4.5 
3, 522, 537 143, 688, 000 78, 329, 000 2.4 4.5 
3, 915, 502 222, 088, 000 78, 329, 000 1.8 5.0 
3, 890, 681 195, 418, 000 85, 517, 00C 2.0 4.5 
4, 230, 931 370, 099, 000 122, 907, 000 a 3.4 
4, 296, 237 348, 099, 000 144, 884, 000 1.2 3.0 














Source: Company reports to the Subcommittee on Antitrust and Monopoly. Standard and Poor’s 
Corporation Records. 
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TaBLeE XIV.—Bethlehem Steel Corp., officer-director compensation 
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Source: Salary and incentive compensation, Bethlehem proxy statements. Financial data, Standard 
& Poor’s Corporation Records, 


TaBLE XV.—National Sieel Corp., executive compensation 
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Source: Company reports to the Subcommittee on Antitrust and Monopoly. 


In addition“to"direct]salary paymentsjeach{of]thejfirms?studied has 
granted stock options to certain of its executives, so linking executive 
compensation to security quotations on the stock market. Options 
can only benefit holders if market prices rise and since one of the fac- 
tors affecting security prices is the price of the industry’s product, 
stock options act as a built-in inflationary pressure. The particular 
significance of stock options to price is that it gears the compensation 
of officers to security quotations on the stock exchange which tend to 
rise or fall with the industry’s price, creating a built-in inflationary 
bias. U.S. Steel has earmarked 5 percent of its outstanding common 
stock for stock options, Bethlehem, 5.5 percent, and National, it is 
believed, a similar amount. 

U.S. Steel’s stock-option plan, adopted in 1951, limits the offering 
of stock options to 30,000 shares to any one participant. A total of 

722,250 shares has been purchased under this plan. The potential 
profit to be made through stock options can be seen in that in 1951 
options on 768,000 shares were granted at an effective price of $20.50 
a share. Options were exercised for the purchase of 722,250 shares in 
subsequent years while the market price for such shares has ranged 
as high as $73.75 per share. In 1953 the option price for 787,400 
shares was set at $18.50, and in 1955 an option price of $48 was set 
on 286,200 shares.* Since 1951, U.S. Steel has granted stock options 


3 U.8. Steel Corp., stock option rights granted and exercised, ibid., appendix, pp. 989-990. 
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at a face value of $48,960,000. The market value of these shares on 
August 8, 1957, the day Mr. Blough testified before this subcommittee, 
was $133,232,100. 

National Steel has granted stock options to its officers and directors 
at various tithes in recent years. In 1951, 17,800 share options were 
granted at a price of $42 per share. When these options were exer- 
cised the market price was as high as $69.25. In 1954, 7,400 shares 
were optioned at $40.50, and in 1955, 34,500 shares at $62.50, and 
prices upon exercise were as high as $75.25.4 The bulk of options 
granted in 1955 have not been exercised as the market price in 1957 
has declined to below the option price. This raises the question as 
to whether, if incentive is desired rather than nontaxable income, a 
stock bonus plan would not be preferable. 

Bethlehem’s stock option plan offers stock at 95 percent of the 
market value of the stock on the option date. No maximum number 
of options is included in the Bethlehem plan other than that no more 
than 10,000 shares can be issued to any one participant in any one 
year, 

The Bethlehem stock option plan, approved September 17, 1957, is 
clearly the result of a long look at the tax laws. Bethlehem has re- 
duced the fund from which bonus payments are made by one-third in 
favor of stock options. The provisions of the stock option plan are 
in brief: 

(a) All directors and selected persons chosen by a stock option 
plan committee are included; 

(b) Each director can purchase a number of shares having an 
aggregate option price equal to his current aggregate compensa- 
tion; 

(c) The period during which the option may be exercised is 10 
years; 

(d) the option price is 95 percent of the market value at the 
time the option is granted. 

Because of the difference in taxation rates upon regular income and 
capital gains, the one-third less in incentive bonus can be compensated 
for by a much smaller increase in the capital value of the stock. 

Pension plans are also forms of income. National Steel has placed 
an upper limit upon pensions granted to officers. Pensions to execu- 
tives of National Steel are limited to a maximum of $50,000. Beth- 
lehem’s pension plan, in addition to being totally paid for by the com- 
pany, has no such limit, although minority stockholders have periodi- 
cally suggested some such limitation. 

The pension plan of Bethlehem, insofar as it applies to officers of 
the corporation, provides a pension equal to 1 percent of the average 
annual compensation for the 10-year period preceding retirement 
multiplied by the number of years of service with the corporation. 
Thus, Arthur B. Homer, for example, who has been with Bethlehem 
for 38 years and who has had an average annual income including 
salary and bonus for the past 10 years of $420,436, would be entitled 
to an annual pension of approximately $150,000 if he retired at this 
time. If he should continue with the corporation for an additional 
5 years at his 1956 rate of remuneration, his pension would reach 
approximately $185,000 per year. 


* National Steel Corp., letter of October 11, 1957, ibid., appendix, p. 1393. 
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The purpose in enumerating these bonus, stock option and pension 
plans is not to expose to public scrutiny the incomes of individuals. 
It is felt that they have bearing upon steel prices. Unconscionably 
high payments to executives act as an impetus to labor to seek higher 
wages. One need not argue that in total these payments-are negligible 
by relating them to total wage payments to all employees, as Messrs. 
Blough and Homer imply.’ In absolute terms they are high and have 
increased. Labor has been blamed by the steel industry for higher 
steel prices and the subcommittee is concerned with anything which 
provides excuses for still higher prices for steel. 

The linking of executive compensation to dividends or market 
values of common stock can be an unhealthy trend. Ostensibly such 
methods of compensation are to provide incentives for management to 
excel itself and not accept alternative employment, but in reality 
stock-option plans are a method of income tax avoidance and their 
efficacy as incentives is questionable. If it is desirable that manage- 
ment participate in the affairs of the corporation as owners and receive 
their compensation in the form of ownership, then a more direct 
approach is readily available either through regular purchase of stock 
or through bonus payments in the form of stock. 

Ownership of stock creates a direct interest in the affairs of the 
corporation, but ownership of options creates a direct interest only in 
stock-market valuations. Since steel price increases—with subsequent 
increases in profits and the general price level—raise stock prices, we 
are in the anomalous position of steel management tying much of its 
long-term compensation to rising steel and stock prices rather than to 
lower costs and lower price levels. Corporation management has 
taken the road of attempting to reward itself through inflationary 
changes in capital values. How can it expect labor to limit itself 
to wage increases which reflects changes in productivity if it demands 
more for itself than the earnings of the corporation afford? Manage- 
ment has not exercised responsible leadership in raising steel prices, 
and linking its own compensation to the very same price increases, 





5 Ibid., p. 370; p. 575. 
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STEEL PRICING AND ANTITRUST IMPLICATIONS 


Evolution of antitrust cases—its effect historically on the present day 
system of steel pricing 


1. 1920 dissolution case against U. S. Steel—The problem of price 
fixing in the steel industry has a long and complex legal history. The 
first legal attack by the Government occurred in 1920, when the 
first U. S. Steel case’ was brought under the Sherman Act? by the 
Department of Justice. 

The United States Supreme Court held that no illegal use of 
monopoly power existed at the time of suit even if it found that the 
steel corporation was in origin a combination of competing companies 
actuated by an unlawful purpose to monopolize the industry and 
engaged in ‘illegal price fixing in some instances following the combi- 
nation. The court further pointed out that U.S. Steel had attained 
power much greater than any one of its competitors in the industry 
and possessed approximately 80 percent of the market. 

However, the Supreme Court, in affirming the district court’s 
decision, ruled that the fact a corporation alleged to be an illegal 
combination which during a long period after its formation persuaded 
and joined with its competitors in efforts, at times successful and at 
times not, to fix and maintain prices in violation of the antitrust laws, 
does not warrant present relief against it if the illegal practices were 
transient in purpose and in effect were abandoned because of their 
futility and not because of fear of prosecution. The Court stated 
that there appeared to be no intention or dangerous probability of the 
resumption of those illegal practices. 

It should be pointed out that before, during, and after the first 
U.S. Steel case and beginning about the year 1900, the steel industry 
was using the well-known Pittsburgh-plus pricing system. However, 
the Government failed to charge or to present any evidence of this 
pricing formula in attempting to establish the fact that U. S. Steel 
was committing illegal price-fixing practices. The Miudinh-oles 
pricing formula was a systematic practice of quoting and selling steel 
manufactured at and shipped from points other than Pittsburgh at 
base Pittsburgh prices plus an equivalent to what the railroad freight 
charges on such products would be from Pittsburgh to each desti- 
nation as if such products were actually shipped from Pittsburgh. 

1 223 Fed. Rep. 55, affirmed 251 U. 8. 417 (1920). 

2 Secs. 1 and 2 of the Sherman Act provide, in substance, that: 

“1. Every contract, combination in the form of trust or otherwise, or conspiracy, in restraint of trade or 
commerce among the several States, or with foreign nations, is hereby declared to be illegal. * * * Every 
person who shall make any contract or engage in any combination or conspiracy hereby declared to be illegal 
shall be deemed guilty of a misdemeanor. * * *” 

“2. Every person who shall monopolize, or attempt to monopolize, or combine or conspire with any other 


persons, to monopolize any part of the trade or commerce among the several States, or with foreign nations, 
shall be deemed guilty of a misdemeanor. * * *” 
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Pittsburgh-Plus case-—The following year after the first U. 
Stacl case the Federal Trade Commission instituted Rona th Ths 
against U.S. Steel and others * on the ground that the Pittsburgh- plus 
price formula violated section 2 of the Clayton Act‘ and section 5 
of the Federal Trade Commission Act.* 

This can most easily be depicted by examining in part the findings 
of fact of the Federal Trade Commission in F. 7. C. v. U. S. Steel 
Corporation and others. 


Respondents’ price at Chicago, for instance, which is a 
Pittsburgh-plus price, is made up as follows: T hey take their 
price at which they sell their products at Pittsburgh, say $30 
per ton. They add to that price an amount which is equiva- 
lent to what the freight charge on such steel products from 
Pittsburgh to Chicago would be if they were actually shipped 
from Pittsburgh, or $7.60 per ton, making a total of $37.60 
per ton. The Chicago steel user, therefore, who buys his 
steel from respondents’ mill at Chicago must pay $7.60 per 
ton more than his Pittsburgh competitor pays. In similar 
fashion, the Duluth steel user must pay $43.20 per ton for 
the steel he buys from respondents’ Duluth mill, while his 
Pittsburgh competitor pays only $30 per ton, because the 
imaginary freight charge from Pittsburgh to Duluth is 
$13.20 per ton. This freight charge is referred to as ‘‘imag- 
inary” because there is no freight charge incurred in such 
case. No matter where, outside of Pittsburgh, the steel is 
manufactured by respondents, they charge the said Pitts- 


burgh-plus prices. At Milwaukee, a customer backs up his 
truck to respondents’ Milwaukee mill, hauls away the steel 
himself, but is obliged to pay the i imaginary freight charge 
from Pittsburgh to Milwaukee.’ 


Therefore, under that system of pricing, uniformity in the steel 
industry in determining the price of steel w as found. The base price 
was always the Pittsburgh price; the freight charge was always com- 
puted at the actual railroad rate; and the extras and deductions were 
always charged identically by all competitors in the steel industry. 


While the Pittsburgh-plus system was used as the basis for 
the agreed prices fixed by the original pools, trade meetings 
and Gary dinners, it was found later that such price system 
obviated the necessity for such pools, price fixing, trade meet- 
ings, and Gary dinners; so it finally succeeded these three 
plans, and as such it still continues.’ 


38 F. T. C. 1, docket 760 (1924). 

4 Sec. 2 of the Clayton Act, as amended by the Robinson-Patman Act of 1936 (15 U. S.C. A., sec. 13), 
provides, in substance, that: ‘‘Sec. 2 (a)—Price. It shall be unlawful for any person engaged in commerce, 
in the course of such commerce, either directly or indirectly, to discriminate in price between different pur- 
chasers of commodities of like grade and quality, * * * where the effect of such discrimination may be sub, 
stantially to lessen competition or tend to create a monopoly in any line of commerce, or to injure, destroy- 
or prevent competition with any person who either grants or knowingly receives the benefit of such dis- 
crimination, or with customers of either of them, * * * 

“Sec. 2. (b) * * * That nothing * * * shall prevent a seller rebutting the prima facie case thus made by 
showing that his lower price or the furnishing of services or facilities to any purchaser or purchasers was 
made in good faith to meet an equally low price of a competitor, or the services or facilities furnished by a 
competitor.’’ 

§ Sec. 5 of the Federal Trade Commission Act (52 Stat. 111, 1028, 15 U. S. C., sec. 45) provides, in sub- 
stance, that: ‘‘Sec. 5. (a) Unfair methods of competition in commerce, and unfair or deceptive acts or practices 
in commerce, are hereby declared unlawful.” 

¢8 F. T. C. at 19, 20, par. 6 (e) of the findings as to the facts. 

78 F. T. C. at 36-37. 











ADMINISTERED PRICES—STEEL 115 


The Federal Trade Commission found that such a system con- 
stituted discrimination in price and in violation of section 2 of the 
act of Congress approved October 15, 1914, more commonly known 
as the Clayton Act, and was an unfair method of competition in viola- 
tion of section 5 of the act of Congress approved September 26, 1914, 
more commonly known as the Federal Trade Commission Act. The 
decree of affirmance and enforcement of the FTC order to cease and 
desist was handed down by the United States Circuit Court of Appeals 
for the Third Circuit in October of 1948.8 

After the Pittsburgh-plus pricing system was proceeded agasnst 
by the Federal Trade Commissior, the steel industry adopted an 
increasing number of base points and the uniform use of a pricing 
formula through which identical or matched delivered price quota- 
tions at any given destination could be automatically arrived at with 
mathematical precision. This formula was referred to as the multiple 
basing point pricing system. 

3. Multiple basing-point case—In November of 1947, the Federal 
Trade Commission served its complaint upon the American Iron and 
Steel Institute, U. S. Steel Corp. and all principal steel producers 
charging that the multiple basing point price formula had been 
unlawfully agreed upon and utilized as a means of unduly suppressing 
competition and was in violation of the Federal Trade Commission 
Act. Under the multiple basing point pricing system the respondents 
collectively composed, published, and announced steel prices. The 
steel producers quoted and sold their products according to a formula 
of delivered price quotations and refused to make a price quotation 
except on a delivered destination basis at the buyer’s location. They 
had also refused to make delivery charges according to the actuai cost, 
and in lieu thereof had determined their delivery charges on the 
fiction that each shipment was made from one of a limited number of 
common basing points cooperatively used and recognized among the 
producer-respondents. Similarly, under this formula, they had 
calculated their charges for delivery on the fiction that shipment was 
to be made by all-rail freight from the applicable basing points to its 
destination, whereas the method of delivery actually used was fre- 
quently by truck or water carrier at substantially lower rates. All 
“extras” and “deductions’’ were compiled from cost studies made 
by the Institute. The “extras” and ‘deductions’ quoted by each 
steel producer were generally identical. 

As the legal proceedings were getting underway in the American 
Iron and Steel Institute case, the United States Supreme Court 
handed down its decision in the well-known Cement Institute case ' 
in April of 1948. In that case, the Federal Trade Commission had 
instituted its proceeding against an incorporated trade association, 
the 74 corporate members of the institute, and 21 individuals who 
were associated with the institute on the ground that the respondents 
had restrained and hindered competition in the sale and distribution 
of cement by means of a combination among themselves made effective 
through mutual understanding or agreement to employ a multiple- 
basing-point system of pricing, similar to that employed by the steel 
industry. : 

84 F. T. C. Statutes and Decisions 789 (1948). 


*48 F. T. C. 123, docket 5508 (1951). 
10 Federal Trade Commission v. Cement Institute, 333 U. S. 683 (1948). 
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The Court held the respondents had engaged in an unfair method of 
competition in violation of section 5 of the Federal Trade Commission 
Act by acting in concert to restrain competition in the sale and 
distribution of cement through the use of a mutual basing point 
delivered price system, which resulted in their quoting and maintaining 
identical prices in terms of sale for cement at any given destination. 
The Court further held, citing the Corn Products and Staley decisions, 
that this system of sales resulted in price discrimination between 
purchasers in violation of section 2 of the Clayton Act, as amended. 

Justice Black, delivering the opinion of the Court in the Cement 
Institute case, stated: 


The respondents contend that the differences in their net 
returns from sales in different localities which result from use 
of the multiple-basing-point, delivered-price system are not 
price discriminations from the meaning of section 2 (a). If 
held that these net return differences are price discriminations 
prohibited by section 2 (a), they contend that the discrim- 
inations were justified under section 2 (b) because ‘‘made in 
good faith to meet an equally low price of a competitor.”’ 
Practically all the arguments presented by the respondents 
in support of their contentions were considered by this Court 
and rejected in 1945 in Corn Products v. Federal Trade 
Commission (324 U.S. 726) and in the related case of Federal 
Trade Commission v. Staley Co. (324 U.S. 746). 


In August of 1951, the Federal Trade Commission entered into a 
consent settlement with the respondents in the steel Multiple Basing 
Point case. After entering its findings, the Federal Trade Commission 
entered the consent order, which stated in part that the respondents 
American Iron & Steel Institute, U. S. Steel Corp., and other leading 
steel producers should ‘‘cease and desist’’ from collusively: 


(1) Adopting, establishing, fixing, or maintaining prices or 
any element thereof at which steel products shall be quoted 
or sold, including but not limited to base prices, the extras 
which shall be added to, or the deductions which shall be 
made from, any base price for any specified characteristic, or 
loading charge or delivery charges or terms of discount, credit, 
or other conditions of sale. 

* * * * * 


(5) Quoting or selling steel products at prices calculated or 
determined pursuant to, or in accordance with, any system or 
formula which produces identical price quotations or prices 
or delivered costs, or which establishes a fixed relationship 
among price quotations or prices or delivered costs, or which 
prevents purchasers from securing any advantage in price in 
dealing with one or more of the respondents as against any of 
the other respondents. 

(6) Failing to quote or to sell and deliver any steel products 
f. o. b. at the plant of manufacture thereof.” 


It is of importance to note here that the Pittsburgh-plus case was 
brought against only the U. S. Steel Corp. and its subsidiaries, while 


11 333 U. S. at 722. 
1248 F. T. C., at 152, 153. 
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in the Multiple Basing Point case, the Federal Trade Commission 
joined all the Nation’s leading steel producers as respondents. 

4. Present f. 0. b. mill prices.—After the entry of the cease-and- 
desist order by the Federal Trade Commission in 1951, steel producers 
ara to quoting and selling steel products on an f. o. b. mill price 

asis. 

Under the new pricing formula, each producing mill was made a 
base point. Each steel producer quotes and sells steel products f. o. b. 
at these points. To such f. o. b. prices are added extras, or, if indi- 
cated, deductions are made therefrom. 

Under the old multiple-basing-point pricing system, steel products 
were quoted and sold under a delivered pricing formula which con- 
sisted of base price plus extras or deductions plus arbitrarily assessed 
freight rates. Under this method, as heretofore pointed out, all 
production points were not base points, and products were sold only 
on a delivered-price basis. 

The present-day method of pricing steel differs notably from the 
old multiple-basing-point pricing method in two principal respects. 
Today every production point has been made a base point. Every 
producer offers to sell its steel products f. o. b. production points. 
Under the present-day system, freight costs actually reflect true 
freight tariffs. 

The present-day f. o. b. pricing method of steel still retains many 
of the earmarks of the old multiple-basing-point pricing formula. 
Although new bases have been added, f. 0. b. base prices are sub- 
stantially identical for all steel products. Each producer’s list of 
extras and deductions are substantially identical, as they were under 
the multiple-basing-point system. Although each producer offers 
to sell f. o. b. its mills, each producer follows the stated practice of 
equalizing its freight costs with the freight costs of the nearest pro- 
ducer to a given customer. As will hereinafter be explained more 
fully, under this practice of pricing, each steel producer can sys- 
tematically match to the fourth decimal point delivered prices witb 
all of its competitors. Under the present-day f. o. b. method of 
quoting and selling steel products, it can readily be seen that each 
producer, under ordinary economic conditions, has advantages over 
its competitors only in a limited geographic area to the extent that it 
has actual freight advantage. Except in cases of short supply, it 
appears that each steel producer, in selling outside of its freight- 
advantage territory, regularly and systematically absorbs freight in 
order to match the delivered price of its nearest competitor to the 
customer. The further observation is made that, under the present- 
day method of pricing, with f. o. b. prices being substantially identical, 
there is no price competition on an f. o. b. basis so far as a customer 
is concerned. Neither is there price competition so far as a customer 
is concerned if the customer desires to purchase steel products on a 
delivered-price basis, in that, under ordinary circumstances, it appears 
that each steel producer readily absorbs freight in order to match 
identically the delivered price of the nearest producer to the customer. 

Present-day steel f. 0. b. base prices plus extra charges appear to 
have been set sufficiently high by producers to serve as a sort of 
umbrella under which each producer obtains the money to absorb 
freight, regularly or otherwise, in order to meet the lower net price of 











118 ADMINISTERED PRICES—STEEL 


its competitor. For example, let us assume that A and B are pro- 
ducer competitors of steel, selling steel at the same f. 0. b. price, and 
X and Y are buyers. Producer A and producer B are located 1,000 
miles apart, and buyer X is 400 miles from producer A or 600 miles 
from producer B and buyer Y is 980 miles from producer A or 20 miles 
from producer B. Under present-day pricing practices, producer A 
would charge buyer X producer A’s f. o. b. mill price and buyer X 
would pay actual freight of 400 miles, whereas producer A would 
charge buyer Y, who is 580 miles farther from producer A’s mill than 
buyer X, producer A’s f. o. b. price, which is the same as producer 
B’s, plus actual freight of 20 miles because buyer Y is located only 
20 miles from producer B, and producer A would absorb all his freight 
charges other than the 20 miles from producer B. The following 
diagram illustrates this situation: 


Diacram I 
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F.O.B. mill price and price, which is the same as 
Buyer X pays the freight Producer B's, and Buyer Y 
on a 400 mile haul. pays the freight on a 20 mile 

haul. 


Antitrust implications of price fixing and monopoly power 

The evident absence of price differences in the steel industry under 
its present system of f. o. b. mill prices suggests inquiry into its 
causes, particularly in view of the antitrust violations involved in 
previous steel-pricing systems in use since the turn of the century. 
As shown by the antitrust cases cited above, the industry resorted, 
first, to direct price fixing which became unnecessary under the Pitts- 
burgh-plus system. That system having been found illegal, the in- 
dustry turned to the multipJe-basing-point system, which also re- 
sulted in a systematic elimination of price competition between sellers 
and discriminations between buyers violative of the antitrust laws. 

Although the Federal Trade Commission, in the Multiple Basing 
Point case, apparently believed that the quoting of f. o. b. prices 
at the plant of manufacture of steel would produce price compe- 
tition and ordered the cessation of collusive refusal to offer such 
prices, the expected competition has not been effected. Instead, 
there is today marked uniformity of f. o. b. mill prices and delivered 
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prices through freight absorption between producers, witb resulting 
discrimination between customers of ove producer, whether resulting 
from legal or illegal means used. The elimination of price differences 
between sellers and some discriminations between buyers of steel 
found inherent in the Pittsburgh-plus pricing system adopted by U.S. 
Steel and its subsidiaries and in the subsequent “planned common 
course of action’’ in using the systematic multiple-basing-point prices 
continue to find expression in present-day steel pricing. 

In the public interest in maintaining free competition and control 
of inflation, the Congress is concerned with the sufficiency of existing 
antitrust laws reasonably to accomplish those ends and with aiding 
enforcement agencies by recording such antitrust implications under 
existing laws as may appear from its investigation. The develop- 
ment in fact and law under existing statutes of such implications is the 
primary function of the antitrust enforcement agencies. The deter- 
mination, however, of the legal status of the conditions found to exist 
are beneficial to the Congress in its consideration of the need for addi- 
tional legislation. 

1. Uniform pattern of prices of leading producers of steel.—In the 
Pittsburgh-Plus and the Multiple Basing Point cases, the uniformity 
of prices found to exist was not in prices f. o. b. the producing mills, 
but was in delivered prices to the same destination point regardless of 
the mill from which the product was shipped. There was no need for 
uniformity of prices f. o. b. producing mills. The Pittsburgh-plus 
price to any customer, regardless of geographic location, was the 
Pittsburgh base price plus extras and aan freight from Pittsburgh. 
Under the subsequent planned system, a limited number of mill loca- 
tions became basing points, and the prices at those points became the 
base prices. Uniformity of delivered prices resulted on shipments 
from any mill, whether or not a basing-point mill, by the use of the 
base price at the base point nearest the customer plus extras and the 
rail freight arbitrarily established from such basing point to the 
customer. In order to arrive at uniformity of prices to customers, it 
was again unnecessary that all mills have the same f. o. b. mill price. 
In addition to the elimination of price competition between producing 
mills, the system resulted in discrimination between customers of the 
same mill when shipment was made from a non-basing-point mill 
nearer the customer than any basing point. Also, a customer in the 
natural geographic area of a basing-point mill might pay more for 
steel than a customer of the same mill at a greater distance from that 
mill, 

Since the order of the Federal Trade Commission in 1951, the mills 
have offered steel at prices f. o. b. the producing mill. Thus, the 
elimination of price competition can no longer be attained legally 
through the multiple basing point system of uniform delivered sere 
Unlike the two former pricing systems employed by the steel industry, 
uniformity of f. o. b. prices is now a necessity to the elimination of 
price competition since the customer has a choice of buying at f. o. b. 
mill prices. 

In view of the extended history of artificial price control in the 
steel industry and the present views on price competition of some of 
the leaders in the industry, the finding of substantial identity of 
base prices (f. o. b. all mills) and price changes of the leading companies 
is significant. This uniformity of base prices and the increases made 

99345—58——9 
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in 1956 and 1957 is heretofore developed in chapters II and III of this 
report. The testimony of management representatives of U. S. Steel 
Corp., Bethlehem Steel Corp., and National Steel Corp. in ultimate 
effect is that uniformity of prices is competition. It, therefore, is 
not surprising that such uniformity prevails in the present pricing 
system. 

AS it exists today, pricing in steel has been reversed in the order 
of attaining uniformity from identical delivered prices, by virtue of 
selected basing point prices plus extras and freight from the nearest 
selected basing point, to identical f. o. b. mill prices with every mill 
a basing point plus extras and freight absorption to customers outside 
any mill’s natural geographic area in such amount as necessary to 
produce identical delivered prices of all mills to the same customers. 
The effect of elimination of price competition and some discrimination 
condemned in the above-mentioned cases inhere in the present 
system although produced in a different manner. The absence of 
price differences under the present system bespeaks of follow-the- 
leader or a concert of action by the leading companies. 

If the system is produced through concert of action or a ‘“‘planned 
common course of action” it would violate paragraph (5) of the order 
of 1951 of the Federal Trade Commission, quoted on page 116 of 
this report. In that instance, section 1 of the Sherman Act also 
may be offended since a combination or concert of action to stabi- 
lize prices would be involved. If consideration of the present syste- 
matic method of pricing steel by competing producers is limited to 
only the substantial identity of f. o. h. mill prices, questions arise 
under both section 1 of the Sherman Act and section 5 of the Federal 
Trade Commission Act. Inquiry as to the cause of the uniformity is 
provoked. 

Furthermore, since section 5 of the Federal Trade Commission Act 
goes beyond the scope of the Sherman Act by preventing, in the public 
interest, unfair methods of competition and unfair acts and practices, 
consideration may be suggested of the systematic use of a pricing 
pattern which produces identical price quotations as an unfair trade 
practice contrary to the public interest. The very reason for passage 
of the Federal Trade Commission Act was to stop illegal trade re- 
straining practices in their incipiency before they reached the full 
bloom of Sherman Act violations. 

Steel pricing is portrayed in the testimony of steel representatives 
as a product of judgment of management of each company. How- 
ever, the exercise of individual judgment appears to have become a 
pattern of follow-the-leader on prices. This report has already 
reflected the many factors which enter into the formation of that 
judgment—many of which are by no means the same as between com- 
petitors. The disregard by company management of such material 
factors in meeting competition on a declining price or in a market with 
demand materially in excess of productive capacity might be consid- 
ered normal competition. It, however, becomes difficult to appreciate 
such disregard as normal competition when prices are increasing 
although the demand is substantially below productive capacity. 
Even with declining production U. S. Steel has been able to increase 
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prices in a price leadership pattern and to maintain those increases 
and profits without opposition of competitors.” 

The explanation afforded by the record appears to rest in the price 
leadership on base prices of U. S. Steel Corp. and the following of its 
prices by its competitors regardless of market conditions, as pre- 
viously discussed. This, however, does not answer the question of 
the legality of the price leadership system apparently in effect in the 
industry which is posed for determination by the agencies charged 
with enforcement of the antitrust Jaws. That system becomes even 
more provocative of investigation when used in connection with uni- 
form extras and delivery costs to produce uniform delivered prices. 

As was stated by Mr. Richard M. Sentner, executive vice president 
of U.S. Steel Corp., ‘‘to the steel buyer, the ‘price of steel’ is actually 
the cost of steel at his plant.’”’ Thus, according to industry opinion, 
the price of steel which must be identical, which in the minds of steel 
management means true competition, is the price of the product 
actually delivered to the buyer rather than merely the base price. 
These products include numerous items which vary in size, shape, 
chemical composition, physical treatment, and otherwise from one 
another. The potentiality for price competition between producers, 
therefore, is very great even if identical base prices are maintained. 
In the past, as found in the previously mentioned cases, the steel 
industry has reached identity of prices to buyers by classifying their 
products making certain products ‘‘base”’ products for pricing purposes 
and establishing ‘‘extras” or “deductions” to be added to or deducted 
from the price of “base” products for arriving at the prices of a multi- 
tude of variable products sold to users. Historically these “base” 
prices and “extras” and “deductions” have been substantially uni- 
form and concertedly established and published. 

Although the order of 1951 prohibited concert of action to establish, 
maintain, and publish such uniform extras and deductions, they appear 
to have continued after the order and to be in effect today. This is 
indicated by the fact that the testimony shows fairly conclusively that 
not only does substantial uniformity of base prices exist but that the 
industry’s so-called high degree of competition in the industry includes 
substantial identity of prices to buyers. The identity of prices on 
products sold to the Government on secret bids, hereinafter discussed, 
also evidences identical extras added to the uniform prices of base 
products. 

Since there are a multiplicity of extras arising out of many variable 
characteristics of steel products sold and the order of 1951 prohibited 
their concerted formulation and circulation, certain antitrust impli- 
cations arise. Furthermore, new products and specification changes 
frequently occur in the industry generally and for meeting particular 
customer needs. Those questions are emphasized further by the 
increases in extras in early 1957 with such uniformity as to produce an 
average increase in the cost of steel of $5 per ton for the industry. 
These facts indicate a need for examination by antitrust enforcement 
agencies of possible violations of the Sherman Act and the existing 
order of the Federal Trade Commission with respect to this important 
element of steel prices. 

13 In American Tobacco Co. v. United States, 328 U. 8. 781 (1946), the fact that defendants raised prices, in 


a price-leadership pattern, during a severe depression, and for a year managed to increase their profits was 
pointed out as evidence of their monopoly power. 
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2. Identical bids following 1951 FTC consent order.—The problem 
today of the various steel companies submitting identical bids on 
Government contracts is caused by similar factors which produced 
identical bidding under the old multiple-basing-point delivered price 
system. These factors are clearly expressed in the American Iron 
and Steel Institute case '* where the Commission found: 


Producer respondents which bid for governmental business 
in many instances have made identical delivered quotations 
for steel products to governmental agencies, State and 
Federal. ‘These identical quotations have been made in 
sealed bids submitted to State and Federal agencies, each 
bidder representing, expressly or impliedly, that its sealed 
bid was made on the basis of independent action without 
knowledge of the prices, terms, and conditions of sale which 
other bidders would submit, except knowledge of the pre- 
vious prices and terms, methods, and practices of selling 
of other potential biders. Such identity has prevailed in the 
submission of bids, with respect to any given delivery point, 
although the place of production of the steel products, pro- 
posed for delivery to such point, varied widely among the 
respondent bidders. Use of the acts, practices, methods, and 
policies hereinbefore found and described, promoted and 
otherwise contributed to such identity. The calculation of 
these quotations involved the use of identical base prices, 
extra charges, terms and conditions of sale, basing points, 
and delivery charges. 


The explanation of identical bids today by the steel companies 
is typified by the statement of U.S. Steel Corp. with respect to its 
bid being identical with that of Bethlehem on steel for the Naval 
Gun Factory in 1957 as follows: 


United States Steel offered a delivered price to meet the 
lowest delivered price it anticipated would be bid on this 
item. From its prior knowledge of dealings with the Naval 
Gun Factory and of the market, U.S. Steel could and did 
reasonably expect that Bethlehem would offer a bid on this 
invitation. Upon evaluation of these competitive circum- 
stances, U.S. Steel found that if Bethlehem bid its announced 
— for the item at its producing mill at Sparrows Point, 
Md., from which it could be expected to offer to ship, plus 
freight from that mill to the Naval Gun Factory, its de- 
livered price would be $0.07205 per pound. U. S. Steel 
accordingly reduced its own delivered price for shipment 
from its Fairless Works to the Naval Gun Factory by an 
amount which would enable it to meet the equally low price 
of its competitor. 


This clearly demonstrates that the reason two or more producers 
of steel products bid identically to the thousandth of a cent is because 
each competitor steel producer knows his competitor’s f. o. b. mill 
price for a particular product and realizés that his competitor will not 
deviate from that established price despite economic changes in supply 
and demand that might occur. It is similarly an assured fact that ail 


4 48 F, T. C. at 148, par. 20 of findings as to facts and conclusion. 
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transportation charges will be assessed according to an all-rail freight 
listing and therefore the various producers can mathematically arrive 
at precisely the same charges for freight. ‘Extras’ and “deductions” 
of the producers are in some manner also known to all competitors, 
making it possible for steel competitors to accurately and systemati- 
cally calculate the base price, freight, and extras to the thousandth of 
a cent in preparing their bids. The following are classic examples of ° 
identical bids: 

On November 19, 1954, the Springfield Armory at Springfield, 
Mass., opened bids on alloy steel bars, general purpose. One of the 
items for which bids were requested bore these specifications: alloy 
steel bars, FS-8620, HR, as rolled 7/16’’ dia. resulph. .035-.050 gr. 
size 5-SASTM, shall cold shear without cracking, in 10-12 ft. lsngife. 
Pricing on a delivered basis, that is, all transportation charges prepaid 
to destination (Springfield Armory), the bid of U. S. Steel per pound 
was .09305 cents. The bid of Bethlehem Steel was .09305 cents per 
pound, 

On November 19, 1954, the Springfield Armory at Springfield, 
Mass., opened bids on alloy steel bars, general purpose. One of these 
items for which bids were requested bore these specifications: alloy 
steel bars, FS 8620, HR, as rolled 5/32’’ dia. resulph. .035-.050, 
fracture gr. size 7 or finer as quenched from 1550 degrees F. bar stock 
forgings, shall cold shear without cracking, in 10 to 12 ft. lengths. 
Pricing on a delivered basis, that is, all transportation charges prepaid 
to destination (Springfield Armory), the bid of U.S. Steel per pound 
was .09355 cents. The bid of Bethlehem @teel was .09355. 

On November 22, 1954, the Springfield Armory at Springfield, 
Mass., opened bids on carbon steel bars, general purpose. One of the 
items for which bids were requested bore these specifications: carbon 
steel bars, FS 1060, HR, as rolled 7/16’’ dia. fracture grain size 7 or 
finer as quenched from 1550 degrees F., shall cold shear without 
cracking, bar stock for forgings in 10-12 ft. lengths. Pricing f. o. b., 
the bid of U. S. Steel per pound was .063 cents. The bid of Bethlehem 
Steel was .063. 

On September 11, 1951, the Kansas City District Corps of Engineers 
opened bids on steel plates. The specifications for one of the items on 
which bids were requested were as follows: steel plates, f. o. b. shipping 
points, 7/8 x 86’’ x 86’’, 12 pieces. Pricing on an f. o. b. basis, U. S. 
ar .0455 cents per pound. Inland Steel bid .0455 cents per 
pound. 

On September 11, 1951, the Kansas City District Corps of Engineers 
opened bids on steel plates. One of the items for which bids were 
requested had the following specifications: steel plates, f. 0. b. shipping 
point, 7/8’’ x 84’’ x 84’’, 12 pieces. Pricing on an f. o. b. basis, the 
U. S. Steel Co. bid .0455 cents per pound. Inland bid .0455 cents 
per pound. 

On September 4, 1951, the Ordnance Tank Automotive Center at 
Detroit, Mich., opened bids on hot-rolled round bars. The specifica- 
tions for one of the items for which bids were requested were as 
follows: hot-rolled round bars, diam. %’’, length 20’, Ord. #868825, 
Fed. Stock #46S-9946, Spec. AISI C1018 to C1022, Ord. Stock 
#010-0969925. The bid of the U. S. Steel Supply Co. (a subsidiary 
of U. S. Steel) was $8.15 per foot. The bid of Joseph T. Ryerson & 
Son (a subsidiary of Inland) was $8.15 per foot. 
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If the prices set forth in bids by the various producers are going to 
be identical to the thousandth of a cent per pound, it makes little 
difference from whom the buyers make their steel purchases. The 
country would be as well off having 1 efficient company as having 10 
so-called competing companies if the prices of all 10 of these companies 
will always be the same. 

Mr. Roger Blough, chairman of the board of U.S. Steel Corp., in 
defending identical bidding defines competition: 


* * * that price is competitive when we are able to give the 
customer a choice between two sources of supply at the same 
price.® 


That definition of a competitive price was previously foreign to the 
members of this subcommittee. It appears to be a definition of an 
“administered or managed price’’ arrived at absent the natural com- 
petitive forces. 

Mr. Blough further claims that actually all prices are adminis- 
tered prices,’ referring to Macy’s as having such ‘administered 
prices.”’ 

There is, of course, a crucial distinction between the position in 
which Macy’s finds itself and that of the U. S. Steel Corp. When 
Macy’s increases the price of any given product, it has no certain 
knowledge whatever that Gimbels is going to match the price increase 
by the same amount. 

Therefore, the area of discretion in price leading is drastically 
limited not only by the pxesence of Gimbels but by Gimbels con- 
spicuous independent behavior. Macy’s cannot make any price rise 
with any sense of security that its leading competitor will follow. On 
the other hand, it is significant to point out that when U. S. Steel 
raises its prices, it does so with the almost certain knowledge, based 
on years of experience, that its so-called leading competitors will make 
the same increase. 

Can it be said that Macy’s and Gimbels are not in competition 
because their prices are different? Would the New Yorkers have the 
benefits of truer competition and therefore greater freedom of choice 
if the prices of Macy’s and Gimbels were invariably identical and 
every price increase made by Macy’s was immediately matched by 
Gimbels? If Macy’s and Gimbels followed the competitive system 
employed by the steel industry, a Macy’s slogan might wave over 
Herald Square stating: “Our prices are always exactly as high as 
Gimbels.”’ 

During the fourth quarter of 1954 and the second quarter of 1957, 
65 bids were sent out by the United States Navy and 1 by the General 
Services Administration. Tonnages ranged between 1 ton of stain- 
less tubing on one invitation and 2,685 tons of carbon steel plates on 
another invitation, all totaling 19,721 net tons. 

The 66 invitations are subdivided into 711 bid items, a bid item 
being a particular quantity of a particular type and dimension of steel 
product. On the 711 bid items there were approximately 3,500 bids 
made. In 221 cases there were instances of identical bidding by 
U. S. Steel and one or more of its competitors. In 383 cases there 
were instances of identically bid prices by any two or more competing 
steel producers. 


18 Hearings on Administered Prices, op cit., pp. 313-314. 
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Mr. Blough contends that 221 instances of identical bids by U. S. 
Steel and 1 or more competitors out of some 3,500 bids is less than 
6.3 percent of all the bids made and a rather insignificant figure. 
This, however, is an incorrect correlation. The 221 instances of 
identical bidding by U. S. Steel and 1 or more competitors should be 
placed in relation to the 711 bid items. This shows that U. S. Steel 
and 1 or more of its competitors bid identically in 31 percent of the 
cases. Further, it should be pointed out that on 383 of the 711 bid 
items, or on over 53 percent of the total bids, 2 or more competing 
producers bid identically to the thousandth of a cent per pound. 
Therefore, on only 46 percent of the bid items were there not instances 
of identical bidding. 

Therefore, it is evident that by either legal or illegal means, the 
steel industry has continued to preserve matched delivered prices 
despite the present f. o. b. mill pricing system, and under the present 
pricing formula the public will continue to suffer the ills of identical 
bids, matched prices, and stifled competition. 

3. Antitrust implications of possible monopoly pover by U.S. Steel 
Corp.—Maintenance of substantial uniformity of {. o. b. mill base price 
plus uniform extras and matching of delivered prices by absorption of 
freight appears to be the generally practiced system of selling steel. 
If this system is not the result of concerted action, it might be ex- 
plained as legal by noncollusive price leadership of U.S. Steel Corp. in 
naming base prices and extras. The numerous classes of extras and 
the variable factors involved, as well as changing products, complicate 
such an explanation of legality of the system, particularly when such 
extras are not published by U. S. Steel in industry publications as are 
its base prices. The absorption of freight, if based on the method of 
delivery actually used, for the purpose of meeting competitors’ de- 
livered prices might be claimed as legal. Whether such delivered 
prices are made in good faith depends on facts not adduced in this 
investigation and on the legality of the system of which it is only a 
part. 

The inconstancy in the steel industry of elements normally entering 
into price making by competitors in a free market suggests an arbi- 
trary price leadership policy. In such instances, assuming that it is 
not conspiratorial, often explanation rests in the fact that an oligopoly 
or a position of dominance by one company exists in the industry. 
Although, as has been previously considered, there is a high degree of 
concentration in the production of steel and oligopoly is apparent, 
nevertheless the U.S, Steel Corp. apparently is in a dominant position 
as compared with its competitors. 

Mr. Roger Blough undertook to minimize the dominance of U. S. 
Steel by showing that its comparative size in the industry had 
declined. ‘This is true since in the early years of the U. S. Steel 
combination it had approximately 50.9 percent of the industry pro- 
duction of ingots. Mr. Blough’s statements, however, do not refute 
the present relative position of bis company in the industry. For 
example, in 1956 the second largest company, Bethlehem, had total 
employment equal to about 59 percent of U.S. Steel’s total employ- 
ment and the third largest company about 26 percent of U. S. Steel's 
employment. As of January 1, 1957, the second largest company 
had an annual capacity equal to approximately 52 percent of U. S. 
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Steel’s annual capacity and the third largest company had approxi- 
materly 30 percent of U. S. Steel’s capacity. Each of the three com- 
panies following those in size had capacity approximately one-sixth 
of U. S. Steel’s capacity. The combined annual capacity of 19 
companies next in size to the above 6 was less than that of U.S. Steel. 

These facts and others brought out in chapter V of this report 
indicate that U. S. Steel in size is presently in position to exercise 
dominance in the industry. It, of course, is recognized that size 
alone does not violate the Sherman Act. Antitrust decisions have 
held, nonetheless, that dominance of size of a company may furnish 
the opportunity to exert monopoly power and may explain conduct 
in an industry in which it exists. For, ‘‘size is of course an earmark 
of monopoly power.’ 1 The material consideration in determining 
whether a monopoly control of prices exists is not that prices are 
raised, but that power exists to raise prices when it is desired to do 
so.!7. The fact that uniformity of prices has existed in one form or 
another in the steel industry for more than a half century until 
today, regardless of decisions declaring some of those systems illegal, 
might be explained by the presence and use of monopoly power in 
the industry. 

Yet, the only attack made by the antitrust enforcement agencies 
on the exercise of monopoly control of prices by U. S. Steel was the 
case of the Department of Justice, decided by the Supreme Court in 
1920. That case sought dissolution of U. S. Steel on the ground that 
it was in origin from 1898 to 1901 a combination of competing com- 
oe with the purpose of monopolizing and its monopoly power had 

een exercised by illegal restraint of trade. In support of the charge 
of preponderant position of the combination, the Government relied 
in part on its effect on prices and concerted maintenance of prices 
ete its leadership. The Government did not plead the Pittsburgh- 
plus system of pricing in the industry and apparently it was not con- 
sidered in the case. 

The Supreme Court found that the power resulting from the forma- 
tion of the combination was not being exercised at the time of suit 
and that no act of aggression upon competitors was charged against 
the combination. Such concerted actions in controlling prices as 
were engaged in by the corporation with its competitors in violation 
of the law were found to have been scattered through the years, tran- 
sient in their purpose and effect, and abandoned prior to the suit. 
Thus, the Court found that since 1911 no act in violation of law was 
established against the corporation except its existence be such an 
act. The mere size of the combination or the mere existence of un- 
exerted monopoly power was not sufficient to cause its dissolution, in 
the Court’s opinion. 

In 1924, the Federal Trade Commission proceeded against U. S. 
Steel and its subsidiaries and found their Pittsburgh-plus pricing sys- 
tem had been in effect since the early days of their combination. 
This system was found in violation of section 2 of the Clayton Act 
and section 5 of the Federal Trade Commission Act. That case, 
however, was not brought on the theory of use of monopoly power to 
control prices in the industry in violation of the monopoly provisions 
of the Sherman Act (sec. 2). Since the Pittsburgh-plus system im- 


16 United States v. Griffith, 334 U. 8. 100, 107, N. 10 (1948). 
17 United States v. American Tobacco Co., 148 F. 2d, 416, 428 (2d Cir., 1945). 
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posed on the industry by U. S. Steel was found to have eliminated 
rice competition, it showed the exercise of monopoly control of prices 
y the corporation. The absence of that price-control system as an 
issue in the previous case under the Sherman Act probably had 
important effect on the outcome of that case. 

Nevertheless, the Department of Justice has not made, since 1920, 
any legal attack on the monopoly power of U. S. Steel to control steel 
prices or otherwise. Even after the ‘‘Pittsburgh-plus” case, U. S. 
Steel and others in the industry adopted the multiple basing point 
system which likewise was found violative of antitrust laws. It also 
has come to the subcommittee’s attention that in 1949-52 the Anti- 
trust Division investigated the possible monopoly position of U. S. 
Steel and legal action was recommended. No such action has yet 
been made public. The information obtained in that investigation 
was requested from the Department of Justice. The Department 
refused to furnish the information to the subcommittee on the basis 
that it is currently being used in both litigation and investigations. 

Since it appears that U. S. Steel is presently possessed of very large 
power in the industry, and prices continue to be matched under its 
price leadership, the manner in which U. S. Steel’s power has been 
and is being exercised is important to our economy. The substantially 
uniform increases in base prices of steel in 1956 of $8.50 per ton and 
$6 in 1957 and in extras of $5 per ton in 1956 were evidently the result 
of the power of U. S. Steel as price leader to name prices for the in- 
dustry. Whether illegal conduct or abuse of power are involved in 
pricing in the steel industry should be determined and acted on by the 
Antitrust Division of the Department of Justice and the Federal 


Trade Commission. If no violations of present law are found, and 
amendments are believed to be needed, such recommended changes 
would aid Congress. 








CuaptTer IX 


CONCLUSION 


Outside of natural monopolies which are regulated in the public 
interest, the political philosophy which governs this economy rests 
upon the concept of competition. The theory is that the free play of 
competitive forces provides the best method of making prices properly 
responsive to changes in market conditions and is thus the best way 
of assuring a proper allocation and use of resources. 

It is apparent that, in a number of important respects, the character- 
istics of the steel industry are quite different from those associated 
with the economic models on which competitive theory was originally 
based. Notable among these differences are the high levels of con- 
centration in the market, the long-established practice of price leader- 
ship which appears to operate just as effectively when prices are in- 
creased as when they are reduced, the relative absence of newcomers, 
the historical use of elaborate pricing systems which have produced 
complete identity of delivered prices at any given point of destination, 
etc. 

Of even greater importance is the insensitivity of the industry’s 
prices to changes in market conditions. Indeed, it is more than just 
insensitivity. Since World War II, prices have moved on a number 
of occasions in the opposite direction to that which would have been 
indicated by the changes in demand. Thus, the steel-price index 
continued its virtually unbroken rise even when demand and produc- 
tion declined (as they did in 1949, 1954, and 1957). It also continued 
its climb even when unit labor costs declined (as they did in 1950 and 
1955). No matter what the change in cost or in demand, steel prices 
since 1947 have moved steadily and regularly in only one direction, 
upward. From the material presented in this report, it is clear that 
the price increase substantially exceeded the cost increase in 1957, 
and, apparently, also in 1956. It is also reasonably clear that, at the 
time the 1957 price increase was made, there was nothing in the infor- 
mation then available to suggest a forthcoming increase in demand 
which would support the higher prices. That the price increase was 
made and has been held in the face of these underlying conditions is 
a tribute to the perfection with which price leadership in the steel 
industry maintains price rigidity. 

In many industries, prices may move contrary to the directions 
indicated by the changes in market conditions without causing an 
substantial injury to the public interest. But this is not true of steel, 
which is the underpinning of our entire economy. When the price of 
steel goes up, the inevitable tendency is for steel-consuming industries 
to raise their prices. To the extent that demand in the steel-consum- 
ing industries is responsive to changes in prices, the higher prices will 
tend to reduce their sales, their output, their employment, and also 
their demand for steel. Faced with a decline in demand, the steel 
companies can be expected to reduce their output, which would cause 
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their overhead costs to be spread over a lesser number of units, result- 
ing in higher total unit costs. This, in turn, may provide a rationale 
for a still further price increase. In this w ay, a vicious cycle of price 
increases, lower demand, and higher unit costs may be set in motion. 

In an administered-price industry such as steel, there is no built-in 
mechanism which would automatically bring such a cycle to a halt. 
If recourse is taken to fiscal and monetary measures, employment may 
be restored, but only at a constantly higher level of prices. As Dr. 
Gardiner C. Means stated before this subcommittee: 


Conversely, if there were no excess in buying power, busi- 
ness enterprises could decide to raise their prices within the 
area of discretion so as to increase their unit profit margins. 
This could lead to a considerable rise in price level without 
an initial increase in buying power, simply as a result of deci- 
sions by price makers to move their prices to the upper margin 
of their respective areas of discretion. If the higher prices 
had the effect of reducing sales, they could lead ‘to reduced 
employment. And, if fiscal and monetary expansion were 
used to support employment, the area of discretion withm 
which prices could be set would be moved up the price scale 
and the process could be repeated. In this manner, the area 
of discretion implicit in administered prices could lead to 
creeping inflation without an initial impetus from fiscal and 
monetary expansion, while fiscal and monetary expansion 
might serve to maintain employment only at successively 
higher price levels.! 


These are disturbing prospects. They add special urgency to the 
need for extending the inquiry into other important administered- 
price industries which are also characterized by this singular phenome- 
non of increasing prices accompanied by falling production and 
employment. 

Whether or not our present antitrust laws are capable of coping with 
the phenomenon of administered pricing has not at this stage been 
determined. In fact, presently to render such an opinion without the 
benefit of expert opinions and testimony would, in a sense, be pre- 
mature. For this reason, as these hearings progress, it is intended to 
seek the opinion and advice of the Assistant Attor ney General in 
charge of the Antitrust Division of the Department of Justice, the 
Chairman of the Federal Trade Commission, and legal and economic 
scholars. 

The subcommittee is seeking to ascertain whether present laws are 
sufficient to cope with the problem, or whether new laws are required. 
To answer this question, a great deal more must be learned about the 
nature and behavior of administered-price industries. If it is deter- 
mined that new laws are required, it is the subcommittee’s belief and 
hope that they will be of such a nature as not to repeal or set aside the 
antitrust laws, but to make of the antitrust statutes a more effective 
instrument in dealing with present-day realities. 

The time might have very well arrived when the 1890 Sherman Act 
and the 1914 Federal Trade Commission Act should be strengthened 
to meet the demands of a dynamic 1958 economy. 


! Hearings on Administered Prices, op. cit., p. 84. 
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ApPpENDIX A 


Repuies By 10 Leapine Stern, Companies TO QuESTION 5 OF 
Inquiry ON Market Prospects 


Under question 5 in the letter of inquiry by. the subcommittee, 
dated July 25, 1957, the companies were requested to submit copies 
of “such market studies or analyses of future market conditions as 
entered into or played a part directly or indirectly in your company’s 
decision to raise prices in July 1957. Or, if no such studies existed 
at that time, a written statement of the expectations of future market 
conditions at the time the price increase was made.” 


U. S. STEEL CORP. 


Outlook for steel demand—1957 


A careful review of the outlook for the overall economy and for 
the major steel-consuming industries for the year 1957 was made in 
November of 1956. The results of these studies indicated that steel 
demand in 1957 would require industry production of 117 million 
tons of ingots. This forecast, although reviewed each month, remained 
unchanged until mid-April. At that time, our studies indicated a 
slightly lower level of demand; and the forecast was revised downward 
to 116 million tons. These estimates have been reviewed carefully 
each month since April, and the results have confirmed the April 
forecast. Our best judgment still indicates that 116 million tons of 
ingots will be produced in 1957. 

n our review of the forecast in March, we estimated that U.S. 
Steel would operate at slightly above 90 percent in the second quarter. 
Our actual production during this period was 89.5 percent of capacity. 

By the end of June, the industry had produced 60.6 million tons 
of ingots with an average operating rate of 91.5 percent for the first 
half. Our own rate during this period was 92.6 percent. If our fore- 
cast of 116 million tons of ingots for the year is correct, 55,400,000 
tons remain to be produced in the second half. On that basis, we 
have estimated that our operating rate in the third quarter will be 
somewhat above 80 percent, which reflects our usual summer lull, 
and in the neighborhood of 85 percent in the fourth quarter. 

We estimate further that gross national product for the year will 
stand at $435 billions, and the FRB index will be at 144. 

Our evidence indicates that steel inventories in jthe hands of con- 
sumers, which exert an enormous leverage on steel production, were 
rising throughout the first quarter and probably through April.. In 
May and June, additions to and withdrawals from inventories were 
about even, with the probability that there was a small net decline. 
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Throughout the remainder of the year, we feel that although steel 
consumption will remain at a very high level, inventories will continue 
a gradual but substantial decline. 

For those consuming industries which have been very strong, such 
as heavy construction, freight-car building, and shipbuilding, we see 
continued strength through the year. This means that the heavy 
products, notably plates, structural shapes, and line pipe, will remain 
in strong demand. 

The automotive industry, particularly because of model change- 
overs, will experience a lull in late summer; and although 1958 models 
will be put in production as rapidly as possible, it will probably be 
September, or more likely October, before much new strength is found 
in that industry. When that happens, however, hot-rolled and cold- 
rolled sheets and several wire specialties will experience an upturn. 

Oil and gas drilling, which has been relatively slow throughout the 
first half, is expected to show improvement over the remainder of the 
year with a resultant strong demand for oil-country goods. Other 
tubular products, notably standard pipe, will ease, particularly because 
of the seasonal downturn in residential construction. 

The container industry will experience a seasonal decline in the last 
quarter of the year; and shipments of tin-mill products will decline 
moderately, although their production will probably hold steadier. 

Exports of steel, which were at peak levels during the first half, are 
expected to decline slightly in the second half. 

The details of this forecast, when viewed at midyear, are substan- 
tially as we saw them at the beginning of the year; and in our judg- 
ment, they indicate that the steel industry and the economy will be 
strong throughout 1957. (July 25.) 


BETHLEHEM STEEL CORP. 


Although the information relating to future market conditions which 
Bethlehem had on July 1, 1957, was not set forth in any written market 
studies or analyses prepared in connection with its decision to increase 
the prices of some of its products, Bethlehem’s expectation was that 
its steel operating rate would be approximately as follows during the 
balance of the year: 


Percent 
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(August 1.) 


REPUBLIC STEEL CORP. 


We did not make a specific market study in anticipation of the 
price increase made effective July 1, 1957. We knew our costs were 
going up as indicated in the answer to question 1. We also knew that 
when this happened we would have to have a price increase to sustain 
us as a healthy corporate enterprise. As is normally the case, how- 
ever, the price adjustment was made with due regard to market con- 
ditions which are continually being surveyed by our commercial 
research department. It was also made on a basis which in our 
judgment was reasonable and was unlikely to be disturbing to the 
general economy. (August 2.) 
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JONES & LAUGHLIN STEEL CORP. 


As we have announced publicly, we anticipate that we will operate 
at 91 percent of capacity during the third quarter and at a higher 
level in the last quarter of this year. 

The basic market condition which has strongly influenced our de- 
cisions in pricing policies for some time past is the long-range danger 
both to our customers and to the Nation’s defense needs of continued 
steel shortages. Unless our earnings can be increased to a level which 
will attract the necessary capital, the growing demand for steel cannot 
be met, and shortages will increase. 

Our estimates in J. & L. indicate that by 1965 we will need nearly 
2 million tons of additional capacity, over and above the 900,000 tons 
we are now building, just to maintain our present share of the country’s 
total capacity. This additional 2 million tons will require a grass- 
roots plant since present plants cannot be expanded to this extent. 
To do this will require the expenditure of nearly $600 million. 

With earnings in J. & L.—and the steel industry as a whole—at 
present levels, it would be a practical impossibility to attract the 
capital necessary to do this job. 

The most expensive steel our customers buy is the steel we cannot 
supply them in the quantity and quality they need when they need 
it. Even during the first half of 1957 we have seen some customers 
resort to buying semifinished steel from one mill and having it fabri- 
cated in a second mill—all this at a total cost far in excess of market 
prices for the finished product. (August 6.) 


NATIONAL STEEL CORP. 


No specific market studies or analyses, but costs in general had 
increased and were expected to continue to increase. (August 30.) 


YOUNGSTOWN 


As of July 1, 1957, it was anticipated that the demand for most 
steel products would remain at current levels during the seasonally 
slow months of July and August. It was anticipated that there would 
be a normal increase in demand during September and the fourth 
quarter, particularly as production of 1958 automobiles gets fully 
underway. With respect to some products, such as oil country goods 
and line pipe, the demand has been consistently strong for some time 
and near capacity production is expected for the balance of the year. 
From a longer term standpoint, it is expected that the demand for 
steel products will continue to grow with the anticipated growth in 
the economy generally. The longer term problem facing the steel 
industry is, therefore, one of establishing adequate profit margins, 
so that expenditures for the necessary increase in capacity can be 
justified economically and the required financing can be obtained. 
(July 31.) 

ARMCO 


Our experience over many years has proved that there is a con- 
sistent ratio between our employment costs and our other costs 
(principally materials and services purchased from others). This 
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ratio is shown by the following tabulation of our costs of producing 
and selling finished steel for the years 1947 and 1956, inclusive: 





Total employ- Other costs Ratio of (1) 
to (2) 








ment costs 
(1) (2) (3) 
ee ee ee in hed ubenumumamesl $212, 756, 000 $454, 609, 000 | 1 to 2.13. 
189, 933, 000 386, 774, 000 | 1 to 2.04. 
166, 599, 000 299, 648, 000 | 1 to 1.80. 
163, 785, 000 354, 985, 000 | 1 to 2.17. 
144, 609, 000 309, 386,000 | 1 to 2.14. 
138, 102, 000 302, 073, 000 | 1 to 2.19. 
119, 756, 000 239, 903, 000 | 1 to 2.00. 
98, 856, 000 198, 290, 000 | 1 to 2.01. 
107, 415, 000 229, 982, 000 | 1 to 2.14. 
94, 300, 000 183, 925, 000 | 1 to 1.95. 
‘ital; 10 gebegi i 4. Ali eS ne 1, 436, 111, 000 | 2, 958, 575, 000 | 1 to 2.06. 





The fact that the ratio of total employment costs to other costs has 
been so consistent over the years means that when our employment 
costs increase our other costs increase proportionately. Based on 
this experience we know an increase of $1 per net ton in employment 
costs will be accompanied by an increase of approximately $2 per net 
ton in other costs. Therefore, based on this ratio and the increase in 
employment costs shown in item 1 of this letter we determined that 
out total costs after July 1 would increase an average of $9.99 per ton. 
Having determined the cost increase, we then considered current 
economic conditions and competitive prices in determining the prices 
shown under item 7, column 4, of this letter (see attachment 7).! 
(July 31.) 

INLAND 


As of July 1, 1957, it was the opinion of our sales executives that 
market conditions wound support our operations at or close to capacity 
for the remainder of the year. There is no change in our expectations 
as of this date. 

However, the primary reason we raised prices is that our profits are 
not sufficient to provide capital for the necessary replacement and 
expansion of our steel mill facilities. Inland Steel Co, and the entire 
steel industry can only provide such capital through depreciation, 
retained earnings, debt and the sale of equity capital. Depreciation 
under existing tax laws is inadequate to provide for the replacement 
of wornout facilities. Inadequate profits restrict the earnings which 
can be retained in the business for such use, and without adequate 
profits satisfactory financial arrangements in respect to either bor- 
rowing or the sale of capital stock are not possible. 

Although as indicated in section 4 our employment costs are only 
32.8 percent of our total costs, it has been our long-time experience 
that other costs rise at approximately the same rate as employment 
costs. It will, therefore, be seen that our July price increase, which 
averaged $5.20 per ton, will not recover our increased costs. Even 
if we could recover in dollars our increased costs, that would not be 
adequate. We should at least maintain, and preferably increase, the 
percentage of return on our invested capital. 





1 Available in the files of the subcommittee. 
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The steel industry has, over a period of many years, been well below 
the average of all American manufacturing industry in respect to 
return on invested capital. Even in the past 2 years of record opera- 
tions, the return for the industry has been only at the average of all 
American manufacturing industry, a poor showing under such 
circumstances. 

Our company cannot sell its products under competitive market 
conditions such as prevail in respect to most products of the steel 
business today at higher prices than our principal competitors and 
we were limited thereby in our recent advance. (August 6.) 


COLORADO FUEL & IRON CORP. 


No market studies or analyses of future market conditions were 
prepared in connection with the price increases of July 1957. The 
primary considerations. governing such price increases were the cost 
increases noted above. 

You have also requested a statement of our expectation of future 
conditions. Our expectation for the last two quarters of 1957 for 
our western division is that we will sell all that we can produce. 
Expectations for our eastern mills are good, but slightly lower than 
for the West. (August 1.) 


WHEELING STEEL CORP. 


The corporation’s expectations concerning future market conditions 
as of July 1, 1957, were summarized by the following statement which 
sdnaieand in the interim report to stockholders of Wheeling Steel 
Corp. for the 3 months ended June 30, 1957: 


As we move into the second half of 1957 demand continues 
light, particularly in view of the vacation shutdowns of man 
of our customers during July and August. However, wit 
the indicated improvement in their business and the present 
low level of customers’ inventories we look forward to 
marked improvement during the next 60 days and par- 
ticularly the last quarter of the year. 


To amplify this statement, we both anticipated and experienced a 
continuation of low demand and a resultant low level of operations 
during the month of July. As of July 1, we anticipated the beginning 
of an upward trend in demand during August which would bring our 
operations to the 90 percent level in September. Present indications 
are that the August recovery will exceed our original expectations. 
We expect that fourth quarter demand will be such that our furnaces 
will operate in excess of 90 percent of capacity. Furthermore, during 
this last quarter it is anticipated that we will regain our position 
ahead of the industry average with respect to the rate of operations. 

The above expectations are predicated on an upturn in homebuilding 
in the early fall, a return to the market of appliance and other manu- 
facturers as inventories reach low levels and a pickup in automotive 
requirements for the 1958 models. 

n summary, indications of increasing demand during the remainder 
of the year permitted Wheeling Steel Corp. to raise the prices of 
certain products on July 1, 1957, as a means of defraying increases in 

99345—58——10 
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the cost of labor, materials and services which have occurred both 
prior and subsequent to July 1, 1957. Among these increases in cost 
are the two cost-of-living adjustments and the wage increase granted 
during the current year in accord with the 1956 labor agreements, 
equivalent wage increases granted to most of the employees not 
covered by the agreements, increased rate of social security contribu- 
tions, an increase in the provision for pensions of employees, increases 
in ore and coal costs, including employment costs at our coal mines, 
and higher freight rates. It is also anticipated that employees covered 
by other bargaining units will submit demands for wage increases 
upon expiration of present contracts. It is important to note, how- 
ever, that the corporation was not in a position to increase the prices 
of all of its products on July 1. Soft market conditions and the 
restraining effect of competition in certain markets precluded this 
action. Furthermore, Wheeling Steel’s operations represent a rel- 
atively small proportion of the industry and, although it might have 
been desirable from our standpoint to increase prices to an even 
greater extent in order to maintain our conservative profit margins 
in view of the high cost of replacing working plant and facilities and 
affording our stockholders a reasonable return on invested capital, we 
could not do so and remain competitive. (August 6.) 


ApPpENDIx B 


EXAMPLES OF Prick CHANGES MADE BY CompETITors oF U. S. STEEL 
AND Action TAKEN By U. S. Street, YEAR 1954 


(Prepared for the Subcommittee on Antitrust and Monopoly of the 
Senate Committee on the Judiciary, by U. S. Steel Corp., October 
16, 1957) 


U. S. Steel obtains information regarding changes made by other 
steel producers in their prices through its sales representatives, who 
are given such information by consumers, and from trade journals and 
other publications. Its records of such changes are, therefore, not 
necessarily complete or accurate. Furthermore, it does not regularly 
retain such records for any considerable period of time, and its records 
for 1954 are fragmentary. U.S. Steel’ s records do not show whether 
the change in price was first made or “initiated” by the named pro- 
ducer, or by some other producer, or whether the same change in 
price was or was not made by any other producer. 
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INDIVIDUAL VIEWS OF SENATOR EVERETT McKINLEY 
DIRKSEN 


The minority expresses its views as follows: It disagrees emphatically 
with the position taken in the majority’s report that so-called admin- 
istered prices are associated with monopoly power. It dissents vigor- 
ously from the attempt of the majority to raise the completely un- 
founded specter of future economic stagnation in America as a result 
of an alleged monopoly power in large segments of industry. 

The majority’s report is based on a theoretical, preconceived, biased 
economic and Tooa! analysis developed by the subcommittee staff. It 
fails to make an impartial appraisal of the testimony presented to the 
subcommittee; and in many respects it would appear to offer economic 
superstition where simple and reasonable facts are plainly evident. 

Indeed, it would be impossible for even the most conscientious of 
students to gain from the majority’s report any true conception of 


‘the actual facts of the steel industry as they were developed in the 


testimony before the subcommittee; for the statements of many of 
the witnesses were carefully ignored. wherever they failed to support 
the preconceived views and the biases of the two leading members of 
the subcommittee staff—one of whom has widely publicized his antag- 
onism to our free-enterprise system in general, and the other of whom 
has evidenced a strong prejudice against the steel industry in 
particular. 

Testimony in the record itself, for example, clearly demonstrates 
that steel is a competitive industry and there is no evidence whatsoever 
that steel prices are established by other than competitive forces. 
The minority notes that at least one-fourth of all American industries 
have a higher degree of so-called concentration than does steel; 
that profits in steel have long been substantially below the average 
level of those in other leading industries, that increases in these profits 
since 1950 have maintained a constant relationship to the national 
income, and that fluctuations in the price of steel have a comparatively 
negligible effect upon the economy as a whole. One may search in 
vain, however, to find any of these facts recorded in the majority’s 
report. 

Instead, the majority’s report professes astonishment at the dis- 
covery that for a number of years steel prices have not fluctuated in 
accordance with each rise and fall in demand, but have moved steadily 
upward. A logical explanation of this far-from-unique phenomenon 
may be found in the testimony which shows that steelmaking costs 
have not fluctuated with the rise and fall in demand, but have also 
moved steadily upward. 

Had the majority seen fit to inquire into the causes of this constant 
rise in manufacturing costs in the face of declining business activity, 
it might have es : real service to the Congress and to the 
Nation, but it did not. referred to ignore this simple and com- 
pelling ‘explanation of price 2 in an effort to discover a more 
sinister one suggesting monopoly power. 
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Thus it would appear that if the theories advanced in the majority’s 
report are to be pursued to their logical and inevitable conclusion, any 
industry or any company which succeeds in keeping its prices in line 
with mounting costs in a period of declining demand will henceforth 
be suspect of monopolistic practices. Indeed the majority seems to 
feel that the attempt of such enterprises to operate profitably on a 
downward trend in the business cycle is somehow inimical to the na- 
tional interest. 

The minority cannot—and does not—concur in this destructive 
philosophy. It does, however, agree wholeheartedly with the major- 
ity’s stated view that: 

Outside of natural monopolies which are regulated in the 
public interest, the political philosophy which governs this 
economy rests upon the concept of competition. The theory 
is that the free play of competitive forces provides the best 
method of making prices properly responsive to changes in 
market conditions and is thus the best way of assuring a 
proper allocation and use of resources.' 


The evidence presented to the subcommittee at this time does not 
support a need to strengthen the antitrust laws, or to recommend the 


enactment of new laws to accomplish the desirable objectives of free’ 


competition set forth above. 
The minority has found no evidence to support the majority’s 
position that: 

The time might have very well arrived when the 1890 
Sherman Act and the 1914 Federal Trade Commission Act 
should be strengthened to meet the demands of a dynamic 
1958 economy.? 


Before commenting further on the many issues raised during the 
subcommittee’s hearings on administered prices, it is helpful at this 
point to review the background of these hearings. 


I. Score or INQUIRY 


(A) INTRODUCTION 
(1) Chronology 

June 30, 1956: Start of steel strike. 

August 3, 1956: 3-year wage agreement between leading steel pro- 
ducers and United Steel Workers of America ended strike. Under 
this agreement the employment costs of the steel indugtry were in- 
creased. In the case of the United States Steel Corp. such costs were 
increased approximately 7.6 percent in the first year. Additional costs 
in the second and third year were estimated at 5 percent each year. 
In addition, the cost-of-living allowance under the new agreement 
increased employment costs by 4.5 cents per hour between Joma 3, 
1956, and July 1, 1957. 

November 28, 1956: Mr. Walter Reuther, president of the United 
Automobile Workers, addressed a letter to President Eisenhower 
including the following request: 


* * * As a practical and effective step to bringing about 
a better understanding of the underlying causes of inflation, 


1 P.129. 
2P. 130. 
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I should like to urge that you use the great influence of your 
office to call for and support a searching congressional inves- 
tigation into wage-price-profit relationships in the auto, steel, 
and meatpacking industries and other basic industries whose 
pricing policies exert such a decisive influence on the Ameri- 
can economy. Our deep concern about the threat of infla- 
tion prompted us to ask for such a congressional investiga- 
tion of the wage-price-profit relationship as early as July 
1955.7 * "” 


December 8, 1956: Mr. Reuther’s letter to President Eisenhower 
was acknowledged by Mr. Sherman Adams, assistant to the President. 
Mr. Adams said: 


* * * Congressional investigations are the prerogative 
of the Congress, and I doubt that the President would wish 
to intrude in this field. 


January 30, 1957: United States Senate adopted Senate Resolution 
57, 85th Congress, Ist session, authorizing an investigation of antitrust 
and monopoly laws by this subcommittee. 

January 31, 1957: Mr. Otis Brubaker, research director, United 
Steel Workers of America, and Mr. Nat Weinberg, director of research, 
United Automobile Workers, testified before the Joint Economic 
Committee. Mr. Weinberg stated. 


* * * In July 1955 our union’s international executive 
board called for a congressional investigation of wage-price- 
profit relationships, with particular emphasis on the auto and 
steel industries. At that time, the steel industry had already 
raised its prices for the 18th time during the postwar period. 
The signs were clear that the leading automobile producers 
were once again about to raise their prices. As we expected, 
they did raise prices with the introduction of new models 
in the fall of 1955. 

Since then, further general price increases have been put into 
effect in both the steel and auto industries, and the steel in- 
dustry has recently been adding increases on so-called extras 
and certain base prices to its general price increases of 1955 
and 1956. 

We urge that, following this general discussion today, 
preparations be made forthwith to begin a full-scale investi- 
gation of such industries as soon as is humanly possible. 

We hope that such an investigation will be carefully 
planned to assure that specific and up-to-date facts about 
specific price increases will be laid bare. No witness, 
whether from labor or from management, should be permitted 
to subsitute self-serving public relations declarations for facts 
and figures. Detailed and specific information should be 
required on prices, profits, wages, material costs, produc- 
tivity, and similar matters.® 


March 11, 1957: The Chairman announced that the subcommittee 
will conduct an investigation and hold public hearings on the problem 
of price increases in ‘‘administered price” industries. 


3 Hearings before the Joint Economic Committee on the President’s 1957 Economic Report, p. 308. 
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June 27, 1957: It was announced by the United States Steel Corp. 
that the second-year wage increase, effective July 1, was granted to 
employees of steel companies pursuant to the 1956 3-year wage 
agreement. The additional employment cost increases were esti- 
mated as totaling 21.0 cents per hour by the United States Steel Corp. 
and the National Steel Corp. In the case of the Bethlehem Steel 
Corp. this increase was estimated at 21.8 cents per hour. During 
the hearings the United Steel Workers of America stated that these 
additional costs would total 16.51 cents per hour for the United 
States Steel Corp. 

June 27, 1957: United States Steel Corp. announced price increases 
averaging $6 per ton effective July 1. 

July 9, 1957: Subcommittee opened its hearings on administered 
prices. 

(2) The problem before the subcommittee 

Senate Resolution 57, 85th Congress, Ist session, charged this 
subcommittee with the investigation of antitrust and antimonopoly 
laws and their administration. Its only justification for conducting 
hearings dealing with administered prices is the false assumption that 
administered prices are necessarily monopoly prices. The majority 
continually contrasts ‘administered prices” and “competitive prices” 
as if they were mutually exclusive, whereas the economists who 
testified drew a distinction between administered prices and market 
prices and stated that either might be competitive or either might be 
monopolistic in the economic sense. 

The subcommittee prepared for its study at a time when price in- 
dexes were rising and the economy was experiencing inflationary ten- 
dencies. Because of changed economic conditions the majority’s 
report was expediently written from hindsight and concentrates on 
remedies to deal with deflation. On July 9 the chairman said: 


In opening these hearings on administered prices, the 
Subcommittee on Antitrust and Monopoly is trying to come 
to grips with what is probably the Nation’s current No. 1 
domestic economic problem—the problem of inflation. We 
are concerned particularly with the extent to which adminis- 
tered prices in concentrated industries may contribute to this 
problem.‘ 


The term ‘‘administered prices,’”’ the subject of the subcommittee’s 
report, was originated by Dr. Gardiner C. Means, an economist of the 
Committee for Economic Development. He was among the five 
economists who testified before the subcommittee. The term ‘“ad- 
ministered prices’ first appeared in a study entitled “Industrial 
Prices and Their Relative Inflexibility,” which was printed as Senate 
Document No. 13, 74th Congress, Ist session. Under Dr. Means’ 
definition: 

* * * an “administered price” is a price set by someone, 
usually a producer or seller, and kept constant for a period 
of time and for a series of transactions. The opposite of an 
administered price is a market price, a price that fluctuates 
on the basis of supply and demand as these forces are felt in 
the market.§ 


; a? Prices, hearings before the Senate Subcommittee on Antitrust and Monopoly, pt. I, p. 1. 
» Pp. 75. 
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There has been widespread confusion that administered prices are 
monopoly prices. Dr. Means, the author of the term, was explicit 
that such pricing was not a. monopolistic device. He noted that— 


Administered prices should not be confused with monopoly. 
The presence of administered prices does not indicate the 
presence of monopoly nor do market prices indicate the 
absence of monopoly.® 

If administered prices are present in a major part of our 
economy and since they exist in a great many areas which are 
not monopolized but in which there is active competition 
between a few units, it is clear that they do not necessarily 
reflect monopoly conditions but something more wide- 
spread—namely the reduction in the number of competing 
units in many industries.’ 


The chief economist of the subcommittee, Dr. John M. Blair, 
developed the theory that administered prices and monopoly prices 
were synonymous in a book published in 1938 entitled ‘Seeds of 
Destruction.”’ He said: 


Most inflexible prices are inflexible because they are in one 
way or another determined by administrative control * * * 
We must study the phenomenon of price setting by corporate 
monopoly, realizing in so doing that the larger is the percent- 
age of our prices which are fixed by corporate monopoly as 
against the forces of competition, the higher will our price 
level probably tend to be, and the smaller will be the chances 
for any marked increase in real labor income to take place.® 


The current investigation further develops the preconceived eco- 
nomic theories expounded by Dr. Blair 20 years ago. Even before 
the opening of the hearings, the chairman of the subcommittee stated: 


Administered price industries * * * (are) those which 
because of their power have control over prices not affected 
by normal competitive forces. Examples are steel, news- 
print, many types of food, automobiles, and farm machinery.’ 


The majority has accepted the basic premises developed by the 
subcommittee’s chief economist in Seeds of Destruction. 

Since the majority’s report is largely devoted to economic theory 
developed by the staff, the minority has an obligation to place these 
concepts in some perspective. Seeds of Destruction is a denunciation 
of the capitalist system and forecasts the inevitability of its ultimate 
collapse. 

Following his review of the weaknesses of capitalism found in more 
than 400 pages of text, Dr. Blair concluded: 


We have gone at length into the axioms which capitalism 
has violated, into the aggravating trends which seemingly 
have made it inevitable for capitalism to violate the axioms, 
and into the corrective techniques which offer slight hope 
that capitalism can be made to function in accordance with 
the axioms. 

68. Doc. No. 13, 74th Cong., p. 1. 
78. Doc. No. 13, 74th Cong., p. 27. 


8’ John M. Blair, Seeds of Destruction, Covici, Friede, N. Y., 1938, pp. 90-91. 
® Senator Estes Kefauver’s speech before Automobile Wholesalers Association of Tennessee, April 8, 1957. 
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In doing this, it has been our hope, as stated in the begin- 
ning, to make “‘recognizable a forest out of an almost infinite 
number of variegated trees.’’ Or, to put it another way, we 
have tried to place on canvas a picture of capitalism, of the 
minimum requirements it, or any other industrial society, 
must meet, of its increasing failure to meet them, of the trends 
which have tended to keep it from operating in accordance 
with these axioms, of the movement of these trends, and of 
the proposals which would supposedly make the system 
function successfully. In putting together the various 
segments out of which the picture is composed, it is quite 
likely, considering the scope of the work, that at times we 
might have used, in certain places, the wrong colors, that our 
shadings might in spots be imperfect, that some proportions 
might be out of line. Wherever we have noted such imper- 
fections, we have endeavored to correct them. But even if 
we should have missed a number of them, yet the result, as a 
whole, cannot be interpreted as anything but a none-too- 
happy picture of capitalism and its probable future.!® 


The minority’s examination of the majority’s report shows a close 
parallel between Dr. Blair’s theme in Seeds of Destruction and the 
majority’s report. A review of the titles from a few chapters in 
Seeds of Destruction is illustrative. 

Chapter 4 is entitled “Prices and Wages’’, a-recurrent theme 
throughout the hearings devoted to the steel industry. 

Chapter 6, entitled “The Effectiveness of High Incomes’, urged 
redistribution of income with a lowering of payments to high-income 
recipients. Dr. Blair’s concern with this subject may account for 
the fact that the majority’s report indulged in an attack on the com- 
pensation of corporate officials. The minority does not believe that 
the subcommittee has any legislative purpose in investigating the 
level and methods of executive compensation. 

Chapter 10, entitled “The Centralization of Capitalism,” dealt 
with the concentration prevalent in mass production industries. 

It is significant that the corrective techniques to cure the ills of 
capitalism recommended by Dr. Blair in 1938 are similar to those 
suggested in the majority’s report. 

Section 3 of Seeds of Destruction was entitled “The Corrective 
Techniques.”’ 

Chapter 16 was entitled “Raising Our Labor Costs;’’ chapter 17, 
“Lowering Our Prices;’”’ and chapter 18, ‘Redistribution and Ex- 
pansion.” 

The majority’s report implies that similar remedies are desirable in 
1958. Dr. Blair’s influence on the majority’s report is pervasive. 

Because of the grave issues involved and the many inferences of 
monopolistic practices suggested in the majority’s report, the minority 
is concerned with the consistent bias manifested by the majority. 
The majority’s report reflects the views of the staff, pritpally Dr. 
Blair and Mr. Paul Rand Dixon. A strong bias against all large 
corporate enterprises was shown by Dr. ‘Blair. The minority notes 
that Dr. Blair’s bias has been well documented by disinterested 
academic economists. 


1 John M. Blair, Seeds of Destruction, Covici, Friede, N. Y., 1938, p. 410. 
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Prof. J. D. Glover, of Harvard University, in The Attack on Big 
Business, published in 1954, made the following observation: 


This is a painful thing to say. But it is a significant fact 
just the same. Even in what are ostensibly objective, scien- 
tific discussions by inveterate critics of big business, there is 
often revealed a deep, persistent emotional hostility. Their 
discussions are often marked—as I think Mr. Blair’s is 
here—by pettifoggery and efforts, not to analyze facts, 
but to hatidle data in such a way as to “make a case” against 
big business. Even argument ad hominem and the tech- 
nique of ‘finding guilt by association”’ are resorted to." 


The minority believe that Dr. Blair has followed the same technique 
in preparing the majority’s report—he has not tried to analyze the 
facts, but has selected and handled the data so as best to “make a 
case”’ against the steel industry. 

Prof. Edward S. Mason, of Harvard University, who was Deputy 
Assistant Secretary of State for Economic Affairs in the previous 
administration, in Economic Concentration and the Monopoly 
Problem, published in 1957, made this observation: 


* * * much of the literature on concentration continues 
to exude an ominous presentiment of catastrophe. This is 
particularly true of two postwar studies, the Report of the 
Smaller War Plants Corporation on Economic Concentration 
in World War II, and the reports of the Federal Trade 
Commission on mergers. 

* * * The report (the FTC report on mergers), also holds 
that ‘No great stretch of the imagination is required to fore- 
see that if nothing is done to check the growth in concentra- 
tion either the giant corporations will ultimately take over 
the country, or the Government will be compelled to step in.” ” 


Professor Mason shows that Dr. Blair admitted that his own 
statistics did not support his conclusion. Professor Mason continued: 


The principal author (John M. Blair) of this report later 
declared, however, that, ‘A careful reading of the Commis- 
sion’s merger report will reveal that in no place did the Com- 
mission state that the merger movement has substantially 
increased concentration in manufacturing as a whole.” * 


These comments from recognized academic authorities are included 
to assist readers of the majority’s report in evaluating the analysis 
developed by the minority. 


(B) THE HEARINGS 


The subcommittee hearings on administered prices were conducted 
in two phases. The first or opening phase entitled ‘Economists’ 
Views” began on Tuesday, July 9, and continued for a period of 5 
days ending on Tuesday, July 16. The following economists testi- 
fied: Dr. Edwin G. Nourse, former president of the American Eco- 
nomic Association and former vice president of Brookings Institution; 

11J. D. Glover, The Attack on Big Business, the Plimpton Press, Norwood, Mass., 1954, p. 45. 
13 Edward Mason, Economic Concentration and the Monopoly Problem, Harvard University Press, 


1957, pp. 27-28. 
B ibid. p. 28. 
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Dr. John Kenneth Galbraith, professor of economics, Harvard Uni- 
versity; Dr. Gardiner C. Means, economist, Committee for Economic 
Development; Dr. Richard Ruggles, professor of economics, Yale 
University; and Dr. John R. Moore, professor of economics, University 
of Tennessee. 

Part I of the hearings on administered prices contains 194 pages. 
The subcommittee has made no report on the views and recom- 
mendations of the five economists. However, the inference was 
made that the economists agreed on certain things with respect to 
administered prices when there was no such agreement. Statements 
by the economists were taken out of context, thereby clearly modifying 
their real meaning. 

The second phase of the hearings was concerned with the wage 
and price increases in the steel industry which became effective on 
July 1, 1957. The hearings opened on August 8 with the appearance 
of officials from the United States Steel Corp. Testimony was also 
received from representatives of the United Steelworkers of America. 

These hearings were conducted during the month of August over a 
period of 9 days; however, very few hours of actual testimony were 
taken. 

The Senate was then dealing with matters of great concern during 
the period immediately preceding adjournment. Few members of 
the subcommittee were present to hear statements by the witnesses. 
Not more than two members of the subcommittee were present during 
most of the period when officials of the United States Steel Corp. were 
before it. Some of the testimony by the United Steelworkers of 
America was submitted when no member of the subcommittee or the 
full Judiciary Committee was present. 

Members of the subcommittee who did not hear the testimony of 
the witnesses were necessarily forced to study the printed hearings 
which totaled 1,535 pages, cluding many important exhibits, to 
prepare their views. The report of the staff was submitted to the 
members of the subcommittee and adopted as the majority’s report 
before printed hearings were available. 

Many of the conclusions in the majority’s report, as well as many 
statements which purport to be factual, are unsupported by the 
record, and to some extent contradicted by evidence in the record, 
which is ignored. To a large degree the majority’s report reflects 
the views of staff members, one of whom at least has made public 
his lack of faith in and antagonism to our free enterprise system and 
another of whom has participated as a lawyer in adversary proceedings 
against the steel industry. 


II. Masority’s ReportT—ConcLusions AND ANALYSIS 


The majority’s conclusions (a 2-page statement) are found in 
Chapter 9 of its report. They infer that the present antitrust laws 
are inadequate: 


The subcommittee is seeking to ascertain whether present 
laws are sufficient to cope with the’ problem, or whether new 
laws are required. To answer this question, a great deal more 
must be learned about the nature and behavior of adminis- 
tered-price industries. If it is determined that new laws are 
required, it is the subcommittee’s belief and hope that they 
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will be of such a nature as not to repeal or set aside the anti- 
trust laws, but to make of the antitrust statutes a more 
effective instrument in dealing with present-day realities. 

The time might have very well arrived when the 1890 
Sherman Act and the 1914 Federal Trade Commission Act 
should be strengthened to meet the demands of a dynamic 
1958 economy."* 


The only specific recommendation by the majority is an extension 
of— 
the inquiry into other important administered-price indus- 
tries which are also characterized by this singular phenom- 
enon of increasing prices accompanied by falling production 
and employment.'® 


The remaining 105 pages of the majority’s report contains what 
purports to be an analysis of the testimony presented to the sub- 
committee. 

While the majority failed to prepare a report concerning the open- 
ing phase of the subcommittee’s hearings entitled ‘‘Economists’ 
Views,” the majority’s report refers to the views expressed at these 
hearings, as follows: 


The steel hearings had been preceded by a set of hearings 
in which some of the country’s leading economists who have 
specialized in the subject had expressed their several views 
on the problems involved in administered prices. The pur- 

- pose of these latter hearings was to provide a background for 
inquiries into administered prices in specific industries.'® 


The subcommittee received testimony from five economists. It 
would be difficult to support the characterization of them as ‘‘the 
leading”? economists who had specialized in the subject of adminis- 
tered prices. Some are specialists in this field, but there are other 
specialists at least as eminent who could have contributed to a better 
understanding of the role of administered prices in our economy. 
Dr. Jules Backman, professor of economics at New York University, 
was not asked to testify. 

Three scholarly papers prepared by Dr. Backman, including one on 
administered prices, were made part of the record but were not 
mentioned in the majority’s report.” 

Dr. Means, the originator of the phrase ‘‘administered prices’ was 
explicit in stating that such prices could be eliminated only by pulveriz- 
ing industry and destroying its efficiency. He said: 


I think that if you want to preserve pricing in such a 
form that you do not have administered prices, I think you 
have got to pulverize industry. 

I think you would destroy the efficiency of modern industry. 
I do not believe that market prices, the maintenance of 
market prices, is consistent with modern industry." 


Three of these economists emphasized that modern society could 
not function without administered prices. Dr. Nourse stated: 


14 P, 130. 

18 Thid. 

P11. 

11 Administered Prices, hearings before the Senate Subcommittee on Antitrust and Monopoly, pt. 3, 
p. 1061; pt. 4, pp. 1419, 1527. 
18 Administered Prices, hearings before the Senate Subcommittee on Antitrust and Monopoly, pt. 1, p. 119. 
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It is my considered opinion that the economic institu- 
tions and business practices described as ‘‘administered 
pricing’ grow naturally and properly out of the conditions 
of modern industrialism and that they may be so used as to 
promote both economic growth and business stability vigor- 
ously and consistently.” 


Professor Galbraith stated: 


The analysis of the effect of this ability to administer the 
prices of an industry has been greatly handicapped by the 
conviction that it is somehow improper. Actually, such 
administration is not only possible but also inevitable when 
an industry is in the hands of a relatively small number of 
firms. 

And it is equally inevitable that a great many industries 
will be conducted by a comparatively small number of large 
firms. That is the nature of capitalism wherever it is found. 
A large amount of price administration by private firms is 
thus part of the system. Those who deplore it are wasting 
their breath. The problem is to understand it and to live 
with it.” 


Dr. Means stated: 


Also I want to say that administered prices are here and 
I do not regard administered prices as something that can or 
should be done aw ay with. I regard them as an inevitable 
and indispensable part of our modern economy. * * * 

Administered prices represent a way of doing business 
that leads to greater efficiency and higher standards of living. 
We could not have our big efficient department stores and 
mail-order houses if prices were not administered. Without 
this method of pricing, big efficient industry would find it 
almost impossible to operate. Administered prices are an 
essential part of our modern economy.”! 


The majority’s report infers from the testimony received from the 
economists in the opening phase that they were in agreement that 
administered prices were responsible for inflation. The minority takes 
exception to the following statement from the majority’s report: 


The need for inquiring into the way in which the large 
enterprises in concentrated industries administer their prices 
is perhaps greater now than at any time in history. Evidence 
was presented before the subcommittee by Dr. Gardiner C. 
Means that since about the middle of 1955 a statistical series 
composed of highly inflexible administered prices has been 
rising while one consisting of the flexible market prices has 
been declining. Dr. Means, Dr. Edwin C. Nourse, Dr. J. 
Kenneth Galbraith, and Dr. John R. Moore were in agree- 
ment that most of the recent increases in prices has been due 
to price increases in administered price industries.” 

19 Thid., p. 9. 
a Administered Prices, hearings before the Senate Subcommittee on Antitrust and Monopoly, pt. 1, 


2 Ibid., p. 75. 
2 P. 4, 
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In his opening statement on the first day of the steel hearings, the 
chairman expressed this view even more strongly as follows: 


_* * * Four of the five economists testified that in their 
view the inflationary spiral is due largely to price increases in 
administered-price industries.” 


The above statements ignore the testimony as to the great preva- 
lence of administered prices. It is obvious that most price increases 
must have occurred in administered-price industries, since the econ- 
omists all testified that administered prices prevail and must prevail 
in most industries. 

Furthermore, the majority’s report ignores the testimony by Dr. 
Means, who stated that: 


Wage rates are themselves a form of administered price 
* * * Tf they are pushed up further than productivity can 
increase, the rise in costs is likely to be reflected in higher 
prices. 


It also fails to mention the fact that increasing labor costs necessitate 
price increases. ‘'T'wo of the economists, Dr. Nourse and Dr. Ruggles, 
developed this relationship at some length. Dr. Nourse stated: 


Labor organizations, in a similar way, can put a firm price 
on the services of their members and let number of jobs and 
hours of work adjust to that price level. They may partially 
or completely arrest production for a longer or shorter time 
as a means of securing buyer acceptance of their price 
formula.” 

In a sense, the expression ‘‘administered prices,’ though 
accurate and ‘vividly descriptive, carries a faulty emphasis. 
To speak of ‘‘administered resources” might better point the 
issue as to the effect of concentrated power. It would focus 
attention on the fact that giant corporations are making 
administrative decisions that activate or withhold the use 
of the economy’s capital plant or funds and that massive 
labor unions set ‘‘withholding prices” on large and strategic 
blocks of the Nation’s labor supply. Let us visualize the 
impact of this centralized private administration of resources 
in a large and highly strategic area in our industrial system. 

The United Automobile Workers, with effective control 
of the labor supply in its sector, has already declared an inten- 
tion of demanding next year that the present 5-day wage— 
with a little fringe on top—be paid for 4 days’ work in future. 
In fact, when I checked back to the statement made by the 
Automobile Workers, I found that they went a little further 
than this, saying “we are not going to fight for the shorter 
week with the same take-home pay”’ but for an increase of 
take-home pay, not merely the remote benefit of fringes as 
ordinarily interpreted. 

Is this application of administered pricing of labor com- 
patible with maximum production and purchasing power, or 


ee Prices, hearings before the Senate Subcommittee on Antitrust and Monopoly, pt. 2, 
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with Mr. Reuther’s inspiring philosophy of ‘‘America learn- 
ing to distribute abundance’’? *° 


Professor Ruggles stated: 


Specifically, the administered-price industries were also 
the industries where direct costs were primarily wage costs. 
To the extent that materials entered, they were largely ma- 
terials from the mineral industries, which in turn faced large 
and relatively inflexible wage costs. 

In contrast, the industries that were considered not to have 
administered prices were in general those processing agricul- 
tural materials with a relatively small proportion of labor 
cost, such as food processing and textiles. In brief, I could 
find no support for the conclusion that prices were more in- 
flexible in the administered-price industries. 

Instead, I found that in all industries, prices tended to 
move quite closely with direct costs. In industries using 
agricultural raw materials, the greater fall in the prices of 
these agricultural materials than in wages permitted prices 
to fall more than wages. In industries where this mfluence 
was not present, prices fell roughly in proportion to wages.”” 


Since, by definition, “an ‘administered price’ is a price set by some- 
one, usually a producer or seller, and kept constant for a period of 
time and for a series of transactions,” ** wage costs under a collective- 
bargaining agreement are in this category. The majority’s report 
refers to “this singular phenomenon of increasing prices accompanied 
by falling production and employment.” ” 

The majority continually refer to the economic theory that the 
price of goods should decrease as demand falls. A corollary to this 
theory is that under such circumstances costs, including labor costs, 
will also decrease. During recent years regardless of prevailing 
economic conditions, all new wage agreements provided for wage 
increases. Labor unions at no time evidenced any disposition to 
accept a reduction in wages because of the expected level of economic 
activity. This is truly a new phenomenon in American business. 

The chairman in his opening statement on July 9 endeavored to 
develop the thesis that increases in the price of steel would raise the 
Consumer Price Index. He stated: 


According to the most recent report of the Bureau of Labor 
Statistics, the Consumer Price Index reached a new high in 
May, nearly 20 percent above the 1947-49 average. Con- 
sumer prices have declined only once in the last 15 months, 
and, in May of this year, reached a new high for the ninth 
consecutive month. The American consumer will await 
with interest the reports of the Bureau of Labor Statistics 
for June and July, which will reflect the recent increase in 
the price of steel.” 


36 Administered Prices, hearings before the Senate Subcommittee on Antitrust and Monopoly, pt. 1, 
pp. 11-12. ‘ 
37 Ibid., pp. 138-139. 
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The testimony of Prof. Richard Ruggles of Yale University was 
totally ignored by the majority. He was the only economist who 
directed his statement to the relative importance of the individual 
components constituting the Consumer Price Index. Professor 
Ruggles proved that price increases for services rather than for 
manufactured goods were largely responsible for the increases in the 
Consumer Price Index. He said: 


The picture can be somewhat clarified by looking at the 
behavior of the various components of the Consumer Price 
Index, especially since this is what we are worried about 
from a welfare point of view, as to why it has gone up. 

The situation since the Korean boom has been in very 
marked contrast to what went on before. The Consumer 
Price Index as a whole rose about 7 percent in this period. 

* * * An examination of the individual componeats of 
consumer prices indicates that two elements rose substanti- 
ally more than the others. 

These were public transportation, which rose about 34 
percent, and medical care, which rose over 22 percent. 
Neither of these components can be considered to have pri- 
vately administered prices, at least in the usually accepted 
meaning of the term. 

Fuels rose almost 20 percent, and it is especially interesting 
to note that over half of this increase has taken place in the 
last year, reflecting, of course, the impact of Suez on fuel 
oil prices.’ 

Again, it is difficult to conceive of rent as a price admin- 
istered privately by large companies. The next largest 
increase, 15 percent, was in household operation. The major 
components of this ‘category are dry cleaning, laundry, soap 
and detergents, telephone, and water rates. 

The only one of aca that might be considered to arise in 
an industry with privately administered prices is soap and 
detergents. But the detailed price data for this group show 
that its prices rose only 5 percent from 1951 to 1957. 

* * * These 5 components of consumer prices (public 
transportation, medical care, fuel, rent, and household opera- 
tion) constitute less than 30 percent of consumers’ budget 
prices. In contrast, the goods and services which constitute 
the remaining 70 percent “of consumers’ budgets contributed 
less than 1 percent to the increase in the cost of living since 
1951. 

Examination of those elements of consumer’ prices which 
rose least during the period{from 1951 through 1956 brings out 
some additional points that are relevent to this question. 
One category, house furnishings, showed an absolute drop of 
approximately 6 percent.® 

The house furnishings category includes a great many 
products that can be classed as price-administered—more, 
probably, than any other component of consumer budgets 
except private transportation. 





31 eT Prices, hearings before the Senate Subcommittee on Antitrust and Monopoly, pt. 1, p. 132. 
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Its behavior, again fails to support the contention that 
industrially administered prices have forced up the cost of 
living. One other category, apparel, registered a very slight 
price decline over the period * * *. Food prices also 
remained vertually unchanged.** 

Private transportation rose about 6 percent. Again as 
with household appliances, the behavior of the price of private 
transportation does not bear out the generalization that 
administered prices are responsible for the inflationary spiral. 

If there is any general pattern to be found in these price 
changes, it is that service items in consumer budgets have 
risen whereas commodities have not. Dividing the consumer 
budget into these two groups, the data show that since 1951 
services have risen 21 percent in price, and commodities 
have risen only 2 percent.* 


The testimony by Professor Ruggles places the numerous price 
increases for steel referred to in the majority’s report in proper 
perspective. The subcommittee has received no evidence to refute 
Professor Ruggles’ statements. On the contrary, the record includes 
a statement attributed to the Commissioner of Labor Statistics, 
Ewan Clague, which supports Professor Ruggles: * ; 


In August, 1956, Ewan Clague, United States Commis- 
sioner of Labor Statistics, observed that the 6% percent rise in 
steel prices at that time would have a “‘negligible” effect on 
the Consumer Price Index because the amount of steel in the 
consumer dollar is “tiny’’.®” 


The majority’s report infers that administered prices are perhaps 
illegal prices; yet perhaps as a kind of afterthought, the majority’s 
report itself destroys this premise. It said: 


It is more difficult to define what an administered price is 
than to describe some of the things which it is not. Among 
the things which an administered price very definitely is not 
is a necessarily illegal price. While it is true that the major 
sellers in most administered-price industries probably possess 
some degree of what economists refer to as monopoly power, 
monopoly power in the economic sense is quite different and, 
in most respects, falls short of the concept of monopoly in 
the legal sense.* 


In order to facilitate a critical review of the majority’s attempt to 
analyze the testimony, the minority has summarized the principal 
charges made or inferred in the majority’s report: 

1. The steel industry has made unjustified price increases. 

2. Steel price increases are injurious to the whole economy. 

3. Corporate profits in general and profits in the steel industry in 
particular are exorbitant. 

4. There is no price competition in the steel industry. 

5. Steel prices are insensitive to changes in market conditions. 

6. The efficiency of the low-cost producers is reflected in higher 
profits rather than in lower prices. 

4 Ibid, p. 135. 
4 Ibid: 
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7. Inelasticity of demand for steel has not been proven. 

8. Uniformity of steel prices is maintained through the price leader- 
ship of the largest producer. 

9. There is too much concentration in the steel industry, and such 
concentration is increasing. 

10. Executive compensation in the steel industry is excessive and 
contributes to inflation. 

11. The frequency of identical price bidding on Government 
contracts suggests antitrust implications. 

12. Present pricing practices in the steel industry are a continuation 
of elaborate pricing systems historically used for the purpose of 
eliminating competition. 


III. Minority ANALysis oF Magsority’s CHARGES 


The minority has reviewed the record and the majority’s report 
carefully. The majority’s report largely adopts the unwarranted 
charges of the staff members; its conclusions are not justified; they 
are not based on the facts developed in the hearings and they demon- 
strate a complete Jack of understanding of the practical operation 
of our competitive economy. 

The minority has prepared its analysis of the principal charges 
made or inferred by the majority. The minority believes that these 
charges are erroneous and unfounded. A detailed discussion of each 
of these charges follows: 

POINT I 


After careful analysis of the testimony adduced at the hearings, the 
minority finds that the position in the majority’s report that the 
steel industry has made unjustified price increases is erroneous 
and unfounded 

The majority’s report charges that the July 1 price increase was 
not justified by the cost increase. It first attempts to determine the 
actual cost increase represented by the wage increase under the 
contract between the union and the companies. The majority’s 
analysis is based on an unwarranted assumption stated as follows: 


For the purpose of trying to ascertain how much of the 
price increase has in fact been due to the wage increase 
required under the contract, it should be obvious that the 
starting point for discussion should be 19.4 cents and that 
this figure, itself, appears to be excessive.® 


It then attempts to estimate the changes in other costs. It said: 


It appears that changes in costs of the major products 
purchased by United States Steel for its steelmaking opera- 
tions do not support the company’s statement that “other 
costs” rise at the same time as, and in an amount equal to, 
any increase in employment costs.” 


And, finally, it attempts to relate these costs to the price increase 
announced by the United States Steel Corp. on July 1. It said: 


* * * In short, the evidence presented by United States 
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Steel fails to provide any indication that the margin be- 
tween increased labor costs per ton of steel and the $6 per 
ton price rise since July 1, will be absorbed by increases 
in ‘‘other costs.”’ * 

The minority notes that the testimony received by the subcommittee 
indicated that in no instance was the July 1 steel price increase ade- 
quate in terms of the companies’ cost positions at that time. It can 
find no justification for the majority’s attempt indirectly to impose its 
pricing formulas over large segments of American economy. 

It would do well at this point to analyze and refer briefly to the 
record. The majority report, itself, refers to a statement made by 
a & Laughlin, fourth largest producer in the steel industry, as 

ollows: 


The announced price increase (July 1) is grossly imade- 
quate insofar as covering our total antic ipated | cost increases 
is concerned.” 


The inadequacy of the price increase was reflected by the testimony 
of various steel company officials who testified. Mr. Roger M. 
Blough, chairman of the board, United States Steel Co., stated : 


In other words, to put it in figures that you can ce 
perhaps a little more clearly, dollarwise a price increase 
which would have been, let us say, entirely justified based 
upon what we have just been through for 17 years, would 
have been in the area of $9 or $10. Now, that is the figure 
to compare with the $6.* 


Mr. A. B. Homer, president, Bethlehem Steel Corp., stated that 
although Bethlehem Steel prices rose on an average of $5.20 per ton, 
the average costs were expected to rise to $8 per ton, thereby forcing 
Bethlehem Steel to absorb the loss of $2.80 per ton or a total of 
$35 million.* 

Mr. George M. Humphrey, chairman of the board, National Steel 
Corp., stated that the total effect by reason of increases in the cost of 
purchased materials and services would be 2.5 to 2.75 times the 
increase in employment cost. 

The chairman, Senator Estes Kefauver, in examining Mr. Humphrey 
at this point came to the conclusion that the increased cost per ton 
as a result of wage increases was $3.15 which he stated he found to be 
in line with United States Steel and with Bethlehem Steel. This 
$3.15 increased cost per ton as a result of wage increases, was lower 
than the approximately $4 per ton increase due to w age costs found 
by the steel companies. 

It should be further noted at this point that the record adequately 
shows that for each dollar of increased employment costs, there is an 
additional dollar increase in material and service costs. 

Mr. Robert C. Tyson, chairman, finance committee, United States 
Steel Corp., said: 


For each dollar that our employment costs increase, our 
total costs increase over $2. Economic arithmetic tells us 






a. P, 45, 
42 P, 12. 
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that the new cost-push inflation can never be terminated 
until inflation in the biggest and most basic cost, employment 
cost, is terminated.*® 


Also, Jules Backman, professor of economics, New York University, 
writes: 

It is evident that over the years, the steel industry has had 
good reason to anticipate that an increase of $1 in employ- 
ment costs would soon be accompanied by at least a similar 
rise in the costs of products and services bought.* 


Summarizing this analysis of the testimony, the minority finds 
that the conclusion is inescapable that the average price increase of 
steel announced on July 1 ranged from $5.20 to $6 per ton. 

Also, using Chairman Kefauver’s $3.15 per ton increase in wage 
costs as a basis, the Tyson-Backman formula would give the steel 
companies total cost increases of $6.30 per ton which would more 
than justify the $5.20 to $6 per. ton price increase. 

If one uses the steel companies’ view of approximately $4 per ton 
increase in wage costs and again{using ,the|Tyson-Backman formula, 
the total cost increase would be approximately $8 per ton and the 
steel price increase was not only justified, but that the steel corpora- 
tions would have to absorb a loss of over $2 per ton of steel. 

If Mr. Humphrey’s formula of relationship of employment costs 
to material and service costs were used, the steel companies’ loss due 
to total increased costs in relation to the price increase would be even 
larger. 

Unless the majority believes that we should abandon our competitive 
philosophy and substitute Government controls, it has no basis for 
judging the ‘‘reasonableness”’ of the prices charged by any industry. 
The utter futility of such a procedure is demonstrated by the state- 
ments in the majority’s report. It attempts to substitute its judg- 
ment of ‘‘reasonableness” arrived at without possessing the intimate 
knowledge and experience of the industry upon which the responsible 
decisions of management are based. 

The steel companies consider their detailed cost data as confidential 
information which they should not be required to divulge to the sub- 
committee. The minority is in complete accord with this position. 
If such data had been available to the subcommittee, the staff would 
have had no knowledge or experience with which to relate it to the 
varying operating problems of the respective steel companies. In 
fact, the costs for any steel producer are affected by levels of operation, 
product mix and many other factors not revealed by a study of statis- 
tical data relating to a limited time period. 

The Subcommittee on Antitrust and Monopoly might have some 
interest in the subject of prices if they could be related to the question 
of competition within an industry. The majority’s report, however, 
seems more concerned with relating the price increase to the direct 
cost increase resulting from the contract between the major steel 
producers and the United Steelworkers of America, The minority 
does not believe that the subcommittee should be concerned with the 
increases granted to other employees concurrent with the increases 

46 Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly, pt. 2, p, 244. 
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granted to members of the steelworkers union, and whether such 
increases were in a “just relationship’? to those provided in that 
agreement. 

The United States Steel Corp.’s witnesses testified that the employ- 
ment cost increase on July 1, 1957, was 21 cents per hour. As pre- 
viously indicated the majority states that the starting point should 
be 19.4 cents and that even this figure in excessive. ‘This statement 
is based on the reasoning that increases to nonunion employees should 
not be taken into account, or, if at all, only on the same cents-per- 
hour basis as union members. The majority’s report said: 


* * * The unions estimated that other employees would 
receive the same cents-per-hour adjustments as union 
members. Instead, nonmembers of the union received in- 
creases which averaged 37 percent more than the increases 
called for under the union contract. This may be excellent 
personnel policy, but there is some question as to the pro- 
priety of charging the cost of such a policy to the union 
agreement.* 


The minority reiterates that this subcommittee should not be con- 
cerned with such a problem. However, it cannot help but point 
out that if such a philosophy were adopted, in time all differentials 
for added skill and reepoaaitlity would be eliminated. In fact, it 
would eliminate the very differentials presently recognized within the 
structure of the union wage agreements, themselves. 

The majority also accepts the union’s estimate of cents-per-hour 
increases under the labor agreement, branding the companies’ esti- 
mates as excessive, although the companies are obviously better able 
to compute their cost increases. And, finally, in order to minimize 
labor-cost increases the majority attempts to invalidate industry 
testimony as to labor hours per ton of steel. It is obvious to the 
minority that the steel companies must take into account their total 
employment-cost increases and that they are in the best position to 
determine what these amount to. 

With respect to changes in other costs the majority, by using very 
selected and unrepresentative items, has attempted to minimize the 
effect thereof. The majority’s report completely ignores the testi- 
mony by responsible officials of the steel companies who had shown 
that over a long period of years other costs have risen at a higher rate 
than direct labor costs. Instead, the staff attempted to estimate cost 
changes by examining short-term price movements for a few selected 
items available to it during the period immediately preceding and 
following the July 1 price increase. The minority again stresses the 
utter futility of making short-term comparisons for a few selected 
items. This is obvious, since the effect on total costs of such items 
varies not only between the different steel companies but within the 
companies themselves at their several locations. It is affected by the 
level of operations, the extent of integration, and the product mix. 

The minority notes the testimony by Mr. Humphrey, chairman of 
the board of National Steel Corp., who clearly showed the impossi- 
bility of developing meaningful cost estimates through the procedure 
adopted by the staff. He said: 
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I cannot tell you, Senator, about the industry. I can 
tell you about our own situation. The effect that a change 
in the price of scrap has is a very complicated computation 
because it would depend very largely upon the amount of 
scrap that you use in making a ton of steel. 

You can vary the amount of the scrap that is used in the 
making of a ton of steel by a very considerable amount, and 
if you are using a large amount of scrap it will be one thing; 
if you are using a small amount of scrap it would be another. 

If scrap goes down and you increase the amount of scrap 
that, in turn, affects the operation of your blast furnaces 
and your coke ovens and ore mines, and you have a lot of 
increased costs or idle expense to bear in the other branches 
of your business, which would suffer in volume if you in- 
creased the scrap. 

So I do not think that any calculation that does not take 
into account the change in practice of the various things 
that are effected is of any account.” 


The minority believes that the only basis by which the public can 
appraise the pricing policies of any industry is to examine the long- 
term results of such a policy. Throughout the postwar period, the 
pricing policies of the steel industry have been subject to continuous 
congressional review. During earlier hearings, the inference. was 
often made that wage increases could have been granted by reducing 
profits and without increasing prices. 

The history and the testimony submitted show that if such a pro- 
cedure had been followed (even allowing steel prices to rise enough 
to cover the additional direct-labor costs incurred) the steel industry 
would have been operating at a loss even during the years when the 
economy as a whole was enjoying its greatest prosperity. The 
minority notes this statement by Dr. Jules Backman from the record: 


Clearly, any claim that wage increases could have been 
paid out of profits without an increase in prices is without 
foundation in fact. 

If, since 1945, steel prices had risen only enough to cover 
the additional direct-labor costs incurred in producing 
finished steel, the steel industry would have experienced a 
loss in excess of $2 billion in 1955. 


In the light of these facts, the minority cannot accept the majority’s 
judgment of reasonableness as a substitute for the responsible deci- 
sions of management. The subcommittee is not accountable to the 
stockholders for losses incurred or to customers who may find steel 
unavailable if its economic theories prove unworkable. Industry 
officials are responsible to their stockholders and customers for the 
decisions they make. Competition has proven itself the most effective 
method to limit price increases to the amount necessary to maintain 
the health of our producing industries. 


49 Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly, pt. 3, p. 810. 
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POINT II 


After careful analysis of the testimony adduced at the hearings, the 
minority finds that the position in the majority’s report that steel 
price increases are injurious to the whole economy is erroneous and 
unfounded 


The majority’s report infers that price increases by the steel 
industry are injurious to the entire economy. It said: 


* * * When in an industry of the size and pivotal im- 
portance of steel the price is set at a level well above what the 
market can support, the injurious effects may be far reaching 
not only for the industry itself, but for the entire economy.” 


The minority has found no evidence that price increases by the 
steel industry have been injurious to the entire economy as implied 
by the majority. Steel is, of course, a vital material, and its produc- 
tion in great quantity is essential for our well-being. However, in 
terms of the total national economy, it represents a very small part 
of the country’s productive activity. An exhibit contained in the 
hearings prepared by Dr. Jules Backman entitled ‘Steel Prices, 
Profits, Productivity, and Wages’’ develops some of the relationships 
necessary to place the steel industry in proper perspective in relation 
to the country’s total economi ceffort. Dr. Backman’s study included 
these pertinent observations: 


There is good reason for the fact that steel prices do not 
determine the general level of prices. Although the steel in- 
dustry is a giant industry, it accounts for only a small propor- 
tion of the national economy. 

* * * Total. cor pe? sales in 1955 were $568.9 billion— 
steel sales were only 2.5 percent of this total. 

Total gross national product in 1955 was $390.9 billion— 
steel sales were equal to 3.6 percent of this total. 

Total gross national product less services bought by con- 
sumers aggregated $298.8 billion in 1955—of this total, steel 
sales accounted for 4.7 percent. 

* * * Tt is because steel accounts for a relatively small 
part of the final product prices for many important products 
that changes in steel prices can have only a minor effect 
upon the general price level. The steel industry i is a giant 
industry. But it is only one of many giant industries in a 
giant economy. The use of absolute dollar totals running 
into billions of dollars naturally creates an illusion of impact 
which far exceeds the actuality. It is only when the $14 
billion steel industry is measured against the $400 billion 
economy that a proper picture is obtained of its relative 
significance.°? 


The majority imply that the July 1 price increase adversely affected 
the budget of every American family. It ignores testimony directed 
to this point from Mr. Blough, chairman of the United States Steel 
Corp., who said: 


51 P, 53. 
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In fact, the recent steel price increase would affect that 
budget (the average family’s) by about four one-hundredths 
of 1 percent. That is rpeidiealas less than 1 cent a day for 
a $5,000-a-year budget—or not even enough to buy 1 
cigarette.** 


The minority believe that in terms of the national interest the steel 
industry would seriously injure the economy if it failed to provide 
sufficient capacity to assure both an adequate mobilization base and 
the needs for our growing civilian economy. Steel shortages which 
result from inadequate capacity to meet peak demands impose burdens 
on consuming industries. When steel users must resort to the pur- 
chase of semifinished steel from one mill to be finished by another 
company, the cost of such a procedure vastly exceeds the price 
increases with which this subcommittee was concerned. 

A statement submitted to the subcommittee by the Jones & 
Laughlin Steel Corp. was directed to this point: 


The most expensive steel our customers buy is the steel we 
cannot supply them in the quantity and quality they need 
when they need it. Even during the first half of 1957 we 
have seen some customers resort to buying semifinished steel 
from one mill and having it fabricated in a second mill—all 
this at a total cost far in excess of market prices for the fin- 
ished product. 


This subcommittee would perform a great disservice to the United 
States if, through its harassment of the steel industry, it fostered 
pricing policies which would discourage necessary future growth of 
capacity to provide steel for America’s expanding dynamic economy. 


POINT III 


After careful analysis of the testimony adduced at the hearings, the minor- 
ity finds that the position in the majority’s report that corporate 
profits in general and profits in the steel industry in particular are 
exorbitant is erroneous and unfounded 


The majority implies that profits are exorbitant. The minority 
draws this inference from the following passage in the majority’s 
report: 


Indeed the former Secretary of the Treasury made a strong 
plea for corporate profits in the name of national defense, the 
farm program, social security, ‘‘and all of the other programs 
that you have adopted for the benefit of the American 
people.” Otherwise, as he put it, “You won’t have the 
money with which to pay the bills of this country.” 

In reply, Senator Kefauver drew a distinction between 
reasonable profits and exorbitant profits. One is necessary 
for the health of the economy. The other is a positive threat 
when it occurs at a time when prices are increased in the face 
of declining production, and a serious threat of unem- 
ployment.” 


8 Tbid., pt. 2, p. 205. 
4 P. 133, 


& P, 89, 
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This statement implies that the profits of all American business 
and of the steel industry in particular are ‘‘exorbitant”’ as contrasted 
with “reasonable” profits which are necessary for the health of the 
economy. 

The minority notes that in a competitive economy the profits of 
any firm must reflect risk and cannot be related to criteria of ‘“‘reason- 
ableness’’ which are applicable only in regulated industries. Cer- 
tainly, any company which takes the risks of competition in industry 
ought to earn a much higher rate of return than the usual 6 

ercent for regulated utilities, despite the statement in the record by 
Mr. Otis Brubaker, research director, United Steelworkers of America, 
to the effect that: 


It has long been accepted in accounting and financial 
circles that an average 6 percent net profit rate of return on 
net worth (stockholder equity investment) represents a fair 
and reasonable rate of return.” 


While there are many criteria which might be considered in deter- 
mining the reasonableness of profits, the minority is also concerned 
about the adequacy of profits in relation to the demand upon the 
American economy at this critical period in world history. 

Reports by numerous congressional committees show that in recent 
years the Soviet economy has been expanding at a rate over twice 
that of the American economy. ‘The fact is also uncontested that the 
reinvested profits of American corporations, along with depreciation 
charges, constitute the largest source of capital to maintain and expand 
the productive facilities of our country. And it should be noted that 
even in years in which the economy has been operating at levels con- 
siderably above the present level, this source of capital has been 
insufficient to finance a necessary rate of expansion in the American 
economy to enable our industry to maintain and exceed the rate of 
economic expansion in the Soviet Union. 

The minority has prepared a table, table I, which summarizes the 
facts with respect to the level of profits in American industry and 
in the steel industry by presenting data which show these salient 
relationships for the period 1950-56 in better perspective. 


TABLE I.—Salient economic relationships, 1950-56 


Net profits after taxes 


National Percent national income 
income ! All corpora- Iron and 
(billions) tions 2 steel | 
(billions) industry * | All corpora- Iron and 
(billions) tions steel 
industry 


$22.1 $0. . 0. 
18.7 7 ° 
16.1 
16.7 
16.0 
21.0 
21. 0- 





1 Survey of Current Business, July 1957, table 1, p. 9, line 1. 
2 Ibid, line 19. 
# AISI Annual Statistical Report, 1956, pp. 12-13. 


# Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly, pt. 2, p. 529. 
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Further perspective is provided by examining the segments of 
national income. Since 1950, the national income has increased by 
$118.5 billion—from $240 billion in 1950 to $358.5 billion in 1957. 
The compensation of employees increased by 65 percent or $100 
billion from $154.3 billion in 1950 to $254.3 billion in 1957. It now 
constitutes approximately 71 percent of the national income—a 
record high. On the other hand corporate profits after taxes in 1950 
totaled $22 billion and in 1957 they were estimated at $21 billion. 
Their share of the national income declined from 9 percent to approxi- 
mately 6 percent. Hence, this important source for the growth of our 
productive facilities has declined by over one-third during these years 
of great prosperity in relation to the other elements of national income. 

The minority believes that there can be no question which is the 
dominant force in inflation. It cannot be the net profits after taxes 
which declined by over $1 billion rather than the increase in wages 
and salaries of $100 billion. 

Since the minority believes that competition should determine the 
level of profits, it makes no pretense at stating the percentage of the 
national income which should be devoted to capital formation. The 
fact thatc orporate profits have declined from 9 percent of the national 
income in 1950 to less than 6 percent in 1957 makes it impossible for 
the minority to accept the majority’s premise that such profits are 
exorbitant. The mere fact that the total profits after taxes of all 
American corporations in 1957 are less than they were in 1950 is a 
cuase for great concern. 

The national income statistics attest to the fact that the fruits of 
our economy’s increased productivity have gone largely toward in- 
creasing the compensation of employees rather than as rewards to 
those who contributed the capital to furnish employees with produc- 
tive facilities. It also suggests that productivity will have to increase 
greatly and more of the fruits will have to go to the investor if the 
sources of funds for the maintenance and expansion of these facilities 
are not to disappear entirely. 

The minority notes that not only were total profits of American 
corporations after taxes less in 1957 than they were in 1950, but in 
addition the value of the dollar has declined about 15 percent in the 
interim. Furthermore, the profits of American corporations, due to 
the inadequacy of depreciation allowed by the income-tax laws, con- 
tain a substantial percentage which has to be used mrely to replace 
facilities used up in production. This will be illustrated below from 
a statement in the record with reference to the United States Steel 
Corp. Thus, if adequate sums were deducted to replace such facilities 
before determining net income, the reported $21 billion of income for 
all corporations would be substantially less. 

The charge of the majority that corporate profits are exorbitant 
and not reasonable appears to be directed particularly at the steel 
industry. In this connection the minority notes that the profits of 
the steel industry constituted three-tenths of 1 percent of the national 
income in 1950, and they were also three-tenths of 1 percent of the 
national income in 1956. These profits have not increased faster than 
the national income. Certainly, their relative insignificance in rela- 
tion to the total national income does not suggest that they have been 
harmful to the Nation. 
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In considering these profits of the steel industry, the question of 
depreciation is of utmost importance. The subcommittee received 
testimony which revealed the completely different accounting con- 
cepts which are used to record depreciation or capital consumption 
for income-tax purposes and those required to measure capital con- 
sumption accurately. The rninority notes this significant statement 
by Mr. Robert C. Tyson, chairman of the finance committee, the 
United States Steel Corp.: 


I start with the indisputable fact that, because of inflation, 
to construct or purchase new plant or equipment today costs 
a vastly greater number of dollars than the plant or equip- 
ment being replaced cost 20 or more years ago. Yet the 
depreciation on these old plants is required for tax purposes 
to be based on the relatively small number of dollars paid 
for them long ago. As a result the depreciation currently 
allowed is quite insufficient to equal what has to be paid out 
when the old facilities are modernized or replaced. 

In the case of United States Steel and for many other 
companies, the addition to regular depreciation on old 
facilities of 5-year amortization on that portion of new 
facilities certified as necessary for the national defense has 
approximated, temporarily, a truer total of wear and ex- 
haustion on all facilities based on current dollars. The 
inclusion of 5-year amortization in United States Steel’s 
costs has not resulted, as some of our critics have misleadingly 
contended in the past, in an overstatement of wear and 
exhaustion, realistically considered. It has served instead 
to prevent a more serious understatement of depreciation 
cost. 

Few people realize the extent of the deficiency in deprecia- 
tion. United States Steel has calculated the number of dol- 
lars of wear and exhaustion that would have been needed in 
each year since 1939 to equal in each year’s dollars the portion 
of the buying power originally expended which was used up 
in the year’s production. 

In every year since 1939, the wear and exhaustion re- 
corded—including amounts not allowed for tax purposes— 
failed to equal that needed for recovery of buying power. 
The 17-year aggregate deficiency was $904 million. The 
Federal income tax paid, as a result of treating this deficiency 
and the accelerated depreciation as income for tax purposes, 
aggregated $608 million, or 22 percent of the taxes paid. 

The $608 million for United States Steel and analogous 
amounts for all other companies, big and little, may be re- 
garded as the hidden taxation of capital as it turns over 
through depreciation or, alternatively, as a hidden increase 
in the tax rate on true income.” 


It is obvious that the profits of all steel companies are affected by 
the same considerations which Mr. Tyson describes with respect to 
the United States Steel Corp. It is commonly known that the steel 
industry is an industry that requires very substantial capital invest- 
ment in long-life plant and equipment. This would suggest that the 


87 Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly, pt. 2, p. 246. 
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net income of steel companies to an even greater extent than in corpo- 
rations generally must be employed to replace facilities worn out in 
the course of ceed And such income is not available either for 


dividends or for growth. 

The majority has discussed profits in the steel industry in terms of 
the reported earnings of individual companies which appear to involve 
large sums of money. These figures are placed in a more appropriate 
setting by comparing them to the profits obtained by other competitive 
industries. The testimony contains a statement by Mr. Tyson in 
which he says: 


Thus the First National City Bank of New York has com- 
piled from published reports the percent return on net assets 
for 41 manufacturing industries in 1956 * * *. The 
average rate for all industries was 13.9 percent * * *. 
There were 16 industries having as high or higher rates, 
ranging up to 22.4 percent, and 24 industries with lesser 
rates, ranging down to 6.3 percent. The evidence is that 
the steel industry earnings by this measurement are just 
about average, even without taking into consideration the 
qualifications I have mentioned with respect to the use of 
this kind of comparison. With those in mind it is obvious 
that the steel industry earnings are subaverage.® 


Finally the majority extends its implications with respect to the 
exorbitant nature of profits to those of the United States Steel Corp. 
In this connection the minority wishes to draw attention to the 
earnings of the United States Steel Corp. as compared with those of 
the 500 largest industrial companies of the country. This com- 
parison is made in a tabulation prepared by Fortune magazine which 
was introduced into the record.” This tabulation shows that in 
1956 the net profits of the United States Steel Corp. ranked No. 5 
in terms of total dollars. However, they ranked 123d in profits 
expressed as a percent of sales and 243d in profits stated as a percent 
of return on invested capital. 

The minority has prepared a tabulation, table II, showing the 
pre for the year, 1956, for the principal steel companies as developed 

y Fortune magazine.” 


TasB_e II.—Major steel corporations ranked by profits in 1956 





Profit as percent of— 
Net profits 





Company in dollars 
(rank) Sales Invested 
(rank) capital 
(rank) 

United States Steel. .........--- 5 123 243 
Bethlehem Steel 11 168 262 
Republic Steel_------- sae ane eid Vel coda 20 157 210 
ME bie donnie dp bn weak 28 108 151 
Jones & Laugblin_- ey re ee ee ee 50 199 343 
SP tte. 88 Soe. Boe eee ce 40 155 185 
Youngstown Oe a Nhe a eee 4 Ab ce ccd a Scene tn simp 53 186 310 
PUREE WE icabhnnctwapicundaedanteucetnae kdiph abit bhuakuakaiet nc 41 132 250 


58 Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly, pt. 2, p. 248. 
8 Thid. pt. 3, p. 900. 
% Tbid., pp. 900-903. 
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This tabulation shows that the 8 major steel producers are about in 
the top 10 percent of the Nation’s industrial companies when ranked 
in terms of their net dollar profits. However, when ranked in terms 
of their profits as a percent of sales or in terms of the return on invested 
capital, none of them fall within the top 10 percent. They rank from 
20 percent to 60 percent from the top. 

The minority has reproduced table V of the majority’s report as 
column A of its table III. It compares the net income after taxes 
per ton of steel shipped by the United States Steel Corp. year by 
year for the period 1920 through the first 9 months of 1957." 

The minority believes that in an inflationary period it is more 
meaningful to compare net income after taxes as a percentage of the 
sales dollar, as is shown in column B in the minority’s table III. 
These added data show that the income expressed as a percentage 
of sales during the first 9 months of 1957 was 9.7 percent, as compared 


with 9.5 percent in 1940 and 9 percent in 1955. 


TABLE III.—United States Steel Corp.—Net income per ton of steel shipped versus 
percent income of sales, 1920-57 (9 months) 


| | 
Per ton of Income per- || | Per ton of |Income per- 
Year steel cent of | Year steel cent of 


shipped ! sales 2 shipped ! sales 2 


(col. A) (col. B) (col. A) (col B) 








___ ea ee $7. 06 8.5 ers ian 7 TP 6.73 9.2 
a 4.18 5.0 BE kth. thd Se ehh Chips id 1.05— 1.3— 
Re > ee eee 3. 02 4.9 PU so Sank pa taenphiceece 3. 51 4.9 
OB cee eed 7d 6. 85 9.9 1940__ 6. 81 9.5 
Og CR et te ck y goo 6.70 9.2 piste 5. 69 72 
Reso tiie DS 6. 14 8.9 Rat e cottas cb LS 6. 28 6.0 
I ng. 7.40 10.8 SOO oe ede 6. 27 5.2 
NN 8 is peek cen ah ak 6.14 9.2 ee oe Seer ee 9.11 i. 
7 WO ee 7.41 11.4 Meeoteess te creed. oe Ze 9. 52 7.3 
a 11.75 18.0 NR re Sate eae oe 7.48 5.2 
BO, hd nme ddd ann 8.16 RS GG 52 5... o2554 sa dedduck 6. 80 4.6 
SS ee 1.55 Po | a ar a eee 8.85 5.8 
eed oe ee ah 16. 47— Renee FR cs eee ed 9.15 6.0 
MUR cates oct. .335- 6. 5.74— ye ee Ta Ev a 14. 51 9.0 
|_| Nae TREE Ar ee 3. 34— Ere [ee eng ears 14. 56 8.2 
PRET ORR ESE RG aeee .14 -2 1957 (9 months) .._---- 18. 00 9.7 
BB cecctcks aoe te 4.24 6.4 





1p. 38. 
2 Administered prices, hearings before the Subcommittee on Antitrust and Monopoly, pt. 2, p. 253. 


Aside from the fact that the current profit rate of the United States 
Steel Corp. is about the same as in 1940, several things should be 
said about the rise in the per-ton profits. In the first place the value 
of the dollar has decreased, as evidenced by the fact wholesale prices 
have gone up 130 percent since 1940, and the Comsumer Price Index 
has doubled. In the second place the steel sold in 1956, according to 
the testimony, was very different from that sold in 1940. Quality 
has continually improved and the current product mix is different. 


POINT IV 


After careful analysis of the testimony adduced at the hearings the 
minority finds that the position in the majority’s report that there 1s 
no price competition in the steel industry is erroneous and unfounded 

The majority’s report contains numerous references to the identity 
of steel prices, and this is used to infer a lack of price competition in 
the steel industry. Among these references are the following: 


a Pp, 38. 
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* * * The influence of market forces is rarely noticeable 
in the behavior of steel prices. 

* * * Tt is inconceivable that such price behavior could 
be observed in an industry characterized by any marked 
degree of price competition among sellers.® 


During the hearings the subcommittee received extensive testimony 
related to competition in the steel industry. Much of it was devoted 
to the question of price competition and the identity of competitors’ 
prices. Witnesses from the steel industry related to the subcom- 
mittee the practical economic facts of life known by every business- 
man. Nevertheless, the majority’s report makes an unending 
struggle to measure these facts of business life against “competitive 
norms,”’ ‘‘economic models,”’ and ‘‘competitive theory’’—except when 
such techniques do not support the arguments developed by the staff. 
The conclusions inherent in the majority’s report clearly demonstrate 
its preconceived objectives, and its obvious inability to disassociate 
economic fantasy from business reality. 

The record is replete with testimony regarding the manner in which 
steel producers must compete for available business. It shows that 
except in times of utmost shortage of steel supply, the buyer alone 
determines from whom he will purchase after taking into consideration 
several factors including that of competitive price. In his testimony, 


Mr. Roger M. Blough, chairman of the board of the United States 
Steel Corp., stated: 


So let no one suppose that the customers of any steel 
company are unresourceful in protecting their own interests. 
They will buy their needs from the company best able to com- 
pete for their patronage in terms of price, quality, service, 
dependability, and availability. And in the end they alone 
will decide—as the American customer always does—which 
companies shall grow, which shall wither, and which shall 
survive, and which shall die. Theirs is the power to regulate 
and to control. 


The minority subscribes completely to this statement as descriptive 
of the American free-enterprise system. It is a system under which, 
every day, individual enterprises outpace their competitors in growth 
as buyers succumb to more effective salesmanship on the part of 
different sellers. 


The majority’s report endeavors to support its preconceived con- 
clusion of tele of price competition in the steel industry by reference 
to the ‘‘absence of price differences” © between competing producers. 
It steadfastly refuses to accept the testimony of industry witnesses 
to the effect that the nature of the steel market is such that competi- 
tion results in a substantial identity of price offers to each purchaser 
by the steel producers seeking his order. 

The majority’s report concedes that, in economic theory, price 
identity is the expected result of competition. It stated: 


On the other hand, where prices are made in the free and 
open market, price identity at any single moment is to be 


Pp, 26. 
8 P, 26. 
i Prices, hearings before the Subcommittee on Antitrust and Monopoly, pt. 2, p. 209, 
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expected as typical of a competitive situation. Under ordi- 
nary circumstances producers must meet the lower prices of 
their competitors or go out of business. 


This theory, however, does not conform to the preconceived idea 
developed by the staff that prices should never be identical in the steel 
industry. The majority’s report attempts to meet this inconsistency 
by shifting from a comparison of the results expected in economic 
theory with actual market phenomena to an attack upon the method 
of price determination. The majority’s report continued: 


* * * The difference is that, in the first case (steel indus- 
try) price uniformity is achieved outside of the operation of 
the market; prices thus made are, in the ordinary understand- 
ing of the term, administered prices. 


In a nutshell, the majority is saying that under competition, price 
identity is to be expected—but if prices are administered, they all 
should be different. They are not all different * * * ergo * * * 
there is no competition. This line of reasoning follows Dr. Blair’s 
pattern as set forth by Prof. J. D. Glover in his book, The Attack on 
Big Business, referred to on page 9. 

To the knowledge of the minority, there is no economic theory, 
certainly none developed in the record, which supports the argument 
that as competition varies from the theoretical model it should result 
in more and more differences in prices. 

The majority appears to think that every producer’s prices are 
necessarily related to its own costs. 

The minority believes, on the contrary, that the essence of competi- 
tion lies in the fact that the costs do not determine the price auto- 
matically. If each producer could establish its price by adding a 
markup to its costs, that would be certainly a noncompetitive situa- 
tion. The fact that the prices are similar for a similar product when 
the costs are not the same impresses the minority as the best possible 
evidence of competition. 

The testimony before the subcommittee supports this. Mr. Blough 
stated: 


* * * My concept is that a price that matches another 
price is a competitive price. If you don’t choose to accept 
that concept, then, of course, you don’t accept it. In the 
steel industry, we know it is so.® 


At another point, Mr. Blough stated: 


* * * but again I want to point out to you that that price 
is competitive when we are able to give the customer a choice 
between two sources of supply at the same price. 


Mr. Richard F. Sentner, executive vice president in charge of sales 
of the United States Steel Corp., further amplified this view in his 
statement. He said: 


To the steel buyer, the price of steel is actually the cost 

of steel at his plant. Ordinarily, he simply will not pay more 

to one supplier than to another. To obtain his business on a 
% P. 100. 
8T P. 100. 


6 Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly, pt. 2, p. 312. 
® Ibid, pt. 2, pp. 313-314. 
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continuing basis, we must be prepared to meet a lower 
delivered price if offered by another steel producer. 

Such factors as changes in transportation costs and revi- 
sions of competitors’ mill prices exert a constant influence on 
the competitiveness of our prices. These changes require 
continuous reappraisal of our prices. 

There are some who hold that similarity between prices 
of competing steel producers is evidence of a lack of competi- 
tion. Nothing could be further from the truth. Actually, 
similarity is real evidence of the high degree of competition 
existing among sellers. We pride ourselves on the quality 
of the products which we produce, on our dependability as 
a source of supply, and on the technical service which we offer 
to a customer. All of these factors are important to our 
customers. Nonetheless, we know from practical experience 
that when we are not competitive in price, we are not fully 
competitive.” 

Mr. Humphrey, chairman of the board of the National Steel Corp., 
when asked by Senator O’Mahoney what he meant by keeping com- 
petitive with respect to prices, replied: 


That would be quote prices that are as near the prices of 
our competitors as we can learn and determine and work 
out so that we will get at least as much as they do, and we 
ought to be ashamed of ourselves if we do not, and so that 
we will not price ourselves over them and thereby not get 
any business.”! 


A further development of this point is obtained from an examination 
of a colloquy between the chairman and Mr. Homer, president of the 
Bethlehem Steel Corp., as follows: 


Senator Kmrauver. If you lose business when you go 
above the competitive level, why do you not think you 
would gain business if you went below the competitive level? 
_ Mr. Homer. Well, our competitors, if we went below, as 
I explained this morning, follow us down; so that we would 
still be at the same competitive level but at a lower basis as 
far as profits went. 

* * * * * 


Senator Kmrauver. You say if you reduced your price, 
they would follow you down. You have never done so. 
How can you say that with authority? 

Mr. Homsr. Well, we have had instances where we have 
had our competitive prices you might say met by our com- 
petitor, certainly. There is not any doubt, and I have no 
doubt that they would follow us down. They would be 
foolish if they did not. Those are pretty much the facts of 
life, Senator. 

Senator Knrauver. I understood from 

Mr. Homer. If we had a similar situation where they 
would go down, we would have to follow them down, also.” 





: idevnens Prices, hearings before the Subcommittee on Antitrust and Monopoly, pt. 2, p. 354. 
1 Tbid., pt. 3, p. 812. 
72 Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly, pt. 2, pp. 643-644. 
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Mr. Humphrey expressed his reaction toward price reductions 
initiated by a competitor. His statement supported Mr. Homer’s 
concept of price competition in steel. Mr. Humphrey stated: 


Somebody makes a price and then you decide whether, in 
your opinion, that is going to be the low price or not; and 
if it continues to be the low price, then that is it. If some- 
body makes a lower price, you are immediately confronted 
with the problem of will you meet the lower price or will you 
let that man, depending upon his volume, fill up and get out 
of the way and then come in. You can take your choice. 
But if you propose to participate in the market, if you propose 
to move your goods to your customers and keep your cus- 
tomers competitive, you either have to meet the low price 
or let the other fellow take the business. 

Senator Kerauver. Mr. Humphrey, you refer to United 
States Steel’s price in this instance, as the low price. But 
with some few exceptions on premium products, it is not only 
the low price, is the high price also which you are meeting, 
the only price. 

Mr. Humpsrey. It is the price at the time and some- 
body else may make a lower price tomorrow, and if they 
do make a lower price tomorrow, then they present the 
problem for us to decide if we will meet their price. It can 
be anybody. It does not need to be United States Steel. 
It can be anybody with a substantial production. It can 
be anybody with a little production. And it presents a 
problem to us to decide what we will then do.” 


Interestingly enough, the majority’s report fails to explain the 
paradox of how every producer’s price could be lower than every 
other producer’s price. At what point the momentum of such price 
cutting activity would stop, and achieve the obscure purpose pursued 
in the report without financial ruin to the several competitors in- 


theory during his testimony in the following colloquy: 


Mr. Homer. Well, Senator, let us assume that we did 
reduce our price. Then what happens to our competition? 
They reduce their price to where we are. 

Senator Keravuver. Would that not be all right? 

Mr. Homer. Then we are still ahead of them. So you 
are right where you are now. 

Senator Kerauvrer. Maybe they would not, but anyway, 
you would still be making a good profit, you would still be 
paying good salaries, and the public would be getting a little 

reak. 

Mr. Homer. Well, you speak of the public as being the 
customer, I guess. I do not know, but the stockholder is 
also a part of the public. The ability to serve the country 
as a whole is another function—our national defense, our 
Government, and so forth—and you have got to be able, 
Senator, to make a reasonable profit if you are going to 


| 
: 
volved is not stated. 
Mr. Homer pointed out the dangers inherent in such an economic 
% Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly, pt. 3, p. 869, 
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serve your stockholders and the people who put money 
into your business and expect a reasonable return. 

And if you keep going at the process you are suggesting, 
of cutting down and cutting down, pretty soon no one gets 
anything out of it, and we are not able to maintain our 
plants, even though we may be efficient; we have no money 
left to do the job that we have got to do, as I outlined in my 
statement yesterday. 

And somewhere there has to be a level, which we think 
is today too low. We ought to be higher than we are now in 
our earnings to be really competitive in the money market 
and to be really doing the job for expansion in the future 
that we see ahead we have got to do. That is our great 
problem.” 


The strange economic theory propounded in the majority’s report 
would seem to require that differences in competitors’ prices exist in 
every instance, not because it would be of any particular advantage 
to the buyer, but simply to evidence that such differences do exist, and 
therefore, support their economic theory. The majority’s report does 
not suggest the degree of difference that might be appropriate between 
competitors’ prices. It does not state the degree of difference between 
two prices which would prevent the purchaser from making a free 
choice between suppliers and force him for economic reasons to accept 
the lowest dollar offer—entirely irrespective of his desire to do business 
with another supplier or of other important factors such as quality, 
service, availability, etc. The majority’s report holds that there must 
be price difference for the sake of price difference. The minority 
cannot subscribe to such a theory. 


POINT V 


After careful analysis of the testemony adduced at the hearings, the 
minority finds that the position in the majority’s report that steel 
prices are insensitive to changes in market conditions is erroneous 
and unfounded 

The majority’s report infers that steel prices are established without 
any reference to economic activity or to market conditions. This is 
illustrated by the following excerpts from the majority’s report: 


Of even greater importance is the insensitivity of the indus- 
try’s prices to changes in market conditions.” 

The critical question is whether, when demand falls off 
price is maintained through a decrease in production. 
Where this occurs, the price is not only administered in the 
sense that it is ‘‘set’’ and “‘maintained” but in addition it is 
clearly insensitive to the market.” 

The steel industry has not permitted variations in the 
demand for steel products to interfere with its steady progress 
up the price stairway. The influence of market forces is 
rarely noticeable in the behavior of steel prices.” 


e Boremietenee Prices, hearings before the Subcommittee on Antitrust and Monopoly, pt. 2, p. 633. 
% P. 6, 
7 P, 26. 
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To evaluate properly the charge’ that’steel prices are insensitive 
to changes in market conditions, it is necessary first to note that the 
staff, in preparing the majority’s report, has chosen to overlook, or to 
dismiss as insignificant, the important difference in the conditions 
imposed by short-term fluctuations in steel demand and the long-term 
trend in steel requirements Economic theorizing in terms of short- 
range market fluctuations ignores the practicalities of making and 
selling steel. 

The record of these hearings contains many references to the fact 
that planning the steel facilities needed to support the future growth 
of our economy must be done 5, 10, or 15 years ahead If the industry 
is correct in seeing a long-term upward trend in steel demand, it must 
make long-range plans on this basis. It cannot be diverted from its 
long-term purpose by the normal fluctuations of the short-term market. 
It must keep its customers throughout the business cycle and it must 
continuously strive to expand the future demand for steel. 

Similarly, steel consumers are faced with the problems of expansion 
in their own industries. If they could anticipate nothing but what- 
the-traffic-will-bear steel prices, their long-range expansion plans 
would be disrupted if not restricted. They would be faced on the 
one hand with exorbitantly high steel prices when they were operating 
at a high level, and, with reduced demand for their own products when 
steel prices were at lower levels. Under such conditions, planning for 
the future would be difficult indeed. 

Testimony before the subcommittee has also established the fact 
that wages are a significant part of steel industry costs. If steel prices 
are to be reduced with each short-term change in demand, then it 
would seem to follow that the wage scale, too, should move in the 
same direction in order to preserve profits needed for growth. This 
is a state of affairs, however, which the staff has chosen not to con- 
template. 

The witnesses from steel companies endeavored to put the element 
of steel supply and demand in its proper perspective. They distin- 
guished between the influence of long- and short-term changes in 
demand. This distinction was made very clearly in the following 
statement by Mr. Richard F. Sentner, executive vice president—sales, 
the United States Steel Corp.: 


To be competitive, we must stand ready to provide a con- 
tinuing supply of steel products to each of our customers. 
The basis of the sales planning necessary to accomplish this 
lies in the study of markets. Markets are the collective 
desires and needs of thousands of buyers of steel mill prod- 
ucts in all parts of the country, in businesses both large and 
small. We understand steel markets by knowing all we 
can about the individual needs of steel buyers, consumer by 
consumer, in substantial product detail. Only with this de- 
tailed market knowledge can we know what the customer will 
want to buy and how we can best supply his needs. 

The total steel market requires thousands of steel prod- 
ucts of particular specifications. Each customer order speci- 
fies a particular product by the grade, chemistry, and size 
required for a particular end use. The steel mill product is 
produced only after the customer’s order is on hand. Thus, 
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the steel to satisfy markets cannot be made in advance and 
placed on the shelf for future sales. 

As a practical matter, we cannot consider the steel market 
in terms of an isolated moment in time. We must examine 
markets both in the near-term future and over longer periods 
of time. We cannot plan our solicitation effort, our sales 
force, our supply of raw materials, our facilities, or our 
pricing on the basis of what we think the market might be 
next week or 3 months from now. The steel market is an 
enduring opportunity. The market must be served today, 
tomorrow, and far into the future, and, assuredly, we must 
conduct our business in such a way that our customers today 
will still be our customers tomorrow. We are, of course, 
sensitive to the fact that the total steel market moves 
upward or downward with changing conditions; but we 
cannot base our commercial planning on sporadic week-to- 
week or month-to-month fluctuations.” 


To illustrate his concept of a widely fluctuating market price as a 
necessary condition to competition, Dr. Blair introduced a set of charts 
contrasting the prices of scrap, which he termed a free market price, 
with the relative inflexibility in the price of pig iron, which he termed 
an administered price.” The inference drawn was that if pig iron 
prices—and steel prices—were free market prices, they would fluctuate 
like the price of scrap. These charts indicated that during the last 
6 months of 1956 the price of scrap increased about 39 percent, sub- 
sequently falling in nearly the same degree in the first part of 1957. 
The testimony also shows that if the price of steel had behaved sim- 
ilarly it would have gone up something like $52 a ton. ‘The minority 
doubts whether this would have been good for the economy of the 
country. 

The majority indicates it is unable to comprehend how a competitive 
industry could achieve increasingly higher levels of price in the face of 
a declining market. The majority’s report said: 


* * * The number of occasions on which prices were in- 
creased while every major firm in the industry was operating 
well below its full capacity is especially significant. It is 
inconceivable that such price behavior could be observed in 
an industry characterized by any marked degree of price 
competition among sellers.™ 


Perhaps if the majority’s report had more closely paralleled the 
testimony included in the record, it would not have been confronted 
with this confusion. The problems of increasingly mounting costs 
faced by industry, and in this instance by the steel industry, cannot 
be denied. Time and again, steel-industry witnesses showed that 
prices have consistently been inadequate over the past several years 
in terms of high costs, inadequate depreciation allowances, and the 
general inflationary problems with which they are all confronted. 
Such a combination of factors obviously would cause individual com- 
petitors to seek higher prices whenever possible in a competitive 
market. The upward pressure on price, therefore, is concurrent with 
an upward pressure of costs. 

#8 Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly, pt. 2, p. 353. 
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The testimony refutes the theory that reductions of price in every 
short-term falling off of demand would result in additional business 
for an individual producer by demonstrating that this reduction would 
immediately be met by other competitors and price competition would 
continue as before the reduction except at a lower profit level. 

In this connection, the majority’s report makes reference to a ques- 
tion addressed to Mr. A. B. Homer, president of the Bethlehem Steel 
Corp. by the chairman. The chairman stated: 


You said yesterday that 85- to 90-percent-capacity opera- 
tion was desirable, and here in 1954 you were down to 67 
percent. JI wonder why you did not lower your price then to 
get more production. 


In reply to the chairman’s question, Mr. Homer said: 
ply q 


Well, again, Senator, we feel that under those conditions 
that lowering of the price would not stimulate business. 
There are other conditions that affect the dropping off that 
a change in price would not have any effect upon at all. That 
was our judgment. 


After learning from the testimony that a price reduction during 
any temporary decline in the demand for eid would not increase a 
producer’s participation in the market, the majority then suggest that 
prices should be reduced for the good of the economy. The majority’s 
report stated: 


Senator Kefauver suggested that Bethlehem would be 
“fulfilling a public trust of giving the consumer of steel a 
little break’”’ by initiating price reductions made possible by 
its superior efficiency.® 


This appears to support a preconceived objective of encouraging 
price reductions, without regard to the costs or profit, or the competi- 
tive situation that may exist, even if it involves reduction of prices 
below the competitive level. 

Insofar as the customer is concerned, if the majority’s theories of 
auction or bazaar pricing for steel were to be adopted, the resulting 
price differences would create price discriminations that inevitably 
would penalize the small buyer and businessman and would destroy 
the stability of business relationships that is essential to the successful 
conduct of present-day manufacturing enterprises. The chief sales 
official of the United States Steel Corp., Mr. Sentner, tells why this 
is so. He said: 


We have published f. o. b. mill prices for standard steel 
mill products at each of our producing mills. This is the 
price we quote to all of our customers—large or small. In 
other words, we have a one-price policy. When a change is 
made in our f. o. b. mill price, the new price applies to all of 
our customers and to all unshipped orders on the books as of 
the date of change. 

The antithesis of a one-price policy would be one in which 
we had many prices for the same product. Every customer 
would like a lower price than his competitor. On the other 

1 P. 82, 
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hand, no customer wants his competitor to enjoy a lower 
price than himself. We believe our one-price policy is the 
sound and equitable manner in which to conduct our business. 
Each of our individual customers faces competition in his 
own market. If we were to charge one customer more for 
his steel than we charged a competitor of his, we would be 
impairing his ability to compete. Not only would such a 
practice result in price discrimination, but also it would 
almost certainly conflict with our plans to maintain enduring 
customer relationships. 

It has been suggested that when demand is temporarily 
in excess of supply, steel mill products should be sold to the 
highest bidder. uring such periods this type of expedient 
pricing might indeed yield a handsome quick profit. How- 
ever, this would be a shortsighted policy and would surely 
lead to serious discrimination among our customers. 

As the availability of space on our producing facilities 
neared the sellout point, we would be weighing price offers as 
each customer bid higher and higher amounts in an effort to 
obtain a supply essential to his operations in future weeks and 
months. Not only would this result in discrimination in price 
but also in discrimination in the distribution of our products. 
In the end, their inability to bid successfully would mean that 
some customers would be denied any steel at all. The net 
result would be that some customers would prosper; some 
customers would sustain losses, and might even be forced out 
of business by the lack of their needed raw material.™ 


Several other factors need to be taken into account in understanding 
the relationship between steel operations and the market for steel. 
In the first place the demand for steel is sometimes expressed in terms 
of the industry operating rate, and in the preparation of the majority’s 
report the staff has repeatedly referred to it as one measure of demand. 
It is important to note, however, that the capacity base on which the 
rate is calculated changes from year to year, and therefore a given 
percent of operating rate means different production at different 
times. Thus, one might assume from table III in the majority’s 
report that production of ingots had declined by 13.1 percentage points 
between the fourth quarter of 1956 and the second quarter of 1957. 
Because of additions to capacity during that period, this assumption 
would be incorrect. Actual tonnage produced declined slightly more 
than 10 percent. While this, of course, is not a great difference, it 
puts into proper perspective the degree of decline in shipments during 
this period which seems so important to the staff. It also illustrates 
the careless use of statistics by the staff “‘to make a case.” 

In considering short-run demand, the matter of consumers’ inven- 
tories has particular significance, as many recent articles in trade 
journals and newspapers have emphasized. Even though steel usage 

olds up, mill shipments decline if consumers are taking part of their 
needs from the steel stocks they have built up. When stocks are 
depleted, mill shipments climb as consumers buy both for current 
production and stock replenishment. This is a phenomenon which 
would obviously be an important factor in temporary dips in steel 


“ Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly, pt. 2, p. 354. 
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shipments. It does not alter, however, the steady upward trend of 
steel usage which exerts strong pressure for quick recovery from fleeting 
slumps. 

The minority feels that the staff has failed to appreciate the signifi- 
cance of steel inventories in the hands of consumers as they affect 
short-run steel demand, a point which was stressed in the statement 
on the 1957 outlook submitted to the subcommittee by the United 
States Steel Corp. The record includes the following statement: 


Our evidence indicates that steel inventories in the hands 
of consumers, which exert an enormous leverage on steel 
production, were rising throughout the first quarter and 
probably through April. In May and June, additions to 
and withdrawals from inventories were about even, with the 
probability that there was a small net decline. Throughout 
the remainder of the year, we feel that although steel con- 
sumption will remain at a very high level, inventories will 
continue a gradual but substantial ‘decline.® 


The minority notes an article w hich appeared in the New York 
Times of January 1, 1958, entitled “Blough Predicts Long-Term 
Rise.”’ It more specifically showed the effect of inventory changes on 
production rates. It said: 


Actual use of steel in the year just ended may prove to be 
the greatest in the Nation’s history even though the indus- 
try’s operating rate declined in each quarter * * *. 

‘This paradox resulted from recent consumption of 
inventory rather than of mill or warehouse deliveries, Mr. 
Blough explained. He estimated that early in 1957, steel 
users were adding 10 to 15 percent from steel receipts to 
their stocks. By late spring, inventory accumulation as a 
whole ended, and for the rest of 1957 there were steady 
reductions in steel shipments despite aaataed high con- 
sumption * * *, 

“In recent months, steel shipments have fallen about 10 
percent below actual consumption, as the equivalent of 6 
million ingot tons was cut out of stocks during the second 
half of 1957,” the chairman said. “With an inventory change 
of this magnitude, it was inevitable that a sharp cut in the 
operating rate would result.”’ 

Mr. Blough predicted that steel inventory movements 
would be a “dominant consideration” in evaluating the 
1958 steel outlook. 

“Tt is probable that inventory cutting will be maintained 
well into 1958, with a continued restraining effect on steel 
production,”’ he said. 

“Because of these considerations, steel output in the first 
half of this year may be little changed from the levels of 
recent weeks. 

“Tt is important to understand, however, that steel taken 
out of consumers’ stocks is likely to be replaced at some 
point.” 





8% Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly, pt. 3, p. 1000. 
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Turning to the broader matter of the general relationship between 
administered prices and economic stability, the majority has chosen 
to ignore some highly significant material in the record on this point. 
It has been clearly shown that administered or inflexible prices have 
made a constructive contribution to the long-term growth of the 
economy. This position was supported by Dr. Means. 

The record includes a study entitled ‘‘Administered Prices’ by 
Dr. Jules Backman of New York University.8* The minority in its 
examination of Dr. Backman’s study found many views by an ac- 
knowledged authority which are in conflict with those developed by 
the staff. Dr. Backman said: 


That the disparity which develops between administered 
prices and market prices during periods of recession is not 
the cause of the recession was clearly indicated by Dr. Means 
in his summary of the behavior of the two types of prices 
before the Subcommittee on Antitrust and Monopoly on 
July 12, 1957: 

“Tndeed one might say that in the period of high employ- 
ment and price stability from 1926 to 1929, market and 
administered prices were in relative balance with each other, 
that with depression they got out of balance, came back 
toward balance in 1937, were out of balance in 1938 and 
returned to balance along with full employment under the 
impact of war demand. 

“T emphasize this matter of balance because it seems to me 
more than fortuitous. The two indexes were in nearly 
the same relation in the high employment and stable price 
period 1913-14 as after the First World War in 1926 to 1929 
in spite of the great price changes which occurred between 
these periods. 

“And again after the Second World War and the Korean 
war, the two indexes assumed nearly the same relation i in the 
high employment stable-price period of 1953 to 1955.’ 

It is clear that recessions in economic activity develop 
despite the ‘‘balance” between the two sets of prices during 
periods of high-level activity. And recovery develops from 
depressed levels despite the lack of balance between the two 
sets of prices at such times. In the face of this historic 
record, it is difficult to understand how administered prices 
are the cause of wide economic fluctuations. It is evident 
that the required adjustments take place in our economy 
despite the inflexibility of some administered prices, although 
there is no way to determine whether the process of adjust- 
ment is faster or slower. 

In connection with the various criticisms made of admin- 
istered pricing, several points must be kept in mind in order 
to maintain some perspective concerning the significance of 
wire pricing: 

Administered prices have always been the major type 
of ‘rie in our economy. 


8 Administered prices, hearings before the Senate Subcommittee on Antitrust and Monopoly, pt. 3, 
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2. Nevertheless, despite periodic interruptions to the 
long-term trend, our economy has experienced a rate of 
growth and a rising standard of living which is the envy of 
the world. 

3. The interruptions to this growth, namely recessions 
and depressions, have usually been of brief duration. The 
major depressions have usually followed major wars and 
have been the direct result of the dislocations accompanying 
those wars (for example, the 1870’s and 1930’s). 

4. Most recessions have been smallJin depth and in 
duration. It is not true that small declines have been 
converted into deep depressions because of the alleged 
inflexibility of administered prices. The most recent illus- 
trations are found in the modest recessions of 1948-49 and 
1953-54. 

5. Students of the business cycle usually attribute our 
periodic recessions to a wide variety of causes including 
excessive expansion of credit, excessive inventory accumula- 
tion, the relationship between savings and investment, 
underconsumption, wars and other factors. Administered 
pricing is not given much significance in lists of causal forces 
of the business cycle. 

It is sometimes stated that administered prices lag on 
the decline but rise more than other prices during periods of 
rising prices. John M. Blair, for example, has referred to 
“This practice of lowering prices less in depression and 
raising them more in prosperity * * *.” There is little 
historic support for this charge.* 


Dr. Backman continued: 


In the 1948-49 recession, inflexible prices again fell less 
than did flexible price es—havi ing risen only about one-third 
as much in the preceding inflation. That this development 
may have contributed to the shallowness of the 1948-49 
decline (instead of accelerating it as the Means thesis would 
indicate), has been suggested by the United States Depart- 
ment of Commerce in its comment on these trends: 

“The stability of these (inflexible) prices * * * was a 
bolstering factor in the renewal of business purchasing for 
inventories and of capital expansion programs which accom- 
panied the upturn in industrial production in late 1949 and 

arly 1950. Realization that the downturn in prices was 
limited in degree and scope and that many prices, such as 
those in the important iron and steel product group, re- 
mained unaffected meant that business purchasing could 
proceed without fear of losses incurred by price declines.” ® 


The minority again calls attention to the fact that the majority 
chose to ignore all the views of Dr. Backman which are found in the 
record of the subcommittee’s hearings. His views were not con- 
sidered as they refute the fundamental premise supporting the case 
the staff attempted to make. 


8? Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly, pt. 3, pp. 1090-91. 
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The minority concludes that steel industry prices are indeed sensi- 
tive to changes in the market, but that there is a wide gulf between 
the concept that the price-demand relationship must be a constantly 
and momentarily changing thing and the view, expressed before the 
subcommittee, that the steel market can only be considered in a 
responsible way in accordance with its long-term characteristics. 
The one is subject to the rapid changes of the grain pit or the bazaar; 
the other, to the slow changes brought about by the decision of 
thousands to buy, or not to buy, steel. 


POINT VI 


After careful analysis of the testimony adduced at the hearings, the 
minority finds that the position in the majority’s report that effi- 
ciency of the low-cost producers is reflected in higher profits rather 
than in lower prices for the consumer is erroneous and unfounded 

The majority’s report stated: 


Senator Kefauver pointed out that competition presumes 
that the more efficient company will pass on benefits to the 
public in the form of lower prices; that these lower prices 
force other producers to improve their outmoded techniques 
or face extinction.” 


The minority agrees with this statement of principles as being true 
in the long run. to the first portion of this statement, the minority, 
however, disagrees with the majority’s interpretation of the economic 
principle enunciated. The implication is that, under all circum- 
stances, increases in efficiency resulting from competition should pro- 
duce constantly decreasing prices. ‘The minority agrees that such 
should be the result if all other conditions remai? static, including, of 
course, labor and other costs. However, the minority believes that, 
as applied to a period of rising costs, the correct statement of the prin- 
ciple is that, under a competitive system, efficiencies in production 
will result in prices lower than those which otherwise would have pre- 
vailed. It is clear that present steel prices reflect the effect of com- 
petition and the improvement in efficiency which has resulted there- 
from. First, the force of competition is evidenced by the fact that 
present prices are lower than those desired by many of the com- 
panies in the steel industry. Second, steel industry witnesses all 
stated that their cost increases greatly exceeded their price increases. 
Obviously, this difference, plus some decrease in profit margins, must 
have been absorbed through increases in efficiency. If the efficiency 
of the steel industry had not been increased throughout the past two 
decades, during which costs have increased enormously, the price of 
steel would be Far higher today. 

As to the second portion of this statement quoted above, experience 
shows that over a period of time steel producers who have been unable 
or unwilling to modernize their facilities, have been eliminated from 
the competitive race. 

However, the minority believes that the majority is incorrect with 
respect to the facts upon which its argument is predicated. The 
majority’s report assumes that the United States Steel Corp. is an 
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inefficient producer. It also makes the assumption that this company 
establishes the price for steel. Thus, the majority argues, this price 
enables more efficient producers to earn excessive returns. According 
to the majority, these more efficient producers should reduce their 
price and put pressure on the United States Steel Corp. either to 
increase its efficiency or lose its market position. The majority’s 
argument is entirely predicated upon the unsupported statement 
developed by the staff that the United States Steel Corp. is not an 
efficient producer of steel. The majority’s report stated: 


Examinations of profit data revealed that both Bethlehem 
and National enjoyed higher profits than United States 
Steel. 


The minority has examined the hearings very carefully and can find 
no evidence to support the majority’s statement that there has been a 
substantial difference in the relative efficiency of the three steel 
producers referred to by the majority, at least in modern times. In 
fact, the figures cited by the majority show that in 1956 the rate of re- 
turn on stockholders’ investment for both the United States Steel 
Corp. and the Bethlehem Steel Corp. was 12.8 percent; it was 12.7 
percent for the National Steel Corp." From the above figures, the 
minority can find no basis to conclude that these three companies are 
not almost equally efficient. 

The majority’s report attempts to infer the relative efficiency of 
steel companies from an examination of certain Office of Price Admin- 
istration records from World War II deposited in the National 
Archives. Since the staff was precluded from revealing data for any 
specific producer, it attempted to summarize the efficiencies in terms 
of the labor hours per net ton of steel products for the 4 largest 
steel companies and for 4 smaller companies, the latter group including 
the National Steel Corp. None of these data were introduced during 
the course of the hearings, and there is no evidence to indicate that 
they are representative of present day conditions. Furthermore, these 
data would be significant only in comparing companies with the same 
degree of integration. The majority’s report stated: 


* * * Tt should be noted that all eight of these companies 
are fully integrated.” 
The fact is that testimony during the hearings established the 
existence of a wide variation in the degrees of integration among 
steel companies, and particularly among the three discussed previously. 


POINT VII 


After careful analysis of the testimony adduced at the hearings, the 
minority finds that the position in the majority’s report that in- 
elasticity of demand for steel has not been proven is erroneous and 
unfounded 

The majority infers that the inelasticity of demand for steel, has 
not been proven in the following passage from the majority’s report: 
* * * One way by which the steel industry could make 
a contribution to knowledge on this subject would be by 
oP. 84. 
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making a few price reductions. Except for a few nominal 
reductions, steel prices have moved in only one direction 
since 1938—upward. It is conceivable that the actual 
demand is more elastic than the steel companies believe, 
just as the elasticity of demand for automobiles proved 
to be considerably greater than was believed by the com- 
petitors of Henry Ford when he entered upon the scene with 
an extraordinarily low-priced car.” 


The majority’s report has accepted a premise developed by the 
staff that the inelasticity of demand for steel has not been proven. 
This represents a further effort to so interpet business realities to fit 
the preconceptions of the staff. The majority report poses the ques- 
tion, ““* * * what is the elasticity of demand for steel?’’™ and 
almost immediately flounders in the face of its admitted vast lack of 
knowledge on the subject. Nevertheless, the staff apparently con- 
tinues to seek enlightenment, and solicits the help of the steel industry 
to prove a theory which they acknowledge defies proof. 

The majority is obviously aware that the demand for steel depends 
upon the demands placed by consumers on the industries which use 
steel as a raw material. The demand for tin plate, for example, 
depends finally upon the decisions of millions of housewives to buy 
food in tin cans or to buy food in some other type of container. The 
majority’s report recognized this fact. It said: 


For one thing, demand for steel is derived. Steel is not a 
finished product purchased, as such, by the consuming pub- 
lic. It is a material used in the production of consumer 
goods or other producer goods. In other words, consumer 
demand reaches steel through products made from steel. To 
know the elasticity of demand for steel, therefore, it is neces- 
sary to know the aggregate elasticity of demand for the 
various consumer products in which it is ultimately incorpo- 
rated. Such a body of knowledge does not exist.” 


The majority’s report further stated: 


It has long been the position of the steel companies, and 
apparently still is, that demand for the industry is highly 
inelastic; reductions in the price are thought to have little 
effect in increasing the demand for steel.*° 


Expressed simply, the economic concept, elasticity of demand, refers 
to the effect of a change in price on the demand for a commodity. 
Steel industry experience has long been that the demands for its 
products are not effectively stimulated by reductions in price. The 
majority’s report also recognized this and stated: 


The steel companies are not without statistical support 
for their position. Thus, in an elaborate study of the elastic- 
ity of demand for steel, prepared by Dr. Theodore Yntema 
for the United States Steel Corp., and submitted to the 
TNEC, it was concluded that: 

“The statistical analysis indicates, although not entirely 
conclusively, that the demand for steel is very inelastic, i. e., 
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that changes in the levels of steel prices (other conditions of 
steel demand remaining the same) cause much smaller per- 
centage changes in the opposite direction in the quantity of 
steel sold. The best estimate of the elasticity of demand for 
steel indicated by this analysis is approximately 0.3 or 0.4. 

“This means that very large reductions in price would be 
or to effect significant increases in the volume of 
sales.” 


To practical businessmen, the import of this would seem to be 
obvious. If demand for their products is inelastic, then a price reduc- 
tion will not result in an equivalent increase in business. Total 
proceeds will fall, since the increase in volume is not large enough to 
offset the dollars lost in selling the slightly increased output at a lower 
price. This is precisely what the Yntema report quoted by the staff 
indicates is the case in the matter of steel demand. 

It is recalled that the steel industry has indeed had disheartening 
actual experience in this matter. During the severely depressed 
1930’s trade journals show that reductions in the price of steel were 
many and widespread. Yet the history of that unhappy era fails to 
disclose any measurable stimulation to steel demand as a direct result 
of slashed prices. In fact, the entire recovery period was marked by 
a depressed steel market which continued to lag until stimulated by 
the defense program. 

The majority’s report refers to the pricing policies of the Ford 
Motor Co. during the model T era, from the book entitled ‘‘Ford: 
Expansion and Challenge, 1915-33’ by Allan Nevins and Frank 
Ernest Hill. The majority’s report stated: 


* * * Perhaps the most outstanding example in our his- 
tory of the administration of price in an economically 
desirable manner was the constant reduction by Henry Ford 
of the price of the model T.%* 


The minority notes that the Nevins and Hill study also showed that 
the price reductions initiated by Henry Ford failed to stimulate 
demand. This was developed in an editorial by Eric Ridder, the 
publisher of the New York Journal of Commerce, which appeared in 
that publication on January 10, 1958. Mr. Ridder said: 


This discussion brings to mind the historic price cuts made 
by Henry Ford September 21, 1920, at the time the Nation 
me paying for the economic excesses growing out of World 

ar I. 

Then, as now, sales of autos (and other things, too) were 
falling, yet costs of raw materials continued high. As 
pointed out by authors Allan Nevins and Frank Ernest Hill, 
in their second volume on Ford: Expansion and Challenge, 
1915-33, Henry Ford felt that some kind of wizardry was 
required to maintain production and income. And what 
more natural to the father of mass production than to 
attempt to bolster the economy by cutting price? 

To the consternation of his executive staff, Mr. Ford posted 
new lists ranging $105 to $180 per unit lower, carrying price 
tags several dollars below actual production cost. 


- 63. 
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The industry was stunned. But within a couple of weeks 
about half of the 52 automakers had followed suit to some 
extent. And a flurry of demand was generated, but it soon 
fell off. One after another the autoplants closed down, 
some never to recover. The auto work force in Detroit 
sank to 24,000 from 176,000, and this in less than 5 months. 

It was quickly and painfully clear that the experiment had 
failed to bring consumer response broad enough and soon 
enough to save the factories whose shutdowns were hastened 
by the losses that lower prices produced. 

* * * And the time of the Ford action, too, was unfortu- 
nate, because, even as the auto industry was closing down 
under the impact of the accelerating rate of losses, the 
economy was edging up out of the trough, and in January 
= following year commodity prices were perking up a 
ittle. 

If this bit of history proves anything, it may be to under- 
score once again the fact that the law of supply and demand 
was as valid in 1920 asitis today. And, for a private corpo- 
ration or an industry to attempt to carry the burden of 
national or international economic readjustments through 
the unilateral act of forcing prices down or wages up, or both, 
is to fly in the face of economic fact and reason. 


It appears to the minority that even the staff concedes that the 
theory of stimulating demand through price reduction simply does not 
apply in the case of steel. Since the theory, therefore, is not useful 


in this context, the suggestion is advanced that in order to shed new 
light on the subject, the steel industry should experiment with price 
reductions.” In the face of the notable lack of success in stimulating 
demand during the severe depression of the thirties, what possible 
hope might there have been for the success of the experiment during 
the mild and short-lived declines of the past dozen years? 

Nevertheless, by the way of further speculation on the question 
of elasticity of demand, the staff has seen fit to introduce into the 
majority’s report material, nowhere found in the record, which pur- 
ports to deal with the effect of automotive price increases on the sale 
of automobiles. Reference is made to a study by C. F. Roos and 
Victor von Szeliski in which they estimated that for every 1 percent 
increase in price, the number of automobiles sold would decrease 1.5 
percent.! hat the staff has failed to point out to the unwary is that 
this is a tremendous oversimplification of the Roos-von Szeliski report, 
ned it omits several important qualifications which surrounded their 
work. 

In order to reach this estimate, Roos and von Szeliski had to allow 
for and attempt to isolate the effects of such extremely important 
factors as personal disposable income, number of cars in operation, 
average age of cars, credit terms, used car prices * * * all of the 
myriad of elements which enter into the individual’s decision to pur- 
chase a new car. Their conclusions were that only if all of these 
factors remained static would a price increase reduce sales. Since it 
is obviously impossible completely to eliminate such factors or to hold 


*?P. 64. 
1P. 61. 
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them static, the report falls far short of providing a definitive answer 
to the problem. 

Furthermore, the study was not made during an inflationary period. 
The attempt to apply this ratio to today’s market results in an obvious 
absurdity. This is illustrated by the fact that the average price of 
automobiles has increased by more than 100 percent since 1940, and 
if this relationship were valid, the demand for automobiles would have 
disappeared many years ago. Therefore, the introduction of the 
Roos-von Szeliski material without qualification had a self-serving 
purpose by the staff. 

Dr. Blair has been criticized before by eminent economists for the 
way in which he uses statistics. Prof. M. A. Adelman of the Massa- 
chusetts Institute of Technology in an article in the Review of Eco- 
nomics and Statistics of November 1952, made this comment with 
reference to Dr. Blair’s use of statistics: 


The number of technical criticisms is not an index of their 
importance. There are two possible reasons for criticizing 
a statistical presentation. One is irrelevance, and it is abso- 
lute. If anyone presents tables to estimate annual member- 
ship in the CIO by applying a factor to annual rainfall in the 
state of Hyderabad, it does not matter that the rainfall figures 
are correct to beyond the last decimal place—membership 
and rainfall have no logical connection. This is the criticism 
which Mr. Blair has incurred.? 

Challenged on these conclusions, Mr. Blair claims his 
reasons were “respectable’’—but he does not try to defend 
those reasons. He ignores them, and presents a fresh set of 
reasons. This is a more eloquent commentary than any I 
could make.’ 


The minority does not feel that it can improve upon Professor 
Adelman’s characterization of Dr. Blair’s statistical procedures. 


POINT VIII 


After careful analysis of the testimony adduced at the hearings, the 
minority finds that the position in the majority’s report that uni- 
formity of steel prices is maintained through the price leadership of 
the largest producer is erroneous and unfounded 

In its determined effort to create the picture of lack of price com- 
petition in the steel industry, the majority’s report pursues the theory 
that uniformity of steel prices is maintained through the price leader- 
ship of the major producer. This demonstrates again that the 
majority seek to imply that the existence of any price identity is 
undesirable and is the result of manipulation rather than the natural 
outcome of competition. The term “‘price leadership” can be defined 
in more than one way. The majority’s report gives the term a sinister 
connotation in order to build its “case” against the steel industry. 

Viewed objectively from the standpoint of this subcommittee, the 

subject of price leadership can be of no importance except as it relates 

to the question of free competition. 


2 nae Review of Economics and Statistics, November 1952, vol. XXXIV, No. 4, p. 357. 
3 Ibid, 
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The record indicates that the United States Steel Corp. more times 
than not has announced new prices before other producers in the 
industry and particularly when price increases followed labor-cost 
increases. This in itself is of no consequence, inasmuch as someone 
must, of course, be the first to announce a price change. The sole 
question for this subcommittee’s consideration is whether or not this 
has detrimental results or evidences lack of competition among steel 
producers. 

The majority’s report suggests that the alleged price leadership has 
resulted in steel-price levels higher than might otherwise be expected 
had this major producer waited for other competing producers to 
first announce revisions in their prices. Testimony before this sub- 
committee, however, is definitely to the contrary. Mr. Arthur B 
Homer, president of the Bethlehem Steel Corp., in his opening state- 
ment before the subcommittee clearly stated the reasons for the 


amounts of the price increase made by his company in July 1957. 
He said: 


Since our estimated cost increase was more than $8 a ton, 
why did we not increase our prices more than $5.20? The 
answer is that we were faced with the competition of the rest 
of the industry. Accordingly, our prices met the competi- 
tive level. That means that we must absorb an estimated 
$2.80 a ton, or something over $35 million a year. We can 
only hope that we are not too seriously endangering our 
ability to maintain a profit margin sufficient to support an 
expansion program commensurate with the Nation’s expand- 
ing demand for steel.* 


Later in the hearing, he said: 


Well I think I explained yesterday this question of com- 
petition that we have regarding the earnings situation and 
that we must maintain a reasonable return on the invest- 
ment, and we felt that the competitive level was something 
that we could go to. It was not enough. 

I pointed out yesterday that our average cost increase, 
as we saw it, was about $8 a ton, and the average price 
increase that we are able to get on a competitive basis was 
$5.20. And naturally, having to absorb that difference, we 
felt that that was all that we could afford to absorb under the 
circumstances, and we felt that a reduction below the com- 
petitive level would not bring us any more business, and, of 
course, would mean reduced profit.® 


Mr. George M. Humphrey, chairman of the board of the National 
Steel Corp., also testified with respect to his concern for inadequate 
earnings in his company and expressed a desire for higher prices in 
July 1957 had they been obtainable. He said: 


I think that was the proper policy at this time, because 
very frankly from the effect upon our earnings and our 


operation so far we certainly feel—and as shown by the 
figures that I have previously given here—we certainly are 


4 Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly, pt. 2, p. 548. 
5 Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly, pt. 2, p. 620. 
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not in any position to take any less price, and we can’t get 
any more.® 


Later in the hearing he said: 


As I said to you yesterday, it is possible that we might have 
gone higher if we had been. doing it all by ourselves.’ 


It is clear from this testimony that both the Bethlehem Steel Corp. 
and the National Steel Corp. felt the need for higher prices in July 
1957 than those which they actually put into effect. The price 
increases put into effect by the United States Steel Corp. in July 1957 
obviously had a restraining influence on the general price level of steel. 
The competition of the United States Steel Corp., faced by these 
producers, created a competitive price level which they did not 
believe they could exceed at that time. 

The testimony draws a further picture of the probable events in 
July 1957, had either of these two producers announced price changes 
before the United States Steel Corp. It is probable that one of two 
things would have taken place. First, the price increases of these 
two producers certainly would have been larger than they actually 
were and the United States Steel Corp. in turn might very well have 
increased its prices to the resulting higher competitive price level. 
On the other hand, if the United States Steel Corp. in turn had chosen 
to increase its prices no more than it actually did in July 1957, Bethle- 
hem and National Steel immediately would have reduced their new 
prices accordingly. The obvious conclusion from the testimony is 
that price leadership by United States Steel Corp. in July 1957 did 
not result in higher prices than otherwise might have resulted. 

The majority’s report, however, suggests that normal competitive 
market forces can become ineffectual in a situation where the initiation 
of price increases predominantly rests with one producer. 


The extent to which the price maker in an administered 
price industry has reason to be apprehensive about the 
reaction of his competitors is also lessened if there has devel- 
oped in the industry some form of uniform pricing behavior. 
In the steel industry, uniform pricing has existed for manv 
years in the form of price leadership.’ 


In other words the majority implies that the company originally 
setting the price faces no competition even if the remaining producers 
do. This line of reasoning once again shows disregard for the testi- 
mony on price competition in the steel industry. 

Mr. Roger M. Blough, chairman of the board of the United States 
Steel Corp., in explaining price competition to the chairman of the 
subcommittee, indicated that when a seller decides to increase his 
price above the then existing competitive level, he does so with full 
realization that he may be required to withdraw such increase in whole 
or in part if his competition reaches a differing conclusion regarding 
their own prices. The following colloquy is significant: 

Mr. Biovenr. And I also said that if, in this instance, 


Bethlehem had chosen to raise their price to $12 for that 
particular product that you are talking about, that price 
6 Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly, pt. 3, p. 814. 


Administered Prices, hearings before the Subcc mmittee on Antitrust and Monopoly, pt. 3, p. 866. 
éP, 73. 
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would have been not as competitive with our price as the 
amount by which they actually raised it. 

Senator Kmrauver. You mean where they raise it to the 
same price, then that is more competitive? 

Mr. Biovueu. That is more competitive from a buyer’s 
standpoint than if they raise it to $12. There is no question 
about that. 

Senator Krrauver. Suppose they lower it? 

Mr. Buovueu. If they had raised it to $5 we would have 
promptly reduced our price to $5 and then the prices would 
again have been competitive.® 


At another point in the testimony, Mr. Blough stated: 


Mr. Chairman, as you know I don’t know what area of 
discretion other steel companies have, and what knowledge 
they have. I think I will say this. I have a very high 
respect for our competitors and they are very able people 
and they are well able to take care of themselves. But I 
would like to clear up, shall I say, a misconception or illusion 
with respect to other steel companies. There isn’t certainly 
any steel company in the first 10 or in the first 20 that 
couldn’t require us to change our prices overnight simply by 
taking action which is different than the action that we take. 

Now I want to be sure you understand what I am saying. 
If Inland or Bethlehem or J. & L. or any one of those com- 
panies chose to sell steel, as they have many times in the 
past, at a different price in different marketing and compet- 
ing areas in this country, it would definitely have an effect 
upon our decision. Now, if you have the impression that 
there is some kind of a ukase that determines all things in a 
competitive | industry such as steel, it is simply a wrong 
impression.’ 


Mr. Blough’s testimony is supported by the record in exhibits pre- 
pared for the subcommittee on August 16, 1957, by the United States 
Steel Corp. entitled “Examples of Price Changes Made by Competitors 
of U, S. Steel and Action Taken by U. S. Steel.” One example in 
these tabulations very clearly illustrates the point Mr. Blough made. 
The United States Steel Corp. on July 1, 1957, increased the price of 
its cold-rolled alloy strip $14 per ton. On July 3, Sharon Steel, which 
is not listed in the majority’s report as one of the major steel producers, 
increased its price for cold-rolled alloy strip by $10 per ton. On 
July 8, Acme Steel and on July 10, Thompson Wire Products also 
effected a $10 increase in their prices for this product. The record 
shows that on July 19, the United States Steel Corp. reduced its 
prices $4 per ton, thus making its net increase equal to that made by 
Sharon Steel. This demonstrates that other steel companies do not 
always adopt price increases announced by the United States Steel 
Corp. and that this major producer also must yield to price competi- 
tion of other producers. It is of particular interest to note that the 
majority’s report has attached no importance to the other numerous 
instances of price leadership and independent price action of producers 

* Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly, pt. 2, p. 315. 


10 Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly, pt. 2, p. 308. 
Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly, pt. 3, pp. 952-955. 








186 ADMINISTERED PRICES—STEEL 


other than the United States Steel Corp. contained in this portion of 
the record. 

The testimony and evidence presented to this subcommittee and 
contained in the record indicates active price competition among steel 
producers. There is no evidence that the alleged price leadership of 
the United States Steel Corp. in any way stifles this: competition. 

Furthermore the minority finds no support in the record of the 
hearings for the theory advanced by the majority that the patterns 
of price movement in the steel industry are incompatible with free 
competition. 

POINT IX 


After careful analysis of the testimony adduced at the hearings, the minor- 
ity finds that the position in the majority’s report that there is too 
much concentration in the steel industry and such concentration is 
increasing is erroneous and unfounded 


The majority’s report is critical of what is claimed as too much 
concentration in the steel industry, a condition which it alleges is 
increasing. 

Referring to the status of concentration, the following statements 
appeared in the majority’s report: 


* * * there is a high degree of concentration in the produc- 
tion of steel and oligopoly is apparent * * *” 
* * * Clearly, the trend in recent years has been upward.” 


The minority takes emphatic exception to the majority’s views 
which are not supported by the record. 

Throughout the majority’s report, three major themes on concen- 
tration are repeated: 

1. The steel industry is highly concentrated. 

2. Concentration in the steel industry is increasing. 

3. Concentration per se is bad. 

All three of these conclusions are, of course, false, and were demon- 
strated to be false during the hearings before the subcommittee. By 
selecting certain data from the testimony and a great deal from outside 
the record, and completely ignoring other data, the staff has strained 
to support these false conclusions. 

The record clearly shows that the steel industry is not abnormally 
concentrated. Mr. Roger M. Blough, chairman of the board of he 
United States Steel Corp., commented on the degree of concentration 
in the steel industry in his statement before the subcommittee: 


The Department of Commerce has prepared for this com- 
mittee a list of 447 American industries as classified by the 
Census Bureau, and has shown what percentage of the sales 
in each of these industries was accounted'for by the four 
largest producers. 

Thumbing through that list, I find that 112 of these in- 
dustries—and remember, I am talking about industries, not 
just companies—112 of these industries are more concen- 
trated than ‘‘steelworks and rolling mills.” In fact, one- 
quarter of all the industries in America—as shown on this 





12 P, 125. 
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Census Bureau tabulation—are more highly concentrated 
than steel. 


The minority wishes to point out that this information from the 
record as well as the parts of the Department of Commerce study 
from which it was taken were ignored by the staff. 

The majority’s report stated that concentration in the steel industry 
is increasing. It said: 

* * * The proportion of the industry’s value added by 


manufacture accounted for by the 4 largest producers rose 
from 48 percent in 1947 to 54 percent in 1954." 


Testimony in the record showed that this alleged increase was 
completely misleading. A table prepared by the United States Steel 
Corp. included in the record refutes the majority’s conclusion. The 
minority includes it at this point: 


Concentration in steel shown by other measures ! 

















| 
| 1947 | 1954 | 1956 
eT ete * ret a 

Ingot capacity of 4 largest as percent of industry capacity - SREP RE SS RS! 61.1 59. 2 58. 9 
Ingot production of 4 largest as percent of industry production-__.-..._....--- | 63. 5 60.8 58.2 
Steel shipments of 4 largest as percent of industry steel shipments_..--_---.------ 62.2 61.2 57.9 
Gross revenue of 4 largest as percent of industry gross revenue. --._-__------.--- 61.9 59. 5 56. 2 
Employment of 4 largest as percent of industry employment-.---_---..--_---..--- 69. 2 | 65. 6 63.1 





1 Administered prices, hearings before the is Heitcoknahitttes on Antitrust and 6 Shekanaiy. pt. 3, p. 1035. 


Through the use of a report (prepared from census data) by Mr. 
Jesse J. Friedman, former economic consultant to the subcommittee, 
the staff has attempted to draw certain conclusions about a supposedly 
growing trend of concentration in the steel industry (48 to 54 percent, 
1947-54). The so-called Friedman study (Concentration in American 
Industry) in its own introduction stresses that it contains quantitative 
rather than qualitative information which does not indicate causes. 

The subcommittee’s record '* includes a statement by Senator 
Dirksen with reference to the 10 limitations and qualifications which 
were set forth by Mr. Friedman in his study for the subcommittee. 
These qualifications cast serious doubts as to the validity of the data 
in the study. The record includes the following statement by Senator 
Dirksen with reference to Mr. Friedman’s ‘‘Limitation and Qualifica- 
tion No. 1”: 


* * * it is impossible to ascertain from the factual infor- 
mation contained in this report whether the degree of concen- 
tration that the study attributes to any group of companies 
is the result of socially or economically undesirable actions 
or behavior on the part of business concerns (such as con- 
spiracies in restraint of trade), or whether it is the result 
of conditions over which the concerns have no control (such 
as the requirement of large capital investments inherent in 
the nature of a particular manufacturing operation or a 
particular product).!” 


1* Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly, pt. 2, p. 204. 

18 P, 67, 

16 Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly, pt. 3, pp. 927-932. 
17 Ibid, p. 928. 
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The minority points out that in the case of the steel industry as 
treated in the Friedman study, there is no way of telling what part of 
the steel industry the staff is really talking about. So, in regard to the 
steel industry and other industries as well, this is the most striking 
deficiency of the Friedman concentration study. 

Despite knowledge of these qualifications the majority’s report still 
stated that: 


* * * The proportion of the industry’s value added by 
manufacture accounted for by the 4 largest producers rose 
from 48 percent in 1947 to 54 percent in 1954.8 


This indicates that the staff has not taken into consideration the 
limitations of the Friedman study and seeks to give the impression 
that the figures are accurate and meaningful. 

Reasonable and reliable measures of concentration in the steel 
industry available to every one indicate that concentration in truth 
decreased between 1947 and 1954, and, in fact, decreased again 
between 1954 and 1956. Five such measures of concentration (shown 
previously) were presented at the hearing, each one indicating decreas- 
ing concentration, yet the staff chose to use the figures from the Fried- 
man study, the meaningfulness of which is admittedly limited. These 
other measures obv iously present a truer picture and are much more 
logical and direct than ‘‘value added by manufacture” since they 
are based on the realities of ingot capacity, ingot production, steel 
shipments, gross revenue, and employment. The fact that the staff 
refused to use these logical measures of concentration is further 
indication of bias. 


The majority’s report attempts to prove that the concentration of 
the four leading producers in individual products was much higher 
than that indicated by the ingot capacities of these producers or other 
overall measures. It said: 


* * * In 1957 the 4 largest companies accounted for 58.3 
percent of the industry’s total ingot capacity. * * * In 1954 
* * * the 4 largest companies accounted for 54 percent of 
the value added by manufacture. * * * 

* * * these overall measures ranging from 54 to 58 per- 
cent are substantially below the concentration ratios for the 
individual steel products. * * * 

* * * 85 percent of the individual steel products have 
concentration ratios in excess of 60 percent. * * * The aver- 
age concentration ratio for the 39 products was 68.6." 


However, in developing these product ratios, the staff’s bias led to 
a completely distorted picture. The product concentration figures 
cover the four leading shippers of each product, not shipments of the 
four leading steel produc ers. Consequently, the concentration ratios 
in the 39 products are actually based upon the shipments of 33 to 36 
companies rather than 4. It is obvious that with so many compan es 
included in the four largest shippers of individual products, a con- 
centration ratio computed by an average of the ratios for individual 
products will be higher than the actual concentration ratio of the four 
largest companies. As a measurement of concentration for the entire 


18 P. 67. 
9 P. 68. 
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steel industry, the staff’s figures are greatly overstated, misleading, 
and therefore worthless. 

The majority’s report has attempted in many ways to show that 
the United States Steel Corp. dominates the steel industry and is not 
subject to competition. 

The majority completely ignores the testimony which showed that 
the United States Steel Corp. in 1902 produced 66 percent of the total 
domestic output of steel, whereas today it produces less than 30 per- 
cent of the steel produced in the United States. The minority notes 
the following statement by Mr. Blough: 


One of the most persistent of these unfounded assump- 
tions is that a big corporation, like United States Steel, has 
no real competition; that it thus enjoys ‘monopoly power” 
or “concentration of power’ which enables it to boost its 
prices to what have been described here, I believe, as “un- 
endurable levels’; and that in this way it reaps fabulous 
profits, the public interest to the contrary notwithstanding. 

* * * When United States Steel was created, 56 years 
ago, it was the biggest corporation America had ever seen 
up to that time. It produced twice as much steel as all of 
its competitors put together. 

Now self-preservation, of course, is one of the most basic 
of all instincts; so if United States Steel did possess, in those 
days, the “monopoly power” frequently attributed to it, 
then presumably it would have expanded its production at 
the expense of its competitors; or certainly—at the very 
least—it would have held its own ground against them. In 
which event, we would expect to find that United States 
Steel today still produces no less than 66 percent of the total 
domestic output, as it did back in 1902, 

The fact is, however, it does not. Today it produces less 
than 30 percent of the steel that is made in America; and 
where once it turned out twice as much as all of its competi- 
tors put together, its competitors now turn out more than 
twice as much as it does. 

* * * These are the facts, Mr. Chairman. Here on the 
record itself is the most conclusive possible evidence of the 
vigorous competition that exists within the steel industry. 
To persist in the discredited assumption that there is an 
absence of competition in steel, is to renounce reality and to 
cling to delusion. And to argue that concentration in this 
industry is on the rise, is merely to say that concentration 
among the smaller companies is increasing at the expense of 
United States Steel. This, then is a new concept of concen- 
tration—a kind of concentration in reverse. 


The majority takes great pains to try to brush off the fact that 31 
steel companies have entered the business during the period 1935-57. 
The minority is convinced that the staff has deliberately identified 
industrial concentration with monopoly only to satisfy a preconceived 
theory that modern American capitalism will not work. Therefore, 
the majority’s report fails to recognize that concentration is necessary 


20 Administered Prices, hearings before Subcommittee on Antitrust and Monopoly, pt. 2, pp. 208-209. 
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in any modern industrial society and indeed it is one of America’s 
great strengths. 

The record contains a statement by Prof. Sumner Slichter of 
Harvard University, who portrays business in America as it really 
exists. Professor Slichter clearly shows that large enterprises pro- 
vide the economy with vigorous competition and technological innova- 
tion. He said: 


But Americans need to discard some widely held but out-of- 
date views concerning the relationship between bigness and 
competition. 

They need to grasp the fact that when production is con- 
centrated among a few large concerns, rivalries become 
peculiarly intense and the additional fact that in an age of 
technological research the large enterprise is an increasingly 
important source of competition. 

* * * Hence, one can predict with confidence that com- 
petition in American industry will continue to gain in in- 
tensity. And large enterprises, far from being a menace, will, 
to a growing extent, be the instruments by which the country 
is given the benefit of large-scale technologic al research and of 
increasingly vigorous competition.”! 


The minority believes that the majority has totally ignored the 
necessity for large-size companies, particularly in the bédic steel 
industry, to further our national security. Few will deny that a 
large, growing and vigorous steel industry is absolutely essential if 
we are to produce materiel for our armed services and at the same 
time maintain a vigorous civilian economy. 

In his statement to the subcommittee, Mr. Blough stated the prob- 
lem clearly: 


Gentlemen, popularity is a fickle thing. Shortly between 
World War II we were critically examined in these very halls 
for having too much steelmaking capacity in what was then 
termed by some economists a mature economy. 

With those economists we definitely were not popular, 
yet within a matter of months Pearl Harbor was upon us, 
and you will recall how important that supposedly excessive 
steel capacity was to all of us and how the plants of United 
States Steel were called upon to outproduce all the steel plants 
in all the Axis nations put together. I assure you that was 
a very popular thing to do at the time. 

Only 5 years later, however, when we were summoned be- 
fore another investigating committee of the Congress, we were 
denounced on the grounds that we looked too big to some of 
the investigators. And counsel for the committee made a 
great point of the fact that no nation on earth, outside the 
United States, could produce as much steel as our company 
could. That, he said, was not good, and we were then un- 
popular with him. 

Today that charge can no longer be made against us, 
for there is one country on this earth which now produces 
much more steel than does our company. That country is 
the Union of Soviet Socialist Republics—a thought-pro- 


21 Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly, pt. 3, p. 935. 
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voking fact which no one in our industry or our corporation 
can overlook. 

Mr. Chairman, if steel companies become unpopular 
because they are too big, they may manage to survive it 
somehow; but, if they ever become unpopular because they 
are too small, it is quite possible that none of us may sur- 
vive it.?? 

The minority notes that the majority’s report ignores this all- 
important problem. It makes no reference to the necessity of pre- 
serving a structure of American industry within which steel capacity 
can grow, massive research programs can be carried out and tech- 
nological improvements can be fostered at the most rapid rate possible. 


POINT X 


After careful analysis of the testimony adduced at the hearings, the 
minority finds that the position in the majority’s report that executive 
compensation in the steel industry is excessive and contributes to 
inflation is erroneous and unfounded 

The majority’s report in its analysis of the various factors affecting 
prices stated: 


The subject of managerial salaries would not normally 
be of interest to this subcommittee. However, in the course 
of its study it appeared that payments to management do 
exercise an influence upon steel prices. Extraordinarily high 
payments by management to itself act upon labor as a 
stimulus to seek higher wage paymeats, and the linking of 
management compensation to dividends or capital values 
of common stock exercises an influence upon management 
not necessarily consistent with stockholder interests or public 
welfare. ”* 


Other similar statements are included throughout the analysis: 
> . 


* * * And, it is difficult to persuade labor to hold a wage 
line when it knows the generous manner in which officer- 
directors compensate themselves.” 

* * * It is felt that they have bearing upon steel prices, 
Unconscionably high payments to executives act as an im- 
petus to labor to seek higher wages.” 


The minority takes exception to any discussion of executive com- 
pensation by this subcommittee. Its development is reminiscent of 
chapter 6 entitled “The Effectiveness of High Incomes” from Dr. 
Blair’s book, Seeds of Destruction. 

The minority notes the extreme bias in the use of phrases such as 
“extraordinarily high payments by management to itself,” and ‘un- 
conscionably high payments to executives.”” These are value judg- 
ments completely beyond the scope of this subcommittee. 

The minority is unwilling to subscribe to any sweeping doctrine 
that the entire profit motive of our economy should be rejected as 
antisocial, or that it is contrary to the public interest for corporate 


22 Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly, pt. 2, pp. 213-214 
3 P,. 107. 

4% Ibid. 
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executives’ compensation to be “geared to’’ profits or dividends or 
capital values, that is to say, to results accomplished. It is not yet 
ready to abandon the “profit system,” which has brought about, and 
will continue to bring about, greater good for greater “numbers than 
any other system yet devised. 


The majority seeks to justify its line of reasoning by stating that: 


* * * An average compensation to each officer-director in 
a steel company of $468,000 in 1 year acts as a challenge, a 


red flag, to labor unions and individual laborers to seek all 
they can.” 


The minority strongly believes that, under normal conditions and 
if there were no labor “monopoly power, labor is entitled to seek all it 
can get in a competitive free-enterprise economy. The level of com- 
pensation labor receives is determined through collective bargaining, 
and it is naive for the majority to suggest that they would seek less 
if the level of executive compensation were lowered. Responsible 
union members recognize that the officers of labor unions themselves 
as compensated at a far higher level than the average union member. 

Only those who believe that all incomes should be leveled so that 
no one would receive a higher compensation than anyone else can 
accept the line of reasoning which is typified in the statements from 
the majority’s report referred to previously. 

The majority’s report charges that the compensation of officers and 
directors of the major steel producers is excessive. The minority 
notes the absence of any criteria by which to form such a judgment. 

No attempt is made to show whether executive compensation over 
the last generation has increased more rapidly than wages or the cost 
of living or income taxes or whether executive “take home” pay is 
not, in fact, less than it was, in an earlier period. 

If such compensation is related to corporate net income over a 
period of years, there is either little change or a descending trend, or 
if it is expressed i in relation to dividends, “there is a descending trend 
in every instance. 

The minority does not suggest that these are necessarily logical 
measures of the propriety of executive compensation. They are 
mentioned to show the lack of any criteria for the value judgments 
in the majority’s report. 

The minority takes exception to the inclusion of table 12 in the 
majority’s report.” This table lists the highest paid men in United 
States industry. This listing serves no useful purpose in the sub- 
committee’s study of monopoly. It is still another evidence of staff 
bias. Furthermore, the listing has no meaning as it is based on cash 
remuneration only. The individuals included and their ranking 
would undoubtedly be completely changed if other forms of remun- 
eration were included. 

The majority has also assumed the burden of attacking the use of 
stock options and bonus plans as a method of executive compensation. 
It condemns stock option and other executive compensation plans as 
based on a “long look’’ at the tax laws. - The minority notes that the 
Congress, in 1950, taking cognizance of the place which stock options 
have in the scheme of executive 1emuneration, specifically amended 
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the tax code to make such options possible. The report of the Com- 
mittee on Finance of the United States Senate on the bill that became 
the Revenue Act of 1950, among other things, said: 


(Stock options) are frequently used as incentive devices 
by corporations who wish to attract new management, to 
convert their officers into “partners” by giving them a stake 
in the business, to retain the services of executives who might 
otherwise leave, or to give their employees generally a more 
direct interest in the success of the corporation.* 


The minority believes that the Committee on Finance rather than 
this subcommittee has jurisdiction over matters relating to restricted 
stock-option plans as provided in the present internal revenue laws. 

Apparently the staff disapproves of stock options and seems to 
favor an alternative plan of executive compensation involving stock 
purchases. Once again the minority reiterates that such views are 
completely beyond the purview of this subcommittee under the rules 
of the United States Senate. 

The effort to show that stock options are inflationary is a further 
evidence of staff bias and disregard of obvious facts. The minority 
notes that during the period in which restricted stock options have 
been allowed under the Internal Revenue laws corporate profits have 
not increased in absolute dollars. Expressed as a percentage of the 
national income, they have declined by one-third. 

In its eagerness to suggest that stock options provide an incentive 
for management to raise prices, the staff ignores the fact that they 
provide an equal incentive to reduce costs. 

The minority notes that the responsible management of every 
business firm whether compensated through stock options, bonuses, 
or in any other manner, has the responsibility to seek the lowest ob- 
tainable cost and the highest gross income obtainable over the long 
run in order to maximize its profits. It would not be consistent with 
our competitive free-enterprise system for management deliberately 
to limit its profit according to some preconceived standard. Any 
management which attempted such a policy would default on its legal 
and economic obligations to its stockholders. 

The use of stock options does not introduce any new element into 
our economy. They merely provide additional incentive for manage- 
ment to fulfill its obligations. 

In its general disapproval of executive compensation plans based 
on results accomplished, the majority’s report discounts the effect of 
stockholder authorization on the ground that the stockholders, who 
own the corporation, apparently do not know how to take care of 
themselves. The majority does not suggest how executive compensa- 
tion plans could be authorized except by the boards of directors and 
stockholders of corporations, and ignores the rules of the SEC which 
require full disclosure in proxy statements and an opportunity for 
stockholders to vote either “yes” or ‘no” by written ballot. It 
ignores the fact that in many corporations the same compensation 
plan may have been authorized by its stockholders a dozen times. 

The majority’s report has unfortunately reflected personal prejudice 
against high incomes long evidenced by the staff. The minority takes 
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exception to the inclusion of such views in the report of this sub- 
committee. 
POINT XI 


After careful analysis of the testimony adduced at the hearings, the minor- 
ity finds that the position in the majority’s report that the frequency 
of vdentical price bidding on Government contracts suggests antitrust 
implications is erroneous and unfounded 

The majority’s report infers that there is great frequency of identity 
of price among steel producers in sealed bids to governmental agencies, 
and suggests that any identity of bids has sinister implications calling 
for antitrust action against the bidders. The report sets forth this 
conclusion : 


Therefore, it is evident that by either legal or illegal means, 
the steel industry has continued to preserve matched deliv- 
ered prices despite the present f. 0. b. mill pricing system, 
and under the present pricing formula the public will con- 
tinue to suffer the ills of identical bids, matched prices, and 
stifled competition.” 


The minority does not believe that the evidence in the record nor 
the majority’s analysis thereof supports any such conclusion. 

In the first place, there is no mystery about how identity of bids 
may occur, nor are there any sinister connotations to its occurrence. 
As shown by the record, steel is a standard product and the prices of 
all producers are generally known; and transportation costs from any 
producing point to any destination are also generally known. There- 
fore, each producer has no difficulty in determining what his competi- 
tion is likely to be, and he may quote his own mill or delivered price, 
or a price which will meet the lower delivered price of a competitor. 
Of course, he may also decide to bid lower than any competitor’s 
delivered price, but enough has been said herein about the majority’s 
view that each producer should always attempt to undercut everyone 
else. It may be added that a producer’s estimate of what is the lowest 
price he will have to meet may be wrong, and the evidence indicates 
that this appears to be a frequent occurrence. 

This whole matter was well explained in a letter to the subcommittee 
quoted by Mr. A. B. Homer, president of the Bethlehem Steel Corp. 
in his testimony and in a statement presented by the United States 
Steel Corp. Mr. Homer’s letter of October 11, 1957, contained this 
explanation: 


I assume that by matched bids to the Government by 
various manufacturers of steel products, you mean to refer to 
situations where two or more producers of a steel product 
have offered to sell it to the Government at the same price 
for delivery to the same place. I am advised that such 
instances are of infrequent occurrence, but when they do 
occur, I would suppose it was because (a) each steel producer 
generally knows his competitor’s f. o. b. mill price for a par- 
ticular product; (b) transportation .charges from producing 
mills to places of delivery to Government agencies are like- 
wise generally known; and (c) a producer who wishes to sub- 
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mit a bid to sell such a product to a Government agency caa 
therefore generally estimate approximately what his com- 
petitors will bid. In the light of those facts, it would not be 
surprising if in some instances competitor’s prices happened 
to be identical. 

In the case of a proposed bid to the Government where we 
can estimate, as described above, that our f. 0. b. mill price 
plus transportation charges would result in a delivered cost 
to the Government higher than would be the case if it bought 
elsewhere, we will, if we deem it desirable to obtain the busi- 
ness, quote on a delivered price basis which we estimate is not 
higher than could be obtained from a competitor.” 


The United States Steel Corp.’s statement entitled “Price Com- 
petition in Government Bidding” explained how it determines the 
prices it quotes to Government agencies as follows: 


In order to understand United States Steel’s competitive 
bidding on Government invitations, an explanation of the 
commercial considerations relating to such bidding appears 
to be desirable. 

Irrespective of whether bids are solicited by the Govern- 
ment agencies through advertisement or by negotiation, we 
ordinarily do not have ths opportunity to determine from the 
procurement official who our competitors are or to negotiate 
with contracting officers any reductions in our delivered 
prices that may be necessary to enable us to meet lower 
delivered prices offered by our competitors. However, this 
does not mean that we cannot evaluate with reasonable ac- 
curacy the competition we may have with respect to a par- 
ticular procurement. Past experience and published records 
of previous sealed bid openings will identify the likely bid- 
ders, the plants from which they may be expected to offer 
shipment, and the prices they have previously offered. 
This, in addition to our knowledge of the general market, the 
prices currently published or offered by those competitors. 
and the mode of transportation specified or normally required 
by the procuring agency will ordinarily enable us to deter- 
mine the prices they may reasonably be expected to quote. 
If, in the evaluation of the competitive aspects of a particular 
procurement, we find that a competitor is likely to offer a 
price which is lower than our own price, we will, if it is com- 
mercially desirable for us to do so, reduce our own delivered 
price by an amount which we believe will enable us to meet 
the competitor’s lower delivered price. 

This does not mean that we in all cases are able correctly 
to evaluate the competition which we actually do have with 
respect to a particular invitation for bids. 


Second, as to the extent of identical bidding—upon the basis of 
the evidence in the record and under all the circumstances, the 
minority believes that it is the infrequency rather than the frequency 
of identity of bids which is remarkable. 


30 Administered Prices, hearings before the Subcommittee on Antitrust and Monopoly, pt. 2, p. 639. 
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The evidence in the record consists of a description of 6 items in 
Government bid invitations presented by the subcommittee staff and 
a more complete analysis of 2 of those items contained in the United 
States Steel Corp.’s statement referred to above; and an analysis set 
forth in the same United States Steel Corp. statement of 66 bids, 
containing 711 bid items, sent out by Government agencies, together 
with comments thereon by the subcommittee staff. 

The majority’s report describes the six bid items, pointing out 
that on each item the price bid by the United States Steel Corp. 
was identical with that of a competitor, and concludes as follows: 


If the prices set forth in bids by the various producers are 
going to be identical to the thousandth of a cent per pound, 
it makes little difference from whom the buyers make their 
steel purchases. The country would be as well off having 1 
efficient company as having 10 so-called competing companies 
if the prices of all 10 of these companies will always E the 
same. 


Of course the inference is that all bids were identical, even though 
only the bids of the United States Steel Corp. and one competitor are 
set forth in the majority’s report. The complete analysis of two of 
these items by the United States Steel Corp. presents quite a different 
picture. These 2 items were part of an invitation by the Springfield 
Armory which contained 7 items. On most of the items, there were 
9 bidders, 6 of whom bid on both an f. o. b. and a delivered price 
basis. Of all of these bids, there were only two instances of identity 
between the bids of the United States Steel Corp. and a competitor, 
the 2 mentioned in the majority report’s description; and there were 
only 4 other instances of identity of bids between competitors. Fi- 
nally, in neither of the cases where the bids of the United States Steel 
Corp. and a competitor (Bethlehem Steel Corp.) were identical did 
either obtain the award—both went to the Youngstown Sheet & Tube 
Co. at lower prices. 

To the minority the handling of these data by the subcommittee 
staff appears to be a most flagrant example of distortion of fact by 
selection of evidence. The staff presentation in the hearings failed 
to mention the several other bids on the 2 items which were not iden- 
tical, including the award-winning lower bid, and ignored completely 
the 5 other items in the bid invitation which did not help to “make 
their case.”’ And even after the record was completed by the United 
States Steel Corp’s. statement, the majority’s report compounds the 
error by re-presenting the staff description, omitting even a reference 
to additional evidence in the record. 

With respect to the larger sample of 66 bids, the subcommittee 
staff was not able to employ the same tactics, since its analysis was 
predicated upon the prior presentation by the United States Steel 
Corp. Instead, an attempt was made to dilute the forceful evidence 
contained in this presentation by distorting the figures. 

The analysis in the majority’s report * is obviously sore on a 
letter addressed to the staff director on October 18, 1957, by Dr. 
John M. Blair.** This letter was an analysis of data contained in 
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the statement by the United States Steel Corp. referred to above,* and 
additional information supplied by the United States Steel Corp.** 
upon request of the subcommittee staff. 

The majority’s report said: 


Mr. Blough contends that 221 instances of identical bids 
by United States Steel and 1 or more competitors out of 
some 3,500 bids is less than 6.3 percent of all the bids made 
and a rather insignificant figure. This, however, is an in- 
correct correlation. The 221 instances of identical bidding 
by United States Steel and 1 or more competitors should be 
placed in relation to the 711 bid items. This shows that 
United States Steel and 1 or more of its competitors bid 
identically in 31 percent of the cases. Further, it should be 
pointed out that on 383 of the 711 bid items, or on over 53 
percent of the total bids, 2 or more competing producers bid 
identically to the thousandth of a cent per pound. There- 
fore, on only 46 percent of the bid items were there not 
instances of identical bidding. 


The majority’s own conclusion that on 46 percent of the bid items 
there were no instances of identical bids seems to the minority to 
establish that identical bidding is certainly no serious problem. Fur- 
thermore, the majority’s conclusion does not present the true picture, 
because it gives no weight to the nonidentical bids on the 383 bid items 
on which there was some identity of bids. And if the Springfield 
Armory invitation is a fair example as the majority implies, in many 
of the 383 cases one of the nonidentical bids was the low bid and cap- 
tured the award. This is a far cry from the majority’s thesis exempli- 
fied by the statement quoted previously that when there are ‘10 
so-called competing companies * * * the prices of all 10 of these 
companies will always be the same.”’ * 

The minority holds that an objective analysis of the testimony and 
record must produce the following conclusions: 

First, in the light of the explanations of how competing steel pro- 
ducers determine their bid prices from known facts, past experience, 
and business judgment, it would not be surprising to find a much 
higher incidence of price bid identity on Government bids than actually 
was shown by the record. 

Second, the evidence in the record with respect to price bids sub- 
mitted by competing steel producers on Government invitations com- 
pletely refutes the inference that there is any marked degree of identity 
among price bids to the Government by competing steel producers. 

The record clearly demonstrates the existence of free, open, and 
substantial competition among competing sellers on Government 
contracts. 

The suggestion in the majority’s report of possible illegal actions on 
the part of steel producers, therefore, is completely unfounded and 
unsupported by the record of these hearings. 

35 Ibid., pp. 956-959. 
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POINT XII 


After careful analysis of the testimon y adduced at the hearings, the 
minority finds that the position in the majority’s report that present 
pricing practices in the steel industry are a continuation of elaborate 
pricing systems historically used for the purpose of eliminating com- 
petition is erroneous and unfounded 


The majority’s report charges the steel industry with: 


* * * the historical use of elaborate pricing systems 
which have produced complete identity of delivered prices at 
any given point of destination, etc.® 


The majority’s report attempts to identify current steel pricing 
practices with so-called pricing systems that were abandoned years 
ago by all steel companies, and thus to convey the impression that 
steel companies are now violating the antitrust laws. 

The record does not support the charge that present pricing prac- 
tices in the steel industry are a continuation of elaborate pricing 
systems historically used for the purpose of eliminating competition. 

Chapter VIII of the majority’s report entitled “Steel Pricing and 
Antitrust Implications” is nothing more or less than a legal brief 
against the steel industry, replete with argumentative discussion, 
innuendoes, conclusions of law, and unfounded characterizations, but 
singularly lacking in evidence from the record to support the charges 
made or implied. In connection with point XI, the minority has 
indicated the manner in which the subcommittee staff, both in its 
presentation during the hearings and in the majority’s report, has 
selected certain evidence to support its ‘“‘case’”’ against the steel indus- 
try, and ignored the consider able body of evidence in the record tend- 
ing to weaken or destroy this ‘‘case.””’ Such tactics are representative 
of the entire chapter VIII of the majority’s report. In addition, there 
are many statements in that chapter which purport to be factual, but 
which find no support in the record, and which are merely a reflection 
of the preconceived views of the subcommittee staff. 

The majority’s report reviews a number of legal decisions involving 
the steel industry. After the Federal Trade Commission attacked 
the Pittsburgh- plus pricing system in the 1920’s, it is said, the steel 
industry increased the number of basing points and adopted— 


the uniform use of a pricing formula through which identical 
or matched delivered-price quotations at any given destina- 
tion could be automatic ‘ally arrived at with mathematical 
precision.*° 


The decision in the Cement Institute case in 1948, the majority states, 
was followed by a consent order in the steel Multiple Besing Point 
case requiring the steel producers to ‘“‘cease and desist” from collu- 
sively (1) fixing and maintaining prices, (2) quoting prices determined 
in accordance with a formula which produces identical prices, and 
(3) failing to quote prices f. 0. b. the plant of manufacture.“ 

Following this legal summary the majority’s report expresses the 
view that: 
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Although the Federal Trade Commission, in the Multiple 
Basing Point case, apparently believed that the quoting of 
f. 0. b. prices at the plant of manufacture of steel would 
produce price competition and ordered the cessation of col- 
lusive refusal to offer such prices, the expected competition 
has not been effected.” 
As support for this conclusion, the report continues: 


* * * Tnstead there is today marked uniformity of f. o. b. 
mill prices and delivered prices through freight absorption 
between producers, with resulting discrimination between 
customers of one producer, whether resulting from legal or 
illegal means used.“ 


Thus the conclusion that competition has not been effected is based 
solely on the fixed idea of the subcommittee staff, which the minority 
has noted before, that competition only exists if the prices of each 
seller are different from those of each other seller. 

A further attempt to attack present pricing by identifying it with 
long-abandoned selling practices is shown in the following passage from 
the majority’s report: 


* * * The elimination of price differences between sellers 
and some discriminations between buyers of steel found 
inherent in the Pittsburgh-plus pricing system adopted by 
United States Steel and its subsidiaries and in the subsequent 
“planned common course of action” in using the systematic 
multiple-basing-point prices continue to find expression in 
present-day steel pricing.“ 


The implication in the above is that historical pricing methods 
have continued in some form to the present day. The record does 
not contain evidence to support these descriptions or these character- 
izations of present steel pricing methods. While the pricing practices 
of the steel companies of a decade or more ago may have historical 
interest to those who were involved in past litigation concerning them, 
there is nothing in the record to indicate that they have any bearing 
on the present inquiry. In fact the only reference in the record to 
the multiple-basing-point system (other than Mr. Dixon’s legal 
summary) clearly demonstrates the irrelevancy of such material. 
A press release of the United States Steel Corp. dated July 8, 1948, 
records its abandonment of the basing point method nearly 10 years 
ago and its adoption of — 


* * * the method of announcing prices for steel products 
at the mill or shipping point, or, if the customer so desires, at 
delivered prices which reflect full transportation charges 
from shipping point to destination.” 


The record indicates that steel products are today sold at f. 0. b. 
mill prices. The majority concedes this difference from prior selling 
methods and some other points of difference, including the fact that 
now ‘freight costs actually reflect true freight tariffs.’’ However, 
they find similarities between the old and the new. 
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First, it is said that f. o. b. base prices and extras are substantially 
identical, and that “with f. o. b. prices being substantially identical, 
there is no price competition on an f. 0. b. basis so far as the customer 
is concerned.” #® Here we are back to the majority’s thesis that there 
is no competition unless prices are different. The minority has com- 
mented earlier on this strange concept. Since the majority concedes 
that ‘‘Under ordinary circumstances, producers must meet the lower 
prices of their competitors or go out of business.” “’ their idea of price 
competition would simply compel each steel producer always to under- 
cut the prices of his competitors. Obviously, such a practice would 
quickly bankrupt the steel industry. Also, it seems to the minority, 
such practices would result in discriminations between customers 
much more serious than those which it is claimed now exist. 

The second similarity to basing point pricing asserted by the 
majority’s report is that freight absorption is regularly and syste- 
matically practiced. The two quotations which follow are illustrative: 


Although each producer offers to sell f. 0. b. its mills, each 
producer follows the stated practice of equalizing its freight 
costs with the freight costs of the nearest producer to a given 
customer. 

Neither is there price competition so far as a customer is 
concerned if the customer desires to purchase steel products 
on a delivered-price basis, in that, under ordinary circum- 
stances, it appears that each steel producer readily absorbs 
freight in order to match identically the delivered price of 
the nearest producer to the customer.” 


Again we find the emphasis on identity of price, and, in addition, 
a new element—freight absorption. It is well known that a group of 
lawyers and economists on the staff of the Federal Trade Com- 
mission—no doubt including the authors of the staff report adopted 
by the majority, Mr. Dixon and Dr. Blair—have for years contended 
that uniform f. 0. b. mill pricing (by which they mean a single price 
at each mill with no freight absorption) is the only fully competitive 
and nondiscriminatory form of pricing between sellers at different 
locations. In furtherance of this concept, members of this group have 
endeavored to force the adoption of uniform f. 0. b. mill prices by the 
outlawing of freight absorption through court orders or act of Congress. 
Proposed legislation to outlaw freight absorption has failed of adop- 
tion, and the courts have refused to condemn freight absorption as 
such. Even the Federal Trade Commission itself has rejected their 
position—a notable instance being the case referred to by the majority 
as the steel Multiple Basing Point case. The cease and desist order 
in this case contains the provision that: 


The Federal Trade Commission is not acting to prohibit 
or interfere with delivered prices or freight absorption as such 
when innocently and independently pursued, regularly or 
otherwise, with the result of promoting competition.™] 


It is quite understandable that the majority’s report would make no 
mention of this provision, directly in conflict with the majority’s 
views, in describing the Multiple Basing Point case. 
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A fundamental reason for the inability of members of the Sub- 
committee staff to impose on American business and industry their 
theoretical concepts of competitive pricing is found in the Interim 
Report on a Study of Federal Trade Commission Pricing Policies 
made by the Senate Committee on Interstate and Foreign Commerce 
of the 8lst Congress, dated March 11, 1949. This report states the 
views of a subcommittee advisory council, consisting of businessmen, 
union leaders, farm leaders, representatives of chambers of Commerce 
and economists from leading universities, as follows: 


Competition heretofore characteristic of business cannot 
continue under adoption of required f. o. b. mill pricing 
policies. Inability to absorb freight to enter a broader 
market insures to the local producer a localized monopoly 
free from outside competition. Each unit will enjoy 
greater monopolistic aspects. No incentive to reduce costs 
and increase efficiency is more impelling than keen com- 
petition. The reduction of this competitive urge will 
doubtlessly result in higher costs which the local supplier 
will pass on in higher prices to the consumer in his freight 
advantage market.®! 


In the face of repeated rebuffs by the courts, Congress and the 
Federal Trade Commission, this group of Federal Trade Commission 
lawyers and economists have within the past few years modified 
their position to the extent that they now say they oppose freight 
absorption only when it is “regularly and systematically” practiced 
“in order to match the price” of the nearest competitor. However, 
whenever freight absorption exists in actual practice, it seems that 
they invariably assume that it is “regularly and systematically”’ 
practiced solely for the purpose of ‘‘matching prices,” and therefore 
to be condemned. 

The views and practices of this group now find expression through 
Mr. Dixon and Dr. Blair in the two passages quoted previously and 
in the following passage from the majority’s report: 


Under the present-day f. 0. b. method of quoting and 
selling steel products, it can readily be seen that each pro- 
ducer, under ordinary economic conditions has advantages 
over its competitors only in a limited geographic area to the 
extent that is has actual freight advantage. Except in cases 
of short supply, it appears that each steel producer, in selling 
outside of its freight-advantage territory, regularly and 
systematically absorbs freight in order to match the delivered 
price of its nearest competitor to the customer.” 


The minority find no evidence in the record that steel producers 
regularly and systematically absorb freight charges. Nor does the 
minority believe that there is any justification for characterizing the 
absorption of freight as being done “in order to match” the delivered 
price of a competitor. Freight absorption is nothing more than 
competing for business at the point where competition exists; namely, 
the place where the customer requires the products. 
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In the opinion of the minority, the statements in the majority’s 
report with respect to freight absorption merely reflect the precon- 
ceived, biased views of the subcommittee staff, and are made for the 
obvious purpose of imputing the use of illegal methods in the quotation 
of delivered prices. 

The attempt of the majority to liken present day steel pricing to 
historical pricing methods long abandoned rests entirely upon two 
factors—the existence of freight absorption, and the occurrence of 
identity of prices. 

The minority have already pointed out that the cease-and-desist 
order in the Multiple Basing Point case specifically provides that it 
does not seek to prevent freight absorption. This order also con- 
templates that identity of price may exist without unlawful implica- 
tions, as indicated in the following provision: 


The Federal Trade Commission is not considering evidence 
of uniformity of prices or any element thereof of two or more 
sellers at any destination or destinations alone and without 
more as showing a violation of law.® 


It seems to the minority that both of these factors are not only 
consistent with competition, but are indeed necessary circumstances 
to the existence of competition. 

The minority therefore believes that the majority’s report fails 
completely in its attempt to impute illegality in current steel pricing 
by comparison with prior pricing practices. 


IV. Minoriry Conc.usions 


The minority is greatly concerned with the attitude toward Amer- 
ican business expressed in the majority’s report. This subcommittee 
has been entrusted with the consideration of vital issues which affect 
the economic strength of our country. 

The Sherman Act was enacted into law in 1890 by a Republican 
Congress, and it was approved by a Republican President. During 
the intervening 68 years it has been supported by both political 
parties. It provides a charter to insure free competitive private 
enterprise in the United States. 

Operating under this philosophy, we have achieved not only high 
material standards of living for our people, but in addition our indus- 
trial strength has advanced the cause of freedom throughout the 
world. 

During these 68 years, there have been frequent attempts to identify 
bigness with monopoly. The Congress and the courts have clearly 
indicated that bigness per se is not undesirable; in fact it is essential 
in every modern industrial society. 

At this particular juncture in world history, as we enter the space 
age, large industrial concerns who are able to conduct the research 
engineering and development work essential to our safety and sur- 
vival, are more necessary than ever before. 

The majority’s report presents a picture of stagnation, unemploy- 
ment, unused facilities and a maldistribution of income, which can 
only give comfort to those who wish to see American private enter- 
prise supplanted by some form of state socialism. 
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The minority notes that the President, in his Economic Report 
submitted to the Congress on January 20, 1958, showed that our 
gross national product in 1957 had ac hieved a record high level 
expressed in terms of dollars with constant purchasing power. 

Furthermore, an examination of the individual components of the 
gross national product again expressed in constant dollars also shows 
a new high level for personal consumption expenditures. 

There are 32 million more American citizens now than at the end 
of World War II. Facilities to provide these additional citizens with 
jobs, homes, and modern conveniences have been produced through 
private investment. 

It is generally conceded that American industry provided the 
materiel for victory in World War II and again during the Korean 
emergency. 

A reader of the majority’s report would never realize that the 
American economy had produced these record results during and 
since World War II. 

It should be noted that the steel industry has contributed to the 
dynamic growth of America by increasing its capacity more than 40 
percent since 1947. In other words, an operating rate of 70 percent 
today is equivalent to a rate of 100 percent a decade ago. This fact 
puts in better perspective the majority’s criticism that steel prices 
increased at a time when facilities were not operating at 100 percent 
of capacity. When any industry is operating at 100 percent of 
capacity, it is obvious that there is no cushion to take care of any 
emergency. 

The majority has unfortunately adopted the concepts of the staff 
which imply that bigness per se should be condemned, and that 
success achieved through honest competition should be penalized. It 
casts aspersions on the earnings of companies and individuals. The 
American economy is an incentive economy in which profits and 
individual reward provide motivation. 

The minority has long observed that at international conferences, 
the Soviet Union and its satellites have used documents produced by 
our own Government to embarrass United States representatives. 
A review of the debates in the United Nations Economic and Social 
Council amply documents this statement. 

Many American firms have encountered unwarranted difficulties in 
their operations abroad, because the Communist bloc was successful 
in phate large American firms as cartels and American monopolies, 
even though there is no justification for such a characterization. 

Every Member of the Congress has a responsibility in terms of our 
national welfare to avoid exaggeration, partisan statements, and 
criticism not supported by the evidence developed i in committee hear- 
ings or otherwise in the preparation of congressional reports. Every 
congressional report may become an official Government document. 

The minority regrets that the majority has accepted the unwar- 
ranted and prejudiced assumptions of the staff in the preparation of its 
views. It is satisfied that they have unwittingly provided propaganda 
which may be used to our national detriment. 


Everett McKinirty Dirksen 








INDIVIDUAL VIEWS OF SENATOR ALEXANDER WILEY 

(1) The jurisdiction of the Antitrust Subcommittee is to discover 
violations of the antitrust laws and to determine whether those laws 
should be amended. 

(2) This subcommittee has no jurisdiction to determine what the 
price of steel should be. 

(3) Nor has the subcommittee jurisdiction to say what the wage 
level in the steel industry should be. 

(4) The evidence before the Antitrust Subcommittee does not dis- 
close any conspiracy or other violation of the antitrust laws by the 
steel companies. 

(5) Nor does the evidence in the record prove that the steel business 
is a monopoly. There are many steel companies in the industry and 
the United States Steel Corp. does not sell more than about one-third 
of the steel manufactured. When the antitrust suit was brought 
against the Aluminum Corporation of America, that company had 
full and absolute control of the aluminum industry. Whether price 
leadership in an industry where there are a few big concerns is an evil, 
and what can be done about it if it is, is one of those questions which 
only the combined thinking of all men of good will can solve. It is 
not in my judgment a matter for legislative enactment, at least at the 
present time. 

(6) The issue whether labor is or is not a monopoly is not before our 
subcommittee. 

(7) Increasing production of steel for an available market would 
help everyone concerned, those receiving wages, those receiving profits, 
those buying products, and also the Federal Government which col- 
lects a 52-percent corporate income tax on the profits of the steel 
companies. Increased confidence can go far toward increasing pur- 
chases and i increasing production. 

ALEXANDER WILEY. 
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85TH CONGRESS SENATE REPORT 
No. 1388 


2d Session 


REVISING AND MODERNIZING THE FISH AND GAME 
LAWS OF THE DISTRICT OF COLUMBIA, AND FOR OTHER 
PURPOSES 


Marca 13, 1958.—Ordered to be printed 


Mr. Morse, from the Committee on the District of Columbia, sub- 
mitted the following 


REPORT 


{To accompany §. 532] 


The Committee on the District of Columbia, to whom was referred 
the bill (S. 532) to revise and modernize the fish and game laws of 
the District of Columbia, and for other purposes, after full considera- 
tion, report favorably thereon with an amendment and recommend 
that the bill as amended do pass. 

The amendment is as follows: 

Strike all after the enacting clause and insert in lieu thereof the 
following: 


That the Commissioners are authorized to restrict, prohibit, regulate, and control 
hunting and fishing and the taking, possession and sale of wild animals in the 
District: Provided, That nothing herein contained shall authorize the Commis- 
sioners to impose any requirement for a fishing license or fee of any nature what- 
soever: Provided further, That nothing herein contained shall authorize the 
Commissioners to prohibit, restrict, regulate, or control the killing, capture, pur- 
chase, sale, or possession of migratory birds as defined in regulations issued pur- 
suant to the Migratory Bird Treaty Act of July 3, 1918, as amended (16 U.5. C. 
703-711) and taken for scientific, propagating, or other purposes under permits 
issued by the Secretary of the Interior: And provided further, That nothing herein 
contained shall authorize the Commissioners to prohibit, restrict, regulate or 
control the sale or possession of wild animals taken legally in any State, Territory 
or possession of the United States or in any foreign country, or produced on a game 
farm, except as may be necessary to protect the public health or safety. As used 
in this section the term “wild animals’ includes, without limitation, mammals, 
birds, fish, and reptiles not ordinarily domesticated. 

Sec. 2. Authorized officers and employees of the Government of the United 
States or of the government of the District of Columbia are, for the purpose of 
enforcing the provisions of this Act and the regulations promulgated by the 
Commissioners under the authority of this Act, empowered, during business 
hours, to inspect any building or premises in or on which any business, trade, 
vocation or occupation requiring a license or permit is carried on, or any vehicle, 
boat, market box, market stall or cold-storage plant. No person shall refuse to 
permit any such inspection. 
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Sec. 3. (a) All rifles, shotguns, amnaunition, bows, arrows, traps, seines, nets, 
boats, and other devices of every nature or description used by any person within 
the District of Columbia when engaged in killing, ensnaring, trapping, or capturing 
any wild bird, wild mammal or fish contrary to this Act or any regulation made 
pursuant to this Act shall be seized by any police officer upon the arrest of such 
person on a charge of violating any provision of this Act or any regulations made 
pursuant thereto, and be delivered to the Commissioners. If the person so ar- 
rested is acquitted, the property so seized shall be returned to the person in whose 
»ossession it was found. If the person so arrested is convicted, the property so 
seized shall, in the discretion of the court, be forfeited to the District of Columbia, 
and be sold at public auction, the proceeds from such sale to be deposited in the 
Treasury to the credit of the District of Columbia. If any item of such property 
is not purchased at such auction, it shall be disposed of in accordance with regu- 
lations prescribed by the Commissioners, 

(b) If any property seized under the authority of this section is subject to a lien 
which is established by intervention or otherwise to the satisfaction of the court 
as having been created without the lienor’s having any notice that such property 
was to be used in connection with a violation of any provision of this Act or any 
regulation made pursuant thereto, the court, upon the conviction of the accused, 
may order a sale of such property at public auction. The officer conducting such 
sale, after deducting proper fees and costs incident to the seizure, keeping, and 
sale of such property, shall pay all such liens according to their priorities, and such 
lien or liens shall be transferred from the property to the proceeds of the sale 
thereof. 

Sec. 4. (a) Any person convicted of violating any provision of this Act, or any 
regulation made pursuant to this Act, shall be fined not more than $300 or im- 
prisoned not more than 90 days, or both. 

(b) Prosecutions for violations of this Act, or the regulations made pursuant 
thereto, shall be conducted in the name of the District of Columbia by the Corpora- 
tion Counsel or any of his assistants. 

Sec. 5. (a) The Secretary of the Interior and the Commissioners, respectively, 
are authorized to delegate any of the functions to be performed by them under 
the authority of this Act. 

(b) The Commissioners are authorized to make such regulations as may be 
necessary to carry out the purpose of this Act: Provided, That any regulations 
issued pursuant to this Act shall be subject to the approval of the Secretary of 
the Interior insofar as they involve any areas or waters of the District of Columbia 
under his administrative jurisdiction. 

(c) As used in this Act the word ‘‘Commissioners’’? means the Commissioners 
of the District of Columbia or their designated agent or agents, and the words 
“Secretary of the Interior’? mean the Secretary of the Interior or his designated 
agent or agents, 

Sec. 6. Nothing in this Act or in any regulation promulgated by the Commis- 
sioners under the authority of this Act shall in any way impair the existing 
authority of the Secretary of the Interior to control and manage fish and wildlife 
on the land and waters in the District of Columbia under his administrative 
jurisdiction. 

Sec. 7. Section 902 of the Act approved March 3, 1901 (31 Stat. 1336) as 
amended (title 22, sees. 1607 and 1703, D. C. Code, 1951 edition), is amended to 
read as follows: 

“Sec. 902. PENALTIES.—Any person who shall violate any provision of the 
preceding section shall for each such offense be fined not more than $300 or 
imprisoned not more than ninety days, or both.” 

sec. 8. The following Acts or parts of Acts are repealed: 

(a) Sections 896, 897, 898, 899, 900, and 903 of the Act approved March 3, 
1901 (31 Stat. 1335, 1336), as amended (title 22, secs. 1601, 1602, 1604, 1605, 1606, 
and 1608, D. C, Code, 1951 edition) ; 

(b) Sections 1, 2, 3, 4, 5, 6, 7, 8, and 9 of the Act approved March 3, 1899 
(30 Stat. 1012), as amended (title 22, secs. 1609-1620, D. C. Code, 1951 edition); 

(c) Sections 1, 2, 3, and 5 of the Act approved June 30, 1906 (34 Stat. 808), 
as amended (title 22, sees. 1621—1624, D. C. Code, 1951 edition); 

(d) Sections 1 through 3 of the Act approved December 18, 1919 (41 Stat. 368; 
title 22, sees. 1625-1627, D. C. Code, 1951 edition); and 

(e) Sections 1 through 4 of the Act approved March 3, 1927 (44 Stat. 1379; 
title 22, sec. 1603, D. C. Code, 1951 edition). 

Sec, 9. This Act shall take effect on the 180th day following the approval 
thereof. 
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The purpose of this bill is to authorize the Board of Commissioners 
of the District of Columbia to promulgate appropriate regulations to 
revise and modernize the fish and game laws of the District of 
Columbia. 

During hearings on this measure, it became increasingly evident 
from the testimony that the detailed enactment of such legislation by 
the Congress on a piecemeal basis would consume the time of 
Congress to a degree disproportionate to the importance of the subject 
matter. The Commissioners in their report on the bill stated in part: 


Notwithstanding the foregoing recommendation for favor- 
able action on the bill the Commissioners feel that a desirable 
alternative would be the enactment of legislation giving the 
Commissioners legislative power to des al with the subject, 
thereby making it unnecessary for Congress from time to 
time to consider changes in the law. 


The Subcommittee on Public Health, Education, Welfare, and 
Safety directed the Commissioners to prepare draft legislation incor- 
porating this concept. The Commissioners, after conferring with 
officials of the Department of Interior and other interested groups, 
submitted the language of the amendment to the committee. A 
letter dated March 6, 1958, from the Department of Interior is here- 
with made a part of the report. 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., March 6, 1958. 
Hon. ALAN Bip 
(Sermen. i Ci iiaiiei on the District of Columbia, 
United States Senate, Washington, pC. 

Dear SENATOR Bisie: Your committee has requested ihe views of 
this Department concerning a committee print, dated January 15, 
1958, of S. 532, to revise and modernize the fish and games laws of the 
District of Cottintta and for other purposes. 

We are agreeable to the enactment of this proposed legislation in 
the form of the committee print. 

We concur in the desirability of revising the fish and game laws of 
the District of Columbia as provided by this bill. We have discussed 
various provisions of this measure with representatives of the District 
of Columbia and believe we are in agreement that its provisions will 
form a satisfactory basis for ‘the efficient management of fish and game 
resources of the District of Columbia. 

We have been advised by the Bureau of the Budget that there is 
no objection to the submission of this report to your committee. 

Sincerely yours, 
Ross LEFFLER, 
Assistant Secretary of the Interior. 


SECTION-BY-SECTION ANALYSIS 


Section 1 provides the Commissioners of the District of Columbia 
with authority to restrict, prohibit, regulate, and control hunting and 
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fishing and the taking, possession, and sale of wild animals in the 
District under the followimg restrictions: 

(1) No fee for fishing license may be imposed; 

2) The authority of the Secretary of Interior, under the 
Migratory Bird Treaty Act of July 3, 1918, as amended, may 
not be impaired; and 

(3) Fish and game legally acquired 1 in other jurisdictions are 
not subject to the proposed legislation, exe nied as may be necessary 
to protect the public health or safety. 

Section 2 empowers authorized officials of the United States or the 
District governments to inspect, during business hours, locations 
where licenses to operate are required. 

Section 3 empowers the District to seize equipment used by indi- 
viduals in contravention of the regulations issued under the proposed 
act, pending trial. If the individual were to be acquitted the equip- 
ment is returned; if he were to be convicted the equipment would be 
forfeit and might be sold or otherwise disposed of. Subsection (b) of 
this section relates to lawful liens on such equipment and establishes 
procedures for satisfying such liens. 

Section 4 establishes penalties for violation of the proposed act, or 
regulations issued under it, of a fine of not more than $300 or imprison- 
ment for net more than 90 days, or both, and designates the Corpora- 
tion Counsel or his assistants to prosecute such cases as may arise. 

Section 5 authorizes the Commissioners to issu¢ regulat ions to 
carry out the intent of the proposed act with a safeguard provision, 
pertaining to the Secretary of the Interior, in areas under his juris- 
diction by singh, that the Secretary must approve regulations 
which impinge upon such areas. This section also permits both 
the Commissioners and the Secretary to delegate the functions vested 
in them by the proposed measure. 

Section 6 provides that nothing in the proposed act or regulations 
issued under it shall impair existing authority of the Secretary of 
Interior to control and manage fish and wildlife falling within his 
administration. 

Section 7 conforms existing law (31 Stat. 1336 as amended) to the 
penalty provisions of section 4. 

Section 8 repeals legislation in conflict with the proposed act. 

Section 9 provides for an effective date. 

The committee is advised that the enactment of this proposed 
legislation will result in no appreciable increased cost to the District. 


CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law in the bill, as reported, are 
shown as follows (existing law proposed to be omitted is enclosed in 
black brackets, new matter is printed in italics, existing law in which 
no change is proposed is shown in roman): 


(31 STAT. 1336) 
Sec. 901. Deposits or DeLerertous Matrrrer.—No person shall 


allow any tar, oil, ammoniacal liquor, or other waste products of any 
gas works or works engaged in using such products, or any waste 
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product whatever of any mechanical, chemical, manufacturing, or 
refining establishment to flow into or be deposited in Rock Creek or 
the Potomac River or any of its tributaries within the District of 
Columbia or into any pipe or conduit leading to the same. 

Sec. 902. Penattres.—Any person who shall violate any [of the 
provisions of the six next preceding sections shall be fined for each and 
every such offense not less than ten dollars nor more than one hundred 
dollars, and in default of payment of fine shall be imprisoned for a 
period not exceeding six months; and any officer or other person 
securing such conviction shall be entitled to and receive one-half of 
any fine or fines imposed upon and paid by the party or parties 
adjudged guilty] provision of the preceding section shall for each such 
offe nse be fined not more than $ $300 or imprisoned not more than ninety 
days, or both. 

[Sec. 896. Ner Fisaine 1n Potomac River, AND so Forta.—It 
shall not be lawful for any person to fish with fyke-net, pound-net, 
stake-net, weir, float-net, gill-net, haul-seme, dip-net, or any other 
contrivance stationary or floating, in the waters of the Potomac 
River and its tributaries within the District of Columbia: Provided, 
That this section shall not be construed to prevent the use of barrel- 
nets or pots for the catching or killing of eels or prevent the United 
States Commissioner of Fisheries or his agents from taking from said 
waters, in any manner desired, fish of any kind for scientific purposes 

for purposes of propagation, and that nothing herein contained 
shall apply to persons employed in catching young catfish, smelt, 
chub, bull minnows, and crayfish for use as bait in fishing with hook 
and line: Provided further, That any person engaged in taking such 
catfish, smelt, chub, bull minnows, and crayfish shall first have 
procured a written permit from the said Commissioner of Fisheries to 
take such bait for hook-and-line fishing. J] 


(32 Srat. 536) 


[Sec. 897. Bass..—That no person shall catch or kill in the waters 
of the Potomac River or its tributaries within the District of Columbia 
any black bass (otherwise known as green bass and chub), crappie 
(otherwise known - calico. bass and strawberry bass), between the 
ist day of April and the 29th of May of each year, nor have in pos- 
session or expose for sale any of said species of fish at any other time 
during the year except by angling, nor catch nor kill any of the 
aforesaid species by what are known as out lines or trot lines, having 
& Succes 310n Ot | ooks or devices. J 


(58 Strat. 103) 


[Sec. 898. Saap or Herrine.—It shall be unlawful for any per- 
son to have in possession or expose for sale in the District of Columbia, 
between the 10th day of June and the 30th day of November, both 


inclusive, in any year, any fresh fish of the shad or herring species.] 


(59 Strat. 588) 


[Sec. 899. Smatt Srripep Bass.—It shall be unlawful for any 
person, prior to July 1, 1947, to offer for sale, to expose for sale, or 
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to sell, in the District of Columbia, at any time during the year, any 
striped bass, locally called rockfish, which is less than eleven inches 
in length (measured from the tip of the nose to the tip of the tail), 
and it shall be unlawful for any person, on or after July 1, 1947, to 
offer for sale, to expose for sale, or to sell, in the District of Columbia, 
at any time during the year, any striped bass, locally called roc kfish, 
which is less than twelve inches in length (measured from the tip of 
the nose to the tip of the tail).J 


(31 Star. 1336) 


[Sec. 900. Use or Exp.iosives, AND so Fortu.—lIt shall be unlaw- 
ful for any person to catch or kill in the waters of the Potomac River 
or its tributaries within the District of Columbia any fish by means 
of explosives, drugs, or poisons. J 


(32 STaT. 536) 


[Src. 903. That all nets, boats, or other contrivances, the property 
of any person or persons convicted under the provisions of this Act 
shall be confisc see to the District of Columbia, and the same shall 
be sold at public auction to the highest bidder, by the property clerk 


of said riety und the proceeds therefrom be deposited with the 
collector of taxes, as are other District revenues. ] 


(30 Stat. 1012; 31 Strat. 1091 


[That no person shall kill, expose for sale, or have in his or her 
possession, either dead or alive, any partridge, otherwise quail, be- 
tween the fifteenth day of March and the first day of November, 

nder a pe nalty re five doll ars for each partridge, otherwise quail, 


} 


killed, expose -d for sale, or had in his or her possession, either dead or 


ilive, and in default thereof to be imprisoned in the workhouse for a 


period not less than thirty days nor more than six months. 

[That no person shall kall, expose for sale, or have in his or her 
pe yssession, either dead or alive, any woodcock between the first day 
of January and the first day of July, under a penalty of five dollars 
for each woodcock killed, exposed for sale, or had in his or her posses- 
sion, either dead or alive, and in default thereof to be imprisoned in 
the workhouse for a period not less than thirty day s nor more than six 
months. 

PThat no person shall expose for sale or have in his or her possession 
either dead or alive, any prairie chicken, gay ing Di inated grouse, 
between the fifteenth day of March a: nd » first day o! September, 
under a penalty of five dollars for each prairie chicken, otherwise 
pinnated grouse, exposed for sale, or had in his or her possession, 
either dead or alive, and in default thereof to be imprisoned in the 
meaichivieke for a period not less than thirty days nor more than six 
months. 

[That no person shall kill, expose for sale, or have in his or her 
possession, _ r dead or alive, any wild turkey or ruffed grouse, 
otherwise known as pheasant, between the twenty-sixth day of Decem- 
ber and the first day of November, except the English, rink-neck or 
other pheasants of foreign origin hatched and raised in farm poultry 
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inclosures, under a penalty of five dollars for each wild turkey or ruffed 
grouse, otherwise known as pheasant, killed, exposed for sale, or had 
in his or her possession, either dead or alive, and in default thereof to 
be imprisoned in the workhouse for a period not less than thirty days 
nor more than six months. 

[That no person shall kill, expose for sale, or have in his or her 
possession, either dead or alive, any squirrel or rabbit except the species 
known as the English rabbit, Belgian hare, between the first day of 
February and the first day of November, under a penalty of two dol- 
lars for each squirrel or rabbit killed, exposed for salé, or had in his 
or her possession either dead or alive, ‘and in default thereof to be im- 
prisoned in the workhouse for a per iod not less than fifteen days nor 
more than three months. 

[That no person shall kill, expose for sale, or have in his or her 
possession, either dead or alive, any wild duck, wild goose, brant, 
snipe, or plover between the first day of April and the first day of 
September, under a penalty of five dollars for each wild duck, wild 
goose, grant, snipe, or plover killed, exposed for sale, or had in his or 
her possession, either dead or alive, and in default thereof to be im- 
prisoned in the workhouse for a period not less than thirty days nor 
more than six months. 

[That no person shall kill, expose for sale, or have in his or her 
possession, either dead or alive, any water-rail or ortolan, reed bird 
or rice-bird, marsh blackbird, or other game bird not pre viously m men- 
tioned, between the first day of February and the first day of Sep- 
tember, under a penalty of two dollars for each water-rail or ortolan, 
reed bird or rice-bird, marsh blackbird, or other game bird not previ- 
ously mentioned, killed exposed for sale, or had in his or her possession, 
either dead or alive, and in default thereof to be imprisoned in the 
workhouse for a period not less than fifteen days nor more than six 
months. 

[Sec. 2. That no person shall expose for sale or have in his or her 
posse ‘ssion any deer meat or venison, between the first day of January 
and the first day of September, under a penalty of ten dollars for such 
exposure for sale or having in possession, and the forfeiture of all such 
deer meat or venison to the officer making the arrest, who shall destroy 
the same; and, in default of fine, to be imprisoned in the workhouse for 
a period not exceeding sixty days 

[Sec. 3. That for the purposes of this Act the following only shall 
be considered game birds: The Anatidae, commonly known as swans, 
geese, brant, river and sea ducks; the Rallidae, commonly known as 
rails, coots, mud hens, and gallinules; the Limicolae, commonly known 
as shore birds, plovers, surf birds, snipe, woodcock, sandpipers, tatlers, 
and curlews; the Gallinae, commonly known as wild turkeys, grouse 
prairie chickens, pheasants, partridges, and quails, and the species of 
Icteridae, commonly known as ms arsh blackbirds and reed birds or 
rice birds. 

[That no person shall catch, wae for sale, or have in his or her 
possession, living or dead, any wild bird other than a game bird, 
Knglish sparrow, crow, Cooper’s hawk, sharpshinned haw k, or r gre at 
horned owl; nor rob the nest of any such wild bird of eggs or eam 
nor destroy such nest except in the clearing of land of trees or brush, 
under a penalty of five dollars for every such bird killed, caught, 
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exposed for sale, or had in his or her possession, either dead or alive, 
and for each nest destroyed, and in default thereof to be imprisoned 
in the workhouse for a period not exceeding thirty days: Provided, 
That this section shall not apply to birds or eggs collected for scientific 
purposes under permits issued by the superintendent of police of the 
District of Columbia in accordance with such instructions as the 
secretary of the Smithsonian Institution may prescribe, such permits 
to be in force for one year from date of issue and nontransferable. 

{That no person shall trap, net, or ensnare any waterfowl or other 
wild bird (except the English sparrow), or have in his or her possession 
any trap, snare, net, or illuminating device for the purpose of killing or 
capturing any such bird, under penalty of five dollars for each water- 
fowl or other wild bird (except the English sparrow) killed or captured, 
and in default thereof to be imprisoned in the workhouse not exceeding 
thirty days: Provided, That this section shall not apply to birds or 
animals stuffed heretofore, or to birds or animals thereafter killed 
in open season and subsequently stuffed. 

[Src. 4. That no pereene shall kill or shoot at any wild duck, wild 
goose, brant, or wild bird in the nighttime; nor kill or shoot at any 
wild duck, wild goose, wild brant, or wild bird with any other firearm, 
gun, or device than such as are habitually raised at arm’s length and 
fired from the shoulder, under a penalty of five dollars for each wild 
duck, wild goose, wild brant, or wild bird killed, and in default thereof 
to be imprisoned in the arkladane for a period not exceeding thirty 
days; and the further penalty of twenty dollars for having any fire- 
arm, gun, or device other than the gun habitually used at arm’s 
length, in possession, for the purpose of violating the provisions of this 
chapter, and, in default, to be imprisoned in the workhouse for 4 
period not exceeding ninety days. 

[Sec. 5. That to carry out the provisions of this chapter, any 
police officer, game warden having police authority, or health officer, 
in the District of Columbia, with sworn information presented to such 
officer or warden, is authorized and empowered to thoroughly inspect 
any house, boat, market or stall, cold storage, or other plac » of 
whatever character or kind, where he nay believe game, meats, or 
birds, as heretofore mentioned in said sections, may be stored or 
kept; and any proprietor, agent, e nployee, or other person re fi ising 

permit such inspection shall be deemed guilty of interference with 
the police, and, upon conviction th: efor, be fined not more than one 
hundred dollars nor less than twenty-five dollars, and, in default of 
such payment, to be imprisoned in the United States jail not exceeding 
ax no! ths. 

[Se c. 6. That any person who shall knowingly trespass on the lands 
of another » for the fright of shooting or hunting thereon, after due 
notice by the owner or occupant of lands, shall be liable to such owner 
or occupant in comeiaee damages to an amount not exceeding one 
hundred dollars. That notice shall be given by erecting and main- 
taining signboards, at least eight by twelve inches in dimensions, on 
the borders of the aes and at least two such signs for every 
fifty acres; and any pers who shall mal iciously tear down or in 
any manner deface or injure any of such signboards shall be liable 
to a penalty of not less than five dollars for each and every signboard 
so torn down, defaced, or injured ; and, in default, to be imprisoned 


for a period not exceeding thirty days in the Gaons. 
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[Sec. 7. That there shall be no shooting, or having in possession 
in the open air the implements for shooting, on the first day of the 
week, called Sunday, except to transport said implements within or 
without the District of Columbia; and any person violating the pro- 
visions of this section shall be liable to a penalty of not more than 
twenty dollars for each offiense. 

[Sec. 8. That wherever in this Act, possession of any birds, fowls, 
or meats is prohibited, the fact that the said birds, fowls, or meat 
were killed or captured outside the District of Columbia shall consti- 
tute no ae for such possession. 

[Sec. 9. That any officer or other person securing the conviction 
of any v ol ator of any of the provisions of sections 22—1609 to 22-1620, 
in the police court or other court of the District of Columbia, shall 
receive one-half of any fine which may be imposed and paid for such 
violation, and prosecution shall be brought in the name of the District 
of Columbia.J 

(34 Srat. 808) 


[That no person shall at any time or at any place in the District 
of Columbia kill, or attempt to kill, any game bird or any other wild 
bird whatever, except the English sparrow, under a penalty of five 
dollars or imprisonment in the workhouse for not more than six months, 
or both, for each bird killed or for each attempt as aforesaid: P rowided, 
That landowners or tenants may, under special written permit from 
the superintendent of the Metropolitan police, shoot or kill crows 
Cooper hawks, sharp-shinned hawks, and great horned owls found 
destroying crops or poultry on their premises, 

[Sxec. 2. That no person shall at any time or at any place in the 
District of Columbia tr: ap, catch, kill, injure, pursue, or attempt to 
trap, catch, kill, injure, or pursue any squirrel or any chipmunk, or 
shall shoot or hunt with a gun any rabbit or other wild animal without 
a special written permit so to do from such officer as the commissioners 
of the District of Columbia may, by regulation or order, from time to 
time charge with that duty, under a penalty of five dollars or imprison- 
ment in the workhouse for not more than thirty days, or both, for 
each squirrel or chipmunk trapped, caught, killed, injured, or pursued, 
or for each rabbit or other animal killed as aforesaid: Provided, That 
any wild animal may be killed when suffering from injury or disease. 

[Sec. 3. That no person in the District of Columbia shall kill any 
English sparrow or any wild animal suffering from injury or disease, 
by means of any gun, air gun, rifle, air rifle, parlor rifle, pistol, revolver, 
or other firearms, without a special written permit so to do from such 
official as the commissioners of the District of Columbia may, by 
regulation or order, from time to time charge with that duty, under a 
penalty of five _ ars or imprisonment in the workhouse for not more 
than thirty days, or both, for each sparrow or animal so killed.J 


(34 Strat. 808: 47 Strat. 660) 


[Sec. 5. That no person in the District of Columbia shall at any 
time hunt, pursue, or needlessly disturb any wild duck, goose, or other 
waterfowl, in any of the waters of the District of Columbia, under 
penalty of $10 or imprisonment in the workhouse for not more than 
thirty days, or both, for each offense.] 
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(41 Strat. 368) 


[That it shall be unlawful, within the District of Columbia, for any 
person at any time to buy, sell, or expose for sale, or to have in posses- 
sion for the purpose of selling, any heath hen, sage hen, any kind of 
quail, bob white, grouse, partridge, ptarmigan, prairie ¢ hicke nn, pheas- 
ant, wild turkey, Hungarian partridge, English, ring- necked, Mon- 
— or Chinese pheasant, or marsh blackbird. 

, [Sec. 2. That nothing herein contained shall prevent the right of 
any person to take or kill any game birds therein defined when the 
same shall be so taken or killed by virtue of the authority of a license 
duly issued by the proper authorities of said District of Columbia for 
scientific purposes. 

[That any person who shall violate any of the provisions of this Act 
shall be fined not more than $100, or be imprisoned for not more than 
one month, or both so fined and imprisoned: Provided, That each bird 
mentioned in this Act so had in possession, bought, sold, exposed for 
sale, or had in possession for the purpose of sale shall constitute a 
separate offense. 

[Suc. 3. That nothing in this Act shall prevent the sale at any time 
of Hungarian partridges, English, ring-necked, Mongolian or Chinese 
pheasants, when the same shall have been raised in captivity, or the 
sale of birds mentioned in this Act alive, for propagating purposes, 
under such regulations and requirements as shall be prescribed by the 
commissioners of the District of Columbia. ] 


(44 STaT. 1379) 


[That the word ‘“‘person’”’ when used in this Act shall include any 
company, partnership, corporation, or association. 

[Sec. 2. It shall be unlawful for any pe rson to offer for sale or to 
sell within the District of Columbia, either large-mouth or small-mouth 
black bs ass. 

[Sxc. 3. Any person violating the provisions of this Act shall, upon 
senvitkion thereon, be punished by a fine not exceeding $100, or by 
imprisonment for a term of not more than three months, or by both 
such fine and imprisonment, in the discretion of the court. 

[Sec. 4. This Act shall become effective immediately upon its 
passage and approval.] O 
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ANNUAL AUTHORIZATION FOR FREIGHT AND PAS- 
SENGER SERVICE FOR CERTAIN ALASKAN PORTS BY 
CANADIAN VESSELS 


Marcu 13, 1958.—Ordered to be printed 


Mr. Maenuson, from the Committee on Interstate and Foreign 
Commerce, submitted the following 


REPORT 


[To accompany 8. 3100] 


The Committee on Interstate and Foreign Commerce, to whom 
was referred the bill (S. 3100) to provide transportation on Canadian 
vessels between ports in southeastern Alaska, and between Hyder, 


Alaska, and other points in southeastern Alaska or the continental 
United States, either directly or via a foreign port, or for any part of 
the transportation, having considered the same, report favorably 
thereon with an amendment and recommend that the bill, as amended, 
do pass. 

AMENDMENT 


On page 2, line 5, strike out line 5, and insert in lieu thereof the 
following: 


transportation, unless the Secretary of Commerce determines 
that United States flag service is available to provide such 
transportation. 

PURPOSE OF THE BILL 


S. 3100 would extend for another year, until June 30, 1959, or until 
the Secretary of Commerce shall determine that United States- 
flag service is available in such areas, the authority now granted to 
Canadian vessels to provide passenger service to residents of south- 
eastern Alaska and cargo and passenger service to Hyder, Alaska. 
There is presently no regular passenger or cargo service by United 
States-flag vessels to the ports involved. 

Southeastern Alaska has been without regular passenger service 
since October 1954, when the Alaska Steamship Co. discontinued its 
passenger service. Relaxation of coastwise statutes to provide freight 

20006 
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service to Hyder has been required since 1949. The year-to-year 
procedure was adopted in order not to bar from the southeastern 
Alaska service any United States-flag operator who might desire to 
initiate such service. The amendment, adopted at the suggestion 
of the Department of Commerce, would terminate the authority sooner 
than June 30, 1959, if American-flag vessels should become available 
to serve the ports and areas involved. 

The report of the Department of Commerce, and letters from Dele- 
gate E. L. Bartlett, of Alaska, and the American Merchant Marine 
Institute, Inc., commenting on the bill, follow: 


rT 


[He SECRETARY OF COMMERCE, 

Wash ington, D. C., March 12, 1958. 
Hon. Warren G. MaGnvuson, 

Chair man, Committee on Int rstate and Fore gn Commerce 
United State s Ne nate 7 Vi ashington, dD. eR 

Dear Mr. Cuarrman: This letter is in reply to your request of 
eer 24, 1958, for the views of this Department with respect to 
S. 3100, a bill to provide transportation on Canadian vessels between 
seats in southeastern Al: aska, an - between Hyder, Alaska, and other 
points in southeastern Alas ‘ the continental United States, either 
directly or via a foreign port, or for any part of the transportation. 

The bill provides that until June 30, 1959, notwithstanding the 
statutes restricting to United States-flag vessels built in the United 
States and owned by citizens of the United States, the transportation 
of passengers and merchandise from any Sart | in the United States 
to another port of the United States (46 U.S. C., 289, 883), passengers 
may be tran sporte -d on Canadian vessels between ports in southeastern 
Alaska. It also provides that passengers and merchandise may be 
transported on Canadian vessels between Hyder, Alaska, and other 
points in southeastern Als — or the continental United States, either 
directly or via foreign port, or for any part of the tr: eae 

Similar legislation was ens aa in July 1957 (Public Law 85-103, 
71 Stat. 294), but the waiver therein authorized will expire June 30, 
1958. Similar legislation has been enacted annually since 1949. 

We have not had the benefit of official information, but we have 
unofficial advice, which we consider to be reliable, that the transport 
both of passengers and cargo, by Canadian vessels under the waiver 
of the coastwise law (Public Law 85-103) has been very limited in 
numbers and tonnage. We realize ee the extent of service involved 
is but one facet of the problem and that it may be of critical importance 
to the Alaskan localities concerned. It is not clear, if the waiver 
were not extended, whether United States-flag vessels would or could 
provide the service, however limited, now furnished by the Canadian 
vessels veer the waiver. We do not wish to deprive the Alaska 
localities of desirable shipping services, but we cannot recommend 
extension of the waiver if it tends to break down the congressional 
policy calling for an American merchant marine with citizen-owned 
vessels. 

If the committee determines that the existing circumstances justify 
favorable consideration of a waiver, we suggest that the committee 
give consideration to limit the waiver to cases where the Secretary of 
Commerce determines that the United States-flag service is not 
available to provide the requisite services. Such a limitation may be 
accomplished by an amendment as follows: 


, 
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Page 2, line 5, strike out line 5, and insert in lieu thereof the follow- 
ing: “transportation, whenever the Secretary of Commerce de- 
termines that United States-flag service is not available to provide 
such transportation. Any waiver or waivers authorized by the 
Secretary sha!l terminate whenever the Secretary determines that 
United States flag service is available.”’ 

Subject to committee consideration of this amendment, the Depart- 
ment has no objection to favorable consideration of the bill. 

The Bureau of the Budget has advised that it would interpose no 
objection to the submission of this report. 

Sincerely yours, 
Water WILLIAMS, 
Acting Secretary of Commerce. 


(‘OMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, February 10, 1948, 
Hon. WARREN G. Maanuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

Dear Mr. Cuarrman: Further reference is made to your letter 
dated January 24, 1958, acknowledged January 27, requesting our 
comments on 8. 3100, 85th Congress, 2d session, entitled “A bill to 
provide transportation on Canadian vessels between ports in south- 
eastern Alaska, and between Hyder, Alaska, and other points in 
southeastern Alaska or the continental United States, either directly 
or via a foreign port, or for any part of the transportation.” 

The enactment of this bill would extend for another year certain 
authority for the operation of Canadian vessels in the coastwise trade 
of the United States which was originally granted by Public Law 258, 
8ilst Congress. 

We have no special information relative to the need for, or desira- 
bility of, legislation of this nature and we therefore offer no comments 
on the merits of S. 3100. 

Sincerely yours, ; 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


AmericaAN Mercuant Marine Institute, INc., 
Washington, D. C., February 17, 1958. 
Senator WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

Dear Senator Magnuson: The American Merchant Marine 
Institute, an organization representing a preponderance of American- 
flag shipping, views with concern S. 3100 which has been referred to 
your committee for consideration. ‘I'his bill would extend for another 
year—until June 30, 1959—the temporary permission for Canadian 
vessels to transport merchandise and passengers between Alaskan 
ports and continental United States ports. 

The institute has opposed, and continues to oppose in principle, 
the enactment of any legislation representing a departure from the 
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historic policy of the United States to reserve its coastwise trade to 
its own vessels. ‘The reservation of such trade has been one of the 
major factors in the creation and maintenance of the American 
merchant marine, and any relaxation of this reservation will in- 
evitably add to the problems of continuing the development and 
modernization of our fleet. 

The question as to whether or not circumstances justify the granting 
of permission to Canadian vessels to carry passengers and merchandise 
as proposed by the bill is for your committee to judge. We, of 
course, cannot and do not favor allowing the continuation of condi- 
tions in regard to water-transportation services which create undue 
hardships for shippers in the United States and Alaska. 

The American Merchant Marine Institute urges, however, that if, 
in the wisdom of your committee, any extension is w arranted, it be 
limited to 1 year. The institute wishes to point out that each 
successive permission of this nature establishes a basis for further 
waivers. 

It is respectfully requested that this letter be incorporated in the 
record on this bill. 

Very truly yours, 
Atvin SHapiro, Vice President. 


House or REPRESENTATIVES, 
Washington, D. C.. Fe bruary 6, 1958. 
Hon. Warren G. Maanuson, 
Chairman, Interstate and Foreign Commerce Committee, 
Un ite d States Ne nate, VW ash ington, D. He 

Drar SENATOR Maanuson: Reference is made to your bill, S. 3100, 
to provide transportation on Canadian vessels between ports in south- 
eastern Alaska, and between Hyder, Alaska, and other points in 
southeastern Alaska or the continental United States, either directly 
or via a foreign port, or for any part of the transportation. As you 
know, this measure is a companion bill to my bill, H. R. 9626. 

In that connection J am enclosing copies of a letter dated January 30 
which I have received from Mr. D. E. Skinner, president of the Alaska 
Steamship Co. 

Sincerely yours, 


E. BARTLETT, 





ALASKA STEAMSHIP Co., 
Seattle, Wash., January 30, 1958. 
Hon. E. L. Barruert, 
Delegate from Alaska, 
House of Re pre Sé7 tative Ss, Washin qton, dD. , 

Dear Mr. Bartierr: Henry Clark, our Washington representative, 
has sent us copy of your bill H. R. 9626 and advises that you would 
again appreciate ¢ a letter stating the position of Alaska Ste amship C Oo. 
in connection with this propose d legislation. As you know, in previous 
years this company has been pleased to give its unqualified approval 
to identical bills since passenger-ship service which is no longer available 
on United States-flag ships would thereby be made available to resi- 
dents of southeastern Alaska on Canadian-flag vessels, and since 
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passenger and cargo service could be provided by Canadian vessels 
to the Alaska village of Hyder. 

During the past year existing identical legislation to that now 
proposed has been cited, although we believe incorrectly, as justifica- 
tion for further relaxation of United States coastwise laws in the 
Alaska trade. For this reason we believe it advisable to explain in 
some detail our position regarding H. R. 9626. 

Since October 1954 there has been no United States-flag passenger- 
ship service to the southeastern Alaska area. At the present time 
there is no Canadian-flag passenger-ship service available in that 
area except during the summer tourist season. During the 1958 
tourist season 3 companies are expected to operate Canadian-flag 
vessels from Vancouver, British Columbia, to points in southeastern 
Alaska. To determine the importance of possible interport travel 
aboard such Canadian passenger steamers during this limited period 
to the residents of southeastern Alaska we have communicated with 
these three companies and summarize below their replies: 

Canadian National Steamship Co., Ltd., which operates the steam- 
ship Prince George during the summer months: “* * * During 
1957 * * * no passengers were carried between United States ports 
in Alaska as nearly all of our business to Alaska is cruise business 
ticketed on round-trip basis.” 

Canadian Pacific Railway Co., which operates steamship Princess 
Louise during the summer months: “During the season 1957 we 
handled only 71 interport passengers northbound and 68 interport 
passengers southbound.” 

Alaska Cruise Lines, Ltd., a new company which in the summer 
of 1958 will operate its small motor vessel Glacier Queen and will act 
as agents for Union Steamships, Ltd., motor vessel Chilcotin: ‘“‘We do 
not propose to file a tariff for interport carriage.” 

From the above it is readily apparent that any relaxation of United 
States coastwise laws to permit Canadian ships to carry passengers 
between United States ports in southeastern Alaska is of extremely 
limited value to the residents of that area and most certainly does not 
justify jeopardizing the protection afforded to United States owned 
and operated cargo vessels provided by existing coastwise laws. In 
order that the pe ople of southeastern Alaska may have even this token 
passe nger-ship service available during the summer mont.s, Alaska 
Steamship Co., will not protect the relaxation of coastwise laws to 
permit carriage of passengers between ports in southeastern Alaska, 
providing it is clearly understood that our failure to, protest will not 
constitute a precedent for any further relaxation in United States 
coastwise laws. 

With reference to the relaxation to permit transportation of pas- 
sengers and merchandise in and out of Hyder, Alaska, on Canadian- 
flag vessels. As you know, Hyder is a tiny Alaska village situated at 
the head of that long body of water known as Portland Canal and 
adjacent to the Canadian community of Stewart. The total popula- 
tion of Hyder ranges from a minimum of approximately 25 during the 
winter months to a maximum of approximately 75 during the summer 
month. The business establishments at Hyder consist of two bars, 
a gift shop, and a general merchandise store which includes the post 
office. A small sawmill is operated on a part-time basis. A mining 
company is developing claims. Government agencies consist of a 
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United States commissioner, customs agent, Bureau of Public Roads 
shop, and the post office. About 60 miles of road leads from the vil- 
lage to various mining claims. 

Steamship service is now provided to Stewart, British Columbia, 
by the Canadian Pacific vessel, steamship Princess Nora, operating 
from Vancouver, British Columbia. Press reports indicate that this 
vessel receives a subsidy from the Canadian Government of $82,000 
per quarter. 

In the face of this subsidized competition, and considering the almost 
complete lack of traffic, it is manifestly impossible for any American- 
flag steamship company to serve the village of Hyder. Therefore, in 
order that this isolated community may have the benefit of steamship 
service available at the adjoining Canadian community of Stewart, 
Alaska Steamship Co. does not protest that portion of H. R. 9626 
specifically pertaining to the village of Hyder, but again we are reserv- 
ing protest on this portion of the bill with the unde rstanding that our 
position does not establish precedent for further relaxation ‘of United 
States coastwise laws either in Alaska, or other sections of the United 
States. 

Sincerely, 
D. E. Sxinner, President. 

There is no change in existing law. 


O 
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FAVORING THE ACCELERATION OF MILITARY CONSTRUC- 
TION PROGRAMS FOR WHICH APPROPRIATIONS HAVE 
BEEN MADE 


Marcu 138, 1958.— Ordered to be printed 


Mr. Jounson of Texas, from the Committee on Armed Services 
’ , 
submitted the following 


REPORT 


[To accompany 8. Con. Res. 69] 


The Committee on Armed Services, to whom was referred the 
concurrent resolution (S. Con. Res. 69) favoring the acceleration of 
military construction programs for which appropriations have been 
made, having considered the same, report favorably thereon with 
amendments and recommend that the resolution, as amended, be 
agreed to by the Senate. 


EXPLANATION OF THE AMENDMENTS 


The amendments are simply certain changes and additions in 
wording identical in substance to the amendments as favorably 
reported by the Committee on Public Works with reference to Senate 
Concurrent Resolution 68, and adopted by the Senate on March 12, 
L958. 

PURPOSE 


The purpose of Senate Concurrent Resolution 69, as amended, is 
to declare that it is the sense of the Congress that all military con- 
struction projects needed to support the Nation’s Armed Forces, 
and for which funds have been appropriated, should be accelerated 
to the greatest practicable extent with a threefold objective of 
strengthening our national defense posture, reducing unemployment, 
and providing fuller use of our productive facilities. In addition, it 
would also express the commendation of the Congress to the President 
and the executive agencies involved for such action as they have 
taken to accelerate these programs. 
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COMMITTEE ACTION 


Senate Concurrent Resolution 69 was introduced by Senator 
Johnson of Texas and cosponsored by 64 other Senators, on March 6, 
1958. The Committee on Armed Services held public hearings on 
March 13, 1958. Testimony was received from the author of the 
resolution and appropriate representatives from the Department of 
Defense. Upon conclusion of the hearings and in consideration of 
the information presented, the committee reports the resolution favor- 
ably as amended. 


SUBSTANCE OF THE RESOLUTION 


In view of its brevity, Senate Concurrent Resolution 69, as amended 
and agreed to by the Committee, is shown below in its entirety: 


Resolved by the Senate (the House of Re prese ntatives con- 
curring), That since there is substantial unemployment in 
many areas of the country; since some of the productive 
facilities of our economy are idle and many are only partially 
utilized; since permitting an economic downturn to continue 
unchecked makes it less responsive to corrective action; and 
since there are many authorized and urgently needed military 
construction projects for which substantial appropriations 
have already been made; 

It is hereby declared to be the sense of the Congress that 
all such military construction programs for which funds 
have been appropriated should be accelerated to the greatest 
practicable extent so as to achieve the desirable objec tives 
of reducing unemployment, putting our productive facilities 
to fuller use, and moving forward the date of completion and 
availability of these projects which are vital to our national 
defense. 

The Congress commends the President and the executive 
agencies for such action as they have taken to accelerate 
these programs 


SCOPE OF THE MILITARY CONSTRUCTION PROGRAM 


The military construction program for fiscal year 1958 (including 
Reserve and National Guard facilities construction but excluding the 
title VIII family housing program) has a dollar magnitude of approxi- 
mately $2.8 billion. The Defense Department entered fiscal year 
1958 with a carryover from fisc ral year 1957 of approximately $760 
million which has been included in the preceding figure. Defense- 
planned obligations for fiscal year 1958 are approximately $2.1 billion, 
leaving an estimated fiscal year 1958 carryover of more than $700 
million. Obligations as of January 31, 1958, were around $330 million. 
The remaining funds to be obligated by June 30, 1958, are estimated 
to be just under $1.8 billion. Of this amount, approximately $1.2 
billion is for construction of facilities within the United States. 
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That portion of the preceding figures pertaining to construction 
of Reserve facilities (National Guard armories, Reserve training 
centers, and so forth) are broken out as follows: 


Reserve facilities available 


Fiscal year 1957 carryover : 7 ....--.. $54, 000, 000 
Fiscal year 1966 a2pproprimiaan. es ess cele oe 88, 000, 000 


Total available__-- ai etn ce es 25 sete 142 000, 000 
Planned fiscal year 1958 obligs ations sj ceithite ea act he. dahl 72, 000, 000 
Fiscal year 1958 carryover . wn a Ree alee 70, 000, 000 
Obligations as of Jan. 31, 1958 sa anece 10,000, 000 


Remaining’ to be obligated by June 30_<.....--..--..--s24.2--.- 57, 000, 000 


DEPARTMENT OF DEFENSE POSITION 


Deputy Secretary of Defense Donald A. Quarles, in testifying for the 
Department of Defense, indicated that the Department is “fully 
aware of the beneficial effects that accelerated construction might 
have on the national economy at this time’’; and that “we are most 
anxious to do as much as possible to support this objective.’ He 
further added: ‘‘We must, of course, also recognize that our primary 
objective must be to make maximum use for national defense of the 
funds appropriated for defense purposes.’”’ With this, the committee 
is in full agreement. It has always been and still remains the com- 
mittee’s position that military construction programs submitted for 
congressional approval should be only those for which there is a 
demonstrated need, and that once they are authorized and appro- 
priated for, they should be implemented as rapidly as practicable in 
order that our Armed Forces may have the maximum capability to 
perform their assigned missions. 

Secretary Quarles’ statement for the committee follows: 


Mr. Chairman and members of the committee, I appreciate 
this opportunity to appear before your committee to discuss 
Department of Defense programs as they relate to Senate 
Concurrent Resolution 69 calling for maximum practicable 
acceleration of military construction projects which have 
been authorized and funded by the Congress. 

The Department of Defense is fully aware of the beneficial 
effects that accelerated construction might have on the 
national economy at this time and we are most anxious to do 
as much as possible in support of this objective. We must, 
of course, also recognize that our primary objective must be 
to make maximum use for national defense of funds appro- 
priated for defense purposes. Fortunately, there is no con- 
flict between these two objectives and I am pleased to 
report that our current programs which are planned for 
acceleration, do support both objectives. 

| am informed that each of the three military departments 
has provided your committee certain detailed information 
concerning their construction programs and the status of 
their other appropriations. 

In line with the scope of this resolution, I am limiting my 
remarks to the construction programs of the three military 
departments, including their housing and Reserve con- 
struction programs, 
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Before I outline these in some detail, I would like to 
summarize the highlights that seem to relate most directly to 
Senate Concurrent Resolution 69. First of all, our plans call 
for the obligation of $1,715 million in the 3 major military 
pease tion appropriations during the last 5 months of this 
fiscal year—this is 5 times as much as was obligated during 
the first 7 months. Similarly, during the last 5 months of this 
fiscal year we plan to obligate $57 million in the construction 
of Reserve facilities, or almost 4 times the amount obligated 
during the first 7 months of the year. 

Although, for reasons I will discuss later, we cannot 
accurately forecast the amount of Capehart housing which 
can be funded by private capital, we hope that somewhere 
between a quarter- and a half-billion dollars of such housing 
will be contracted for this fiscal year. 

With specific reference to the unemployment situation, 
[ am pleased to report that some $450 million of these 
construction projects, not including housing, are planned for 
labor surplus areas during the last 5 months of this fiscal vear. 

I am sure that in the aggregate these various projects 
should have a beneficial impact on the surplus labor picture 
and can assure you they will have a most important and 
beneficial impact on national defense. 

Taking the three major military construction appropria- 
tions as a whole, the Department of Defense carried over into 
the present fiscal year $706 million of unobligated appropria- 
tions. It received $1,995 million of new obligational author- 
ity, including $520 million in the recent supplemental 
appropriation, and $50 million of reimbursements, so that its 
total fund availability for this fiscal year was $2,751 million. 
The Defense Department’s obligational plan for fiscal year 
1958 called for obligation of $2,030 million. This would carry 
over at the end of this fiscal year some $721 million unobli- 
gated funds, virtually all of which represent the value of work 
under advertisement or negotiation at the end of the year, as 
well as amounts set aside to complete projects already under- 
way. This is approximately the same as the carryover from 
the previous fiscal year. 

As of the end of January 1958, the military departments 
had actually obligated only $315 million of these funds, thus 
leaving $1,715 million forecast for obligation in the last 5 
months of this fiscal year. While the agencies responsible for 
this work believe that they can, in fact, obligate the rest of 
the program, this is admittedly a very much higher rate than 
has prevailed during recent months and will tax the capabil- 
ities of the responsible agencies 

It is of interest to note that of the $1,715 million remain- 
ing for obligation in the rest of this fiscal year, $1,180 million 
would apply to projects within the continental United States. 

I believe the committee is familiar with the circumstances 
that led to the gre nel low obligations in the first half of 
the present fiscal ye All of the military departments 
were under pressure a maintain their programs within 
budgetary and expenditure bounds, and this, coupled with 
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the fact that construction activity is usually low in the fall 
and winter months, resulted in the obligation of only about 
16 percent of the program in the first 7 months. Many 
projects were, however, in process of preparation for adver- 
tisement and construction, which is the basis for the fore- 
cast that substantially all of the program will be obligated 
by the end of the fiscal year. As a generality, I think we 
must say that to obligate $1, 715 million in these 5 months 
would in itself constitute the kind of acceleration that I 
believe the joint resolution is seeking. 

The above applies to the program as a whole. I believe 
the committee would be interested in a further statement 
about the housing program. Of the 145,000 units author- 
ized within the $2.3 billion mortgage insurance limit of the 
Federal Housing Administration, 35,237 units ($535 million) 
have been placed under contract. Additionally, we have 
accepted bids on 6,793 units, of which 1,600 units have 
KNMA financing. There are 9,172 units of Capehart hous- 
ing being advertised for contract at this time. We are hope- 
ful that these 15,965 units costing some $255 million will be 
placed under construction by June 30 of this year. In addi- 
tion, there are 25,241 units for which plans and specifications 
are being prepared, and 6,624 of these units costing over 
$109 million will be advertised in the near future. We are 
hopeful that many of these 6,624 units may be started by 
the end of the fiscal year. 

It must be recognized that the number of Capehart units 
which can be placed under contract is dependent on availa- 
bility of mortgage financing. 

One of the main obstacles to Capehart construction in 
recent months has been the unavailability of mortgage funds 
at the present 4 percent interest rate. The administration has 
recommended an increase in the interest ceiling to 5 percent. 
This relief or other equivalent measure is required if the Cape- 
hart program is to be substantially accelerated as above 
indicated. 

With regard to Reserve Forces facilities, we carried forward 
$54 million of unobligated appropriations into the present 
fiscal year, and the Congress appropriated $88 million addi- 
tional, so that the total availability for Reserve Forces 
facilities for the current fiscal year is $142 million. This 
includes $21 million Air Force Reserve facilities which are 
part of the overall Air Force military construction appro- 
priation and which were, therefore, included in the construc- 
tion figures mentioned earlier. Our program calls for 
obligating $72 million for this total in the present fiscal year, 
leaving $70 million for support, in part, of the fiscal year 
1959 program. Of this $70 million, something like $22 million 
will have been released for commitments. 

Of the $72 million obligations planned in fiscal year 1958, 
only $15 million had been obligated through last January. 
This leaves a forecast of $57 million to be obligated in the 
last 5 months of the present fiscal year, and the departments 
have plans for projects aggregating this amount. Moreover, 
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we are reexamining this Reserve facilities program to see if 
it should be further accelerated. 

I believe the committee will want to know whether either 
the Bureau of the Budget or the Office of the Secretary of 
Defense is withholding any of these construction funds. 
With the exception of individual projects which are in process 
either in the Office of the Secretary of Defense or the Bureau 
of the Budget, all construction apportionments requested by 
the military departments within the budget program have 
been granted. Moreover, there have been such relaxations 
in the expenditure limitations placed on the military depart- 
ments that these should no longer constitute a bar to the 
obligation of construction funds. With the understanding 
that there must be orderly consideration of each project to 
make sure that the national interest is being properly served, 
the military departments can therefore proceed, in full accord 
with administration policy, with the acceleration of this 
work. 

As I mentioned earlier, of the $1,715 million construction 
program forecast for the last 5 months of this year, some 
$450 million has been identified as applying to projects cur- 
rently authorized and funded which will involve construction 
within the labor-market radius of cities that have been desig- 
nated as areas of substantial labor surplus by the Depart- 
ment of Labor. Construction of these particular projects 
is being initiated as expeditiously as possible, and we are also 
exploring the feasibility of further acceleration of construc- 
tion projects already underway in such areas. 


FISCAL DATA 


No additional cost to the Government will result from the imple- 
mentation of the principles contained in Senate Concurrent Resolu- 
tion 69 inasmuch as the necessary funds have already been appro- 
priated for the essential military construction projects involved. 


COMMITTEE CONCLUSIONS 


That the military construction program (with special emphasis on 
construction of Reserve facilities) for which funds have been appro- 
priated should be accelerated to the greatest practicable extent, and 
that the President and executive agencies should be commended for 
such actions as they have taken to accelerate these programs. 


O 
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Mr. Easrnanp, from the Committee on the Judiciary, submitted 
the following 


REPORT 
[Pursuant to 8S. Res. 51, 85th Cong., Ist sess. as extended] 


I. INTRODUCTION 


On January 30, 1957, the Senate agreed to Senate Resolution 51, 
which provided as follows: 


Resolved, That the Committee on the Judiciary, or any 
duly authorized subcommittee thereof, is authorized under 
sections 134 (a) and 136 of the Legislative Reorganization 
Act of 1946, as amended, and in accordance with its jurisdic- 
tion specified by rule XXV of the Standing Rules of the 
Senate to examine, investigate, and make a complete study 
of any and all matters pertaining to immigration and 
naturalization. 

Sec. 2. For the purposes of this resolution the committee, 
from February 1, 1957, to January 31, 1958, inclusive, is 
authorized to (1) make such expenditures as it deems ad- 
visable; (2) to employ upon a temporary basis technical, 
clerical, and other assistants and consultants: Provided, 
That the minority is authorized to select one person for ap- 
pointment, and the person so selected shall be appointed 
and his compensation shall be so fixed that his gross rate 
shall not be less by more than $1,200 than the highest gross 
rate paid to any other employee; and (3) with prior consent 
of the heads of the departments or agencies concerned, and 
the Committee on Rules and Administration, to utilize the 
reimbursable services, information, facilities, and personnel 
of any of the departments or agencies of the Government. 

Sec. 3. The committee shall report its findings, together 
with its recommendations for legislation as it deems advis- 
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able, to the Senate at the earliest practicable date, but not 
later than January 31, 1958.* 

Sec. 4. Expenses of the committee, under this resolution, 
which shall not exceed $90,000, shall be paid from the contin- 
gent fund of the Senate upon vouchers approved by the chair- 
man of the committee. 


This report is submitted in accordance with the provisions of sec- 
tion 3 of Senate Resolution 51 of the Ist session of the 85th Congress 
to indicate the accomplishments of the Standing Subcommittee oa 
Immigration and Naturalization of the Committee on the Judiciary. 


























II. WORK AND WORKLOAD OF THE 





SUBCOMMITTEE 














The Subcommittee on Immigration and Naturalization has func- 
tioned as a standing subcommittee of the Committee on the Judiciary 
since the beginning of the 80th Congress, which was the first Congress 
operating under the Legislative Reorganization Act, and since its in- 
ception, the workload of the subcommittee has been substantial and 
has increased during the succeeding sessions. The continuing heavy 
workload of the subcommittee may be attributed to the large number 
of private immigration bills and adjustment of status cases which are 
referred to the subcommittee; the numerous general immigration and 
nationality bills referred to the subcommittee for action; and the in- 
numerable routine items relating to immigration problems. There 
follows a more detailed description of the nature of the work of the 
subcommittee during the Ist session of the 85th Congress: 

1. Private immigration and naturalization bills 

The number of private immigration and naturalization bills referred 
by the Senate has progressively increased from fewer than 100 in the 
78th Congress to in excess of 1,700 in the 84th Congress. During thé 
Ist session of the 85th Congress there were referred to the subcom- 
mittee 988 such bills. Of the 988 private immigration and naturaliza- 
tion bills received by the subcommittee during the Ist session of the 
85th Congress, 520 were disposed of, 402 of which number were re- 
ported favorably to the Senate by the full Judiciary Committee and 
118 were indefinitely postponed. The remaining 468 were not acted 
on prior to the time of the adjournment of the Ist session of the 85th 
Congress and are presently pending in the subcommittee. 

To reflect properly the actual number of “private bill’’ cases handled 
by the subcommittee, the foregoing figures should be adjusted because 
of the practice of the House of Representatives of consolidating into 
one joint resolution several beneficiaries of individual private immigra- 
tion bills. In the case of such joint resolutions, each case incorporated 
is in the nature of an individual private bill and the processing of such 
cases is essentially the same as that of other private immigration bills. 
Therefore, the actual number of private immigration bill cases referred 
to the subcommittee was 1,337, of which number 826 were disposed 
of and 511 were pending at the close of the Ist session of the 85th 
Congress. Written reports were filed with respect to all the private 
immigration bills recommended to the full committee for approval 
by the subcommittee. 
~ *On January 29, 1958, by an order of the Senate, the time for filing reports was extended from January 31, 


1958, to February 21, 1958. On February 21, 1958, by a further order of the Senate the time was extended 
to March 17, 1958. 
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Many private bills are indefinitely postponed because the committee 
has a general policy of disapproving private bills in cases in which an 
administrative remedy appears to be available. In this type of case 
the staff assists the Senator’s office in working out the administrative 
remedy for the alien involved. 

General immigration and naturalization bills 

There were referred to the subcommittee 27 general immigration 
and naturalization bills during the 1st session of the 85th Congress; 1 
of these bills was reported favorably to the Senate by the full Judiciary 
Committee, and there were 26 bills pending before the subcommittee 
at the time of the adjournment of the 1st session of the 85th Congress. 

In addition to a consideration of the new general immigration and 
naturalization bills referred to the subcommittee in each session of 
the Congress, the staff of the subcommittee makes a continuing study 
of the Immigration and Nationality Act (Public Law 414, 82d Cong.) 
which became effective on December 24, 1952, in order to assure fair 
and effective interpretation and administration of that act. Con- 
siderable work hours of the staff have been and will continue to be 
utilized in conference with administrative enforcement officials of the 
executive branch, in research, and in the study of rules and regulations 
and administrative interpretations. 

It is necessary for the subcommittee staff to maintain continuous 
liaison with the various branches of the executive departments con- 
cerned with the administration of the immigration and nationality 
laws and it is expected that numerous informal sessions and conferences 
will be held, as in the past, between members of the staff and officials 
of the Visa Office and the Passport Office of the Department of State, 
the Immigration and Naturalization Service and the Board of Immi- 
gration Appeals concerning administrative problems in the enforce- 
ment of the Immigration and Nationality Act and other immigration 
and nationality laws. Members of the staff of the subcommittee 
consult daily with other senatorial] staff members in connection with 
problems arising under the act. 

The workload of the subcommittee was increased considerably 
during the past session of the Congress because of the widespread 
interest in the administration and operation of the Immigration and 
Nationality Act and the many bills proposed to revise it. The sub- 
committee staff was required to devote substantial amounts of time 
in conferences and consultations with United States Senators, their 
assistants, personnel in executive departments, representatives of 
nongovernmental voluntary agencies engaged in immigration and 
naturalization activities, bar associations, officers of commercial and 
industrial enterprises affected by provisions of the act and its imple- 
menting regulations, and interested members of the general public. 

Public hearings were held on July 30, 1957, at which time represent- 
atives of the Department of Justice were afforded an opportunity to 
discuss the legislative proposals embodying the President’s program 
for changes in the immigration and nationality laws. In addition, 


4 days of public hearings were conducted on August 6, 7, 9, and 14, 


1957, on the numerous bills pending before the subcommittee to revise 
the immigration and nationality laws. Nineteen witnesses represent- 
ing various organizations were heard and in addition numerous state- 

nents filed for the record in lieu of personal appearances were received. 
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Among the general immigration and nationality bills received b: 
the subcommittee for consideration was the bill, S. 2792, introduced 
by Senator Kennedy, in which he was joined by A othe r Senators, 
and which was designed to make certain adjustments in the immigra- 
tion and nationality laws. The bill was reported favorably to the 
Senate on August 20, 1957 (S. Rept. 1057, 85th Cong.), and was 
subsequently passed by the Congress and became Public Law 316 on 
Se — mber 11, 1957. 


Referral items and correspondence 

The subcommittee has an extensive workload of referral items from 
Senators’ offices and correspondence which cannot be statistically 
appraised but which necessitates considerable hours of work by the 
staff. 

Adjustment of status cases 

Under the immigration laws the Attorney General is empowered to 
adjust the status of certain deportable aliens to that of aliens lawfully 
admitted for permanent residence through the procedure of suspension 
of deportation, but such adjustment of status 1s subject to affirmative 
congressional approval in certain categories of cases. 

In addition, under the provisions of the Displaced Persons Act, a 
number, not to exceed 15,000, of persons who have gained admission 
3 the United States on a temporary basis were eligible to have their 

tatus adjusted to permanent residence. Each of these cases is subject 
to affirmative congressional approval by action similar to the action 
taken in certain of the suspension of deportation cases. A similar 
provision is contained in the Refugee Relief Act of 1953, for the ad- 
justment of status of an additional 5,000 persons in a refugee status. 

While the cases involving suspension of deport: ae 43 the Attorney 
General or thee of status under section 4 of the Displaced 
Persons Act of 1948, as amended, or section 6 of the Refugee Relief 
Act of 1953, as amended, are submitted to the Congress for approval 
in groups, each individual case is the equivalent of a private bill. 
Each such case requires separate investigation in the subcommittee, 
an appraisal of the facts involved and a determination on the merits 
regarding the grant of suspension of deportation or adjustment of 
status. In those cases where affirmative approval or disapproval is 
required, written reports are filed with the full committee. 

At the beginning of the 85th Congress there were pending in the 
committee 965 cases involving the adjustme nt of the status of deport- 
able aliens under the suspension of deportation procedure. ‘To that 
number of pending cases were added 843 additional cases submitted 
in the Ist session of the 85th Congress, making a total of 1,808 cases. 
Of the total number of cases pending before the subcommittee during 
the Ist session of the 85th Congress, 1,077 were approved, 12 were 
withdrawn by the Attorney General, 12 were held for further infor- 
mation, and 5 cases were not approved, leaving 702 cases ‘‘in process”’ 
at the time of the close of the Ist session of the 85th C ongress. 

At the beginning of the 85th Congress there were pending in the 
subcommittee 48 cases involving applications for adjustment of status 
under the Displaced Persons Act of 1948, asamended. To that num- 
ber were added 44 additional cases, making a total of 92 cases. Of 
the total number of cases referred, 79 were approved, 6 were withdrawn 
by the Attorney General and 7 were held for further information. 
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These cases were the last of a group granting permanent residence to 
certain aliens under authority of section 4 of the Displaced Persons 
Act of 1948, as amended. 

At the beginning of the 85th Congress there were pending in the 
subcommittee 1,643 cases of adjustment of status under section 6 of 
the Refugee Relief Act, as amended. To that number were added 
225 additional cases, making a total of 1,868 cases. Of the total 
number of cases referred, 1,366 were approved, 2 were withdrawn by 
the Attorney General, 259 were not approved and 26 were held for 
further information, leaving 215 cases “in process” at the close of the 
Ist session of the 85th Congress. 

5. Referral cases involving discretionary action of Attorney General 

There are numerous instances under the immigration laws where 
the Attorney General is granted discretionary authority to waive cer- 
tain provisions of the law, but in such cases he is required to submit 
detailed reports to the Congress of his action. 

Under section 212 (d) (6) of the Immigration and Nationality Act 
he is required to report to the Congress certain cases in which he 
authorizes the temporary admission of aliens who are otherwise subject 
to exclusion. Section 212 (a) (28) (i) of the Immigration and National- 
ity Act authorizes the Attorney General to admit certain aliens to the 
United States for permanent residence who are otherwise subject to 
exclusion because of their former membership in the Communist 
Party or other subversive organization if it is established to his satis- 
faction that they are bona fide defectors. The Attorney General 
must submit a detailed report to the Congress in each such case. 

During the Ist session of the 85th Congress, there were submitted to 
the Congress 459 cases under the above provisions of law. All reports 
of the orders issued by the Attorney General are referred to the 
subcommittee where they are carefully checked to see that the dis- 
cretionary action is being exercised in conformity with the intent of 
the Congress. 

Under section 6 of Public Law 316 of the 85th Congress, which 
became law on September 11, 1957, the Attorney General is granted 
authority to waive the provision of the Immigration and Nationality 
Act which excludes from admission to the United States aliens 
afflicted with tuberculosis in behalf of close relatives of United States 
citizens and lawful resident aliens, and he is required to submit 
promptly a detailed report in any case in which this discretionary 
authority is exercised. 

O 
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Mr. Byrp, from the Committee on Finance, submitted the following 


REPORT 


[To accompany H., R, 1140] 


The Committee on Finance, to whom was referred the bill (H. R. 
1140) to amend Public Law 85-56 to permit persons receiving retired 
pay for nonregular service to waive receipt of a portion of that pay 
to receive pensions or compensation under laws administered by the 
Veterans’ Administration, having considered the same, report favor- 
ably thereon without amendment and recommend that the bill do 
pass. 

GENERAL STATEMENT 


The purpose of the proposed legislation, is to extend to retired 
members of the Reserve components of the uniformed services the 
provisions of existing law which permit personnel of the Regular com- 
ponents who are receiving retired pay to waive a portion of that 
retired pay in order to draw compensation from the Veterans’ Admin- 
istration. 

Thus, the proposed legislation will grant to reservists, enlisted and 
officer alike, a privilege that is now applicable only to regulars. The 
advantage, of course, is that a person who can draw compensation 
from the Veterans’ Administration is allowed to exclude that com- 
pensation from his income for tax purposes whereas all retirement 
pay, other than retirement pay for disability, is taxable. 

In the event the proposed legislation becomes law, regulars and 
reserves alike, who qualify for retired or retirement pay, and who are 
eligible to receive pensions or compensation from the Veterans’ 
Administration, will be allowed to receive that compensation or 
pension from the Veterans’ Administration, which is not taxable, 
and waive a like amount in retired pay. This benefit will not increase 
the amount of compensation they will receive from the Government 
but will reduce their txable income. 
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COST ESTIMATE 


The following information relating to cost estimate is excerpted from 
the report of the House Committee on Armed Services: 


While neither the Bureau of the Budget nor the Depart- 
ment of the Army could arrive at a cost estimate, the 
committee ascertained the following information which 
allows the committee to estimate an approximate cost: 

At present there are 12,530 non-Regular officers and 
enlisted personnel of the Army drawing retirement pay for 
reasons other than disability. 

In the Air Force there are approximately 3,200 non-Regular 
officers and enlisted personnel drawing retirement pay for 
reasons other than disability; in the Navy 2,047, and in the 
Marine Corps approximately 115. 

Thus, there are less than 18,000 non-Regular personnel 
drawing retirement pay for reasons other than disability. 

A survey of Regular personnel of the Marine Corps retired 
for reasons other than disability furnishes the following 
information: 

Of 3,618 Regulars drawing retirement pay for reasons other 
than disability, 48, or slightly over 1 percent, have requested 
a& waiver in order to draw a portion of their compensation 
from the Veterans’ Administration. 

A survey of 1,300 regulars of the Navy, retired for reasons 
other than disability, discloses that 48 have waived a portion 
of their retired pay in order to draw compensation from the 
Veterans’ Administration. 

This survey indicates that approximately 3.7 percent of the 
officers and enlisted personnel sampled took advantage of 
existing law which permits regulars to waive a portion of their 
retired pay to accept compensation from the Veterans’ 
Administration. 

Thus, in the case of the Marine Corps, a Jittle over 1 per- 
cent of the personnel involved exercised their waiver rights, 
while in the sample cases in the Navy, Jess than 4 percent 
exercised their waiver rights. 

Using the highest figure, if 4 percent of the 18,000 indi- 
viduals who would be affected by the proposed legislation 
elect to waive a portion of their retired pay to draw compen- 
sation from the Veterans’ Administration, there would be less 
than 720 individuals who would benefit by the proposed 
legislation. 

And if the average compensation paid by the Veterans’ 
Administration is approximately $34 per month, it will be 
seen that the amount of compensation that individuals 
would receive from the Veterans’ Administration that would 
be nontaxable would be less than $25,000 a month. 

Assuming that taxes on this amount would be approxi- 
mately 20 percent, it can be concluded that the proposed 
legislation would result in a tax loss of less than $5,000 a 
month. Even if the number of retired reservists should 
double or triple in the years ahead, it is reasonable to assume 
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that the maximum tax loss as a result of the proposed legis- 
lation would not exceed $15,000 monthly, or $180,000 
annually. 

DEPARTMENTAL REPORTS 


The following reports on this bill were received by the Committee 
on Finance from the Department of the Army, Veterans’ Administra- 
; y; 
tion, and the Bureau of the Budget. 


DEPARTMENT OF THE ARMY, 
November 14, 1957 
Hon. Harry FLoop Byrp, 
Chairman, Committee on Finance, 
United States Senate. 


Dear Mr. CHairMAN: Reference is made to your request to the 
Secretary of Defense for the views of the Department of Defense with 
respect to H. R. 1140, 85th Congress, the bill to amend Public Law 
85-56 to permit persons receiving retired pay for nonregular service 
to waive receipt of a portion of that pay to receive pensions or compen- 
sation under laws administered by the Veterans’ Administration. The 
Secretary of Defense has delegated to the Department of the Army 
the responsibility for expressing the views of the Department of De- 
fense thereon. 

The purpose of this bill is to extend to members and former members 
of the Reserve components of the uniformed services who are receiving 
retired pay for reasons other than disability the benefits of section 1005 
of the Veterans’ Benefits Act of 1957 (Public Law 85-56, 71 Stat. 123), 
which permits retired members of the Regular components and 
members and former members of the Reserve components entitled 
to retired pay for disability to waive a portion of their retired pay in 
order to draw pensions or compensation from the Veterans’ Admin- 
istration. 

The Department of the Army, on behalf of the Department of 
Defense, has no objection to the above-mentioned bill. 

The above act, which goes into effect on January 1, 1958, provides in 
part that ‘‘Any person who is receiving pay pursuant to any provision 
of law relating to _ es of persons in the Regular military, 
naval, or air service, or relating to retirement from any Reserve com- 
ponent of the milbiders sink or air service for disability will be allowed 
to waive a portion of his retired pay to draw compensation or pension 
from the Veterans’ Administration. 

Accordingly, reservists retired for reasons other than disability rare 
not in as favorable a position as retired regulars or reservists retired 
for disability who are permitted to receive a pension or compensation 
in lieu of an equivalent portion of their retired pay and hence are able 
to exclude such pension or compensation from gross income for in- 
come-tax purposes under the provisions of section 104 of title 26, 
United States Code. H. R. 1140 would, therefore, correct this 
inequity with respect to members and former members of the Reserve 
components receiving retired pay for reasons other than disability who 
could qualify for pensions or compensation. 

In view of the foregoing, the Department of the Army on behalf of 
the Department of Defense would interpose no objection to enact- 
ment of H. R. 1140 as passed by the House of Representatives on 
August 22, 1957. 
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It is not possible to estimate the cost of this legislative proposal 
if it should be enacted into law, as there are so many unknown factors. 

This report has been coordinated within the Department of Defense 
in accordance with procedures prescribed by the Secretary of Defense. 

The Bureau of the Budget has advised that it is opposed to the 
enactment of H. R. 1140 because it would, in effect, further extend 
special tax benefits to a limited group of individuals, thereby running 
counter to current Administration tax policies. 

Sincerely yours, 
S/ Wiuser M. Brucker, 
Secretary of the Army. 


VETERANS’ ADMINISTRATION, 
March 14, 1958. 
Hon. Harry F. Byrp, 
Chairman, Committee on Finance, 
United States Senate, Washington, D. C. 

Dear Senator Byrp: Further reference is made to your request 
for a report by the Veterans’ Administration on H. R. 1140, 85th 
Congress, an act to amend Public Law 85-56 to permit persons receiv- 
ing retired pay for non-Regular service to waive receipt of a portion of 
that pay to receive pensions or compensation under laws adminis- 
tered by the Veterans’ Administration. As passed by the House of 
Representatives on August 22, 1957, H. R. 1140 would amend section 
1005 of the Veterans’ Benefits Act of 1957 to read as follows (under- 
scoring indicates new language; bracketed language would be deleted): 

The bill’s purpose to treat retired members of Regular and Reserve 
components equally in this respect appears to merit serious consider- 
ation. However, an important question of Federal taxing policy is 
involved and the committee will doubtless desire the views of the 
Treasury Department. 

The enactment of H. R. 1140 would also provide some extension of 
benefits in the area of hospitalization and medical care furnished by 
the Veterans’ Administration. The Veterans’ Benefits Act of 1957 
contains certain liberalizations with respect to the availability of 
these benefits to persons retired from the Armed Forces, so that their 
status in this regard is equated with that of veterans discharged or 
released from the service. A person retired from the service is 
eligible, like a discharged veteran, for hospitalization or outpatient 
treatment of a disability incurred in the military service in one of 
the war periods, and a retired member who had war service may be 
provided hospitalization for any disability by the Veterans’ Admin- 
istration upon the same showing as that required of other veterans 
concerning inability to defray the cost of such care, provided a bed 
is available. Moreover, retirement for disability incurred in the 
service in line of duty meets another basic eligibility requirement for 
hospitalization or medical care which, under certain conditions, may 
be provided for those discharged or released from the military service 
for disability incurred in line of duty. 

However, there are some situations in which eligibility for hospital- 
ization or outpatient treatment from the Veterans’ Administration 
must be based upon receipt of compensation. For example, a retiree 
desiring hospital care for a disability incurred in peacetime service 
may be unable to establish eligibility except through receipt of com- 
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pensation. This assumes perhaps greater importance in relation to 
outpatient treatment, which can only be provided for service-connected 
conditions, so that a retired member requiring outpatient treatment 
for a pe acetime service-connected disability would not qualify in the 
absence of receipt of compensation, unless he was retired for disability 
incurred in the service. It is apparent, therefore, that in some cir- 
cumstances members of Reserve components retired for reasons other 
than disability are at a disadvantage by comparison to regulars retired 
for any reason or reservists retired for disability, in relation to the 
availability of hospital and medical benefits from the Veterans’ Ad- 
ministration. They do not enjoy the same privilege of partial waiver 
of retirement pay in order to receive compensation. ‘There appears 
to be no justification for this existing discrimination, which to a more 
limited extent exists also with respect to burial benefits based on re- 
ceipt of compensation at time of death. 

It should be mentioned that these inequalities in the area of Vet- 
erans’ Administration benefits could be eliminated legislatively with- 
out expanding the privilege concerning waiver of retirement pay. The 
alternative could take the form of an amendment to the hospital, 
medical care, and burial benefit provisions (sees. 510 (a) (3), 512 (a), 
and 802 (a) (3)) of the Veterans’ Benefits Act of 1957 to confer basic 
eligibility for these benefits if the person would be entitled to com- 
pensation but for the receipt of retirement pay. H. R. 9700, 85th 
Congress, a bill to consolidate all laws administered by the Veterans’ 
Administration, which passed the House of Representatives on Febru- 
ary 17, 1958, contains an amendment which would accomplish this 
latter type of liberalization, if enacted. 

The Veterans’ Administration is unable to indicate the loss of tax 
revenues which would result from enactment of H. R. 1140. From 
available information, it would appear that at the present time approx- 
imately 1,000 retired personnel who have been retired from Reserve 
components for reasons other than disability might take advantage 
of the waiver privilege. The number of this group who would avail 
themselves of Veterans’ Administration benefits as a result and the 
extent to which those benefits would be provided are speculative 
matters concerning which no reliable estimate can be made. In any 
event, it is believed that any increased costs from the provision of 
medical and burial benefits would be very small. 


“WAIVER OF RETIRED PAY 


“Src. 1005. Any person who is receiving retired or retirement pay 
under [pursuant to] any provision of law [relating to the retirement 
of persons in the regular military, naval, or air service, or relating to 
retirement from any reserve component of the military, naval, or air 
service for disability] providing retired or retirement pay to persons in 
any of the components of the Army, Navy, Marine Corps, Air Force, 
Coast Guard, Coast and Geodetic Survey, or Public Health Service, and 
who would be eligible to receive pension or compensation under the 
laws administered by the Veterans’ Administration if he were not 
receiving such retired or retirement pay, shall be entitled to receive 
such pension or compensation upon the filing by such person with the 
department by which such retired or retirement pay is paid of a 
waiver of so much of this retired or retirement pay as is equal in amount 
to such pension or compensation. To prevent duplication of pay- 
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ments, the de partment with which any such waiver is filed shall 
notify the Veterans’ Administration of the receipt of such w aiver, the 
amount waived, and the effective date of the reduction in retired 
or retirement pay.” 

Section 2 of the bill would establish an effective date of January 1, 
1958 (the general effective date of the Veterans’ Benefits Act of 1957), 
or the first day of the month following enactment, whichever is later. 

The purpose of this measure is to extend to members of Reserve 
components retired from the Armed Forces for reasons other than 
disability the same opportunity to waive a portion of their retirement 
pay, in order to receive an equivalent amount of disability compensa- 
tion or pension, as now provided for those retired for any reason 
from Regular service in the Armed Forces or from the Reserve com- 
ponents for disability. 

The bill also specifically includes members of the Coast and Geodetic 
Survey and the Public Health Service. For precision, the language 
should be limited to those in these services for whom this privilege 1 is 
presumably intended, namely, commissioned officers of the Coast and 
Geodetic Survey or the Public Health Service. 

Section 1005 of the Veterans’ Benefits Act of 1957 was derived from 
Public Law 314, 78th Congress, May 27, 1944 and subsection 402 
(i) of the Career Compensation Act of 1949 (now title 10, U.S. C., 
sec. 1215). Public Law 314 granted this privilege of waiving retired 
pay to the extent it equals compensation or pension to persons retired 
from the Regular components of the Armed Forces. Subsection 402 
(i) of the Career Compensation Act provided that members of Reserve 
components retired or granted retirement pay because of physical 
disability would be entitled to the same rights, benefits, and privileges 
provided for retired members of the Regular services. This had the 
effect of extending the authority to waive retirement pay in favor of 
pension or compensation to members of Reserve components retired 
or granted retirement pay for disability. However, Reserve com- 
ponent members retired for other reasons can only receive compensa- 
tion or pension from the Veterans’ Administration if they elect to 
receive that benefit in lieu of the total amount of their retirement 
pay. In the absence of partial waiver authority, the basic law pre- 
cludes concurrent payment to such retirees of pension or compensation 
and retirement pay (sec. 1004, Veterans’ Benefits Act of 1957). 

A principal advantage to the veteran in permitting partial waiver 
of retirement pay and receipt of an amount of disability compensation 
or pension equal to the waived portion of the retirement pay lies in 
the fact that compensation and pension payments are tax exempt 
(sec. 1001 (a), Veterans’ Benefits Act of 1957), whereas retirement 
pay based on length of service or attained age is not. 

While the Veterans’ Administration would not object to the enact- 
ment of this proposal, it is recognized that the primary purpose is the 
extension of tax exemption to the groups concerned, and that more 
definitive comments on this aspect should be obtained from the 
Department of the Treasury. 

Advice has been received from the Bureau of the Budget that there 
would be no objection to the submission of this report to your com- 
mittee and that the Bureau recommends against favorable considera- 
tion of H. R. 1140. 

Sincerely yours, 
SuMNER G. WHITTIER, 
Administrator, 
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EXECUTIVE OFFICE OF THE PRESIDENT, 
BuREAU OF THE BuDGET, 
March 14, 19658. 
Hon. Harry F. Byrp, 
Chairman, Committee on Finance, United States Senate, 
Senate Office Building, Washington, D. C. 

My Dear Mr. Cuatrman: This will acknowledge your letter of 
August 27, 1957, requesting our views on H. R. 1140, a bill to amend 
Public Law 85-56 to permit persons receiving retired pay for non- 
regular service to waive receipt of a portion of that pay to receive 
pensions or compensation under laws administered by the Veterans’ 
Administration. 

This bill would allow members of the Reserve components retired 
from the Armed Forces for reasons other than disability to waive a 
portion of their taxable military retirement pay in order to receive 
an equal amount of tax-free disability compensation or pension from 
the Veterans’ Administration if they would be entitled to such com- 
pensation or pension except for the receipt of retirement pay. This 
would accord such individuals the same privileges as are now available 
to individuals retired from the regular service or from the Reserve 
components for disability. 

The main justification for the waiver privilege in the past appears to 
have been the fact that retired military personnel could qualify to 
receive medical treatment in VA facilities for their service-connected 
disabilities only if they were receiving VA compensation. Since the 
enactment of Public Law 85-56 in June 1957, the receipt of VA 
compensation is no longer a condition to service-connected medical 
care from the VA for all regulars and most reservists. H. R. 9700, 
which passed the House of Representatives on February 17, 1958, 
would solve this problem of medical care eligibility for the relatively 
small remaining group of reservists without extending the waiver and 
tax privileges proposed in H. R. 1140. 

The individuals affected by H. R. 1140 are receiving benefits based 
on years of service rather than disability. In view of the fact that they 
are already eligible to receive needed medical treatment for their 
service-connected disabilities or are likely to be made eligible in the 
near future through the enactment of H. R. 9700, the Bureau of the 
Budget considers the enactment of H. R. 1140, to involve only the 
further extension of an unnecessary special tax benefit to a limited 
group of individuals. Accordingly, we recommend against favorable 
consideration of the measure. 

Sincerely yours, 
Rospert MERRIAM, 
Assistant Director. 


CHANGES IN EXISTING LAW 


In compliance with subsection 4 of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill are shown 
as follows (existing law proposed to be omitted is enclosed in black 
brackets; new matter is printed in italics; existing law in which no 
change is proposed is shown in roman): 
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“"WAIVER OF RETIRED PAY 


Sec. 1005. Any person who is receiving retired or retirement pay 
under [pursuant to] any provision of law [relating to the retirement 
of persons in the regular military, naval, or air service, or relating to 
retirement from any reserve component of the military, naval, or air 
service for disability] providing retired or retirement pay to persons in 
any of the components of the Army, Navy, Marine Corps, Air Force, 
Coast Guard, Coast and Geodetic Survey, or Public Health Service, and 
who would be eligible to receive pension or compensation under the 
laws administered by the Veterans’ Administration if he were not 
receiving such retired or retirement pay, shall be entitled to receive 
such pension or compensation upon the filing by such person with the 
department by which such retired or retirement pay is paid of a waiver 
of so much of this retired or retirement pay as is equal in amount to such 
pension or compensation. To prevent duplication of payments, the 
department with which any such waiver is filed shall notify the Vet- 
erans’ Administration of the receipt of such waiver, the amount 
waived, and the effective date of the reduction in retired or retirement 


pay. 


“" 
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EXPEDITIOUS PAYMENT OF DEATH GRATUITY BENEFITS 


Marcu 17, 1958.—Ordered to be printed 


Mr. Byrp, from the Committee on Finance, submitted the following 


REPORT 


[To accompany H. R. 5382] 


The Committee on Finance, to whom was referred the bill (H. R. 
5382) to amend sections 102, 301, and 302 of the Servicemen’s and 
Veterans’ Survivor Benefits Act, having considered the same, report 
favorably thereon with amendments, and recommend that the bill, as 
amended, do pass. 


GENERAL STATEMENT 


The purpose of the proposed legislation is to amend the Servicemen’s 
and Veterans’ Survivor Benefits Act insofar as that act deals with the 
payment of death gratuity benefits and the pay and allowance of 
enlisted members of the Philippine Scouts and the insular force of the 
Navy. 

Under existing law, the Secretary of each service concerned is re- 
quired to pay a death gratuity immediately upon official notification 
of the death of a member of the uniformed services to certain named 
dependents. 

There are occasions when it is not feasible for the military services 
to effect payments in this immediate manner as a regular procedure. 
And it is obvious from the hearings which led to the enactment of the 
Survivor Benefits Act that such immediate payment in all cases was 
not intended. Under the proposed legislation, therefore, immediate 
payment of the death gratuity would be required in those cases where 
the survivor of a deceased member was living with him or in the 
vicinity of the deceased member’s duty station at the time of his death. 
In all other cases, the proposed legislation would require payment to be 
made as expeditiously as possible. 

The amendments to sections 301 and 302 which deal with the pay- 
ment of death gratuity benefits are technical in nature, and were 
proposed by the Department of Defense. 

The bill also amends sections 102 (10) (A) and 102 (11) (D) of the 
Servicemen’s and Veterans’ Survivor Benefits Act with regard to the 
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method of determining basic pay for the purposes of that act in the 
case of members and former members of the insular force of the Navy 
and former members of the Philippine Scouts. 

Section 507 of the Career Compensation Act of 1949, as amended, 
provides for the pay and allowances for enlisted members of the 
Philippine Scouts and enlisted members of the insular force of the 
Navy. 

There are no members of the Philippine Scouts now serving on 
active duty with the Army. There are only 97 members of the 
insular force of the Navy now serving on active duty. Members of 
the Philippine Scouts and the insular force of the Navy have always 
received less pay than regular members of the Army and Navy 
because of the considerable differential in the cost of living in the 
Philippines and in the insular areas. 

The pay of the insular force is authorized by section 507 of the 
Career Compensation Act of 1949, but section 102 (10) (A), which 
defines basic pay for the purposes of the Servicemen’s and Veterans’ 
Survivor Benefits Act, does not contain a reference to section 507, 
under which the members of the insular force are paid. The proposed 
amendment remedies this error by including the reference to section 
507 of the Career Compensation Act within the definition of ‘‘basic 
pay” as contained in the Servicemen’s and Veterans’ Survivor Benefits 
Act. 

Thus, the effect of this amendment would be to provide continuous 
coverage under social security for members of the insular force of the 
Navy since January 1, 1957, the effective date of the Servicemen’s and 
Veterans’ Survivor Benefits Act, and also to provide that payments of 
dependency and indemnity compensation based on the amount of 
basic pay authorized by the Secretary of the Army or the Secretary of 
the Navy, as appropriate, shall commence after the last day of the first 
month which begins after the date of enactment of the proposed legis- 
lation. Since members of the Philippine Scouts and members of the 
insular force receive less basic pay than regular members of the armed 
services, this latter provision means that while there would be no reto- 
active reductions in dependency and indemnity compensation result- 
ing from the fact that payments to survivors of members and former 
members of the insular force of the Nav y and Philippine Scouts are 
currently being based on a full basic pay as authorized by the Career 
Compensation Act in conformance with the decision of the Comptroller 
General, nevertheless, in the future, after the proposed legislation is 
enacted, such dependency and indemnity payments will be made on 
the actual basic pay of the Philippine Scouts and the insular force of 
the Navy. 

As a result of the enactment of this portion of the amendment, the 
dependent survivors of members of the Philippine Scouts and insular 
force will be entitled to a monthly payment, if qualified, of $112 per 
month, plus 12 percent of the basic pay to which the service member 
was entitled while serving on active duty, or would have been entitled 
to had he been serving on active duty at the time of his death, if 
death was the result of a service-connected disability. 

Payments have been made based upon the rates of pay prescribed 
for regular members of the Army and Navy, but starting on the 
first day of the first month following the enactment of the proposed 
legislation, the 12 percent application to basic pay will be with 
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reference to the pay of the insular force and the Philippine Scouts in 
accordance with the original intention of the Servicemen’s and Vet- 
erans’ Survivor Benefits Act. 


EXPLANATION OF COMMITTEE AMENDMENT 


The committee amendment, technical in nature, is necessary to 
assure the continuation of depende ney and indemnity compensation 
to survivors of the so-called new Philippine Scouts on the same basis 
as the survivors of members of the Philippine Army group. 

The amendment is as follows: On page 1, line 5, strike out the 
figure ‘‘507”’ and insert in lieu thereof the following: 


“507 (except as to Philippine Scouts enlisted pursuant to 
Public Law 190, 79th Congress)”’ 


The General Counsel of the Department of Defense recommends 
enactment of H. R. 5382, as shown in the following report to the 
Chairman of the Committee on Finance: 


GENERAL COUNSEL OF THE DEPARTMENT OF DEFENSE, 
September 4, 1987. 

Drar Mr. CHairMan: Reference is made to your request for the 
views of the Department of Defense on H. R. 5382, 85th Congress, a 
bill to amend sections 102, 301, and 302 of the Cea-eianeinean and 
Veterans’ Survivors Benefits Act. 

The purpose of sections 1 and 2 of the subject bill is to bring en- 
listed members of the insular force of the Navy under the provisions 
of the Servicemen’s and Veterans’ Survivor Benefits Act, Public Law 
881, 84th Congress, with respect to title III, death gratuity, and title 
LV, old-age and survivors insurance and provide for the uniform 
applic ation of title Il, dependency and indemnity compensation, to 
both active and former members of the insular force of the Navy and 
former mempbers of the Philippine Scouts (there are no active members 
of the Philippine Scouts at the present time) 

The purpose of those sections of the bill w ould be accomplished by 
including the pay of enlisted men of the insular force of the Navy 
and the Philippine Scouts as defined by section 507 of the Career 
Compensation Act of 1949, Public Law 351, 81st Congress, as amended, 
within the definition of basic pay as set forth in section 102 (10) (A) 
and 102 (11) (D) of Public Law 881. Under the provisions of section 
507 of the Career Compensation Act of 1949, the Secretary of the 
Army with respect to the Philippine Scouts and the Secretary of the 
Navy with respect to the insular force of the Navy establishes the 
pay to be authorized these members, such pay to be within that 
authorized enlisted members of the regular forces. 

The effect would be to provide continuous coverage under social 
security for members of the insular force of the Navy since January 1, 
1957, the effective date of Public Law 881, and to provide that pay- 
ments of dependency and indemnity compensation based on the 
amount of basic pay authorized by the Secretary of the Army or the 
Secretary of the Navy, as appropriate, shall commence after the last 
day of the first month which begins after the date of enactment. 
vs latter would mean that there would be no retroactive reductions 

1 dependency and indemnity compensation resulting from the fact 
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that payments to survivors of members and former members of the 
insular force of the Navy and Philippine Scouts are currently being 
based on a full basic pay as authorized by the Career Compensation 
Act, in conformance with a determination of the Comptroller General 
(B—129589 of November 1, 1956). 

In order to include active me mbe rs of the insular force of the Navy 
within the provisions of title III, death gratuity, and title IV, old-age 
and survivors insurance, from January 1, 1957, the Department of 
Defense recommends early enactme F of H. R. 5382. 

The purpose of sections 3 and 4 of the subject bill is to require the 
immediate payee nt of the death gratuity only in those cases where 
the survivors of a deceased member of a uniformed service were living 
with him at or in the vicinity of his duty station at the time of his 
death. In all other cases the amendment would provide that payment 
should be made as expeditiously as possible. 

As presently worded it is possible for title ITI of the act to be inter- 
preted as prescribing the immediate payment of the death gratuity, 
in all cases, by the service disbursing officer located nearest the place 
of residence of the survivors concerned. It is not feasible for the 
military services to effect payments in this manner as a regular pro- 
cedure and, as evidenced by the records on the congressional hearings 
leading to the enactment of Public Law 881, this is not what was 
intended. 

The Department of Defense considers this also to be a desirable 
amendment and recommends the bill be favorably considered. 

The Bureau of the Budget has advised that there is no objection 

the submission of this report 

Sincerely yours, 
DiCHERY. 


CHANGES IN EXISTING LAW 


In compliance with subsection 4 of rule X XIX m1 the Standing 
Rules of the Senate, changes in existing law made by the bill are 
shown as follows (existing law proposed to be omitted is enclosed in 
black brackets; new matter is printed in italic; existing law in which 
no change is propose d is shown In roman): 

102 (10) (A) “Basic pay’? means the monthly pay prescribed 
by section 201 (a). 201 (e). 201 (f). 507 (exce pt as to Ph ippine Scouts 
enlisted pursuant to Public Law 190, 79th Conare _ or 508 of the 
Career Compensation Act of 1949, as may be appropriate, for a member 
of a uniformed service on active duty. 


* x ~ * * 


Sic. 102 (11) (D) Whenever basic pay prescribed by ‘tion 201 (a), 
201 (e), 201 (f), 507 (except as to Ph pees | Scouts enlisted pursuant 
to Public Law 190. 79th Congress), or 508 of ‘areer Co npe nsation 
Act of 1949 is increased or decreased, “basic pay” determined pursuant 
to this paragraph 11) shall increase or decrease accordingly. 
* * * * * * K 

Sec. 301. (a) Except as provided in section 304 (a), the Secretary 
concerned shall have a death grat ty pal d [immedi ite ly}: in accord- 
ance with section 302 upon official notification of the death of a member 
of a uniformed service under his jurisdiction who dies while on active 
duty, active duty for training, or inactive-duty training 
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b) The death gratuity shall equal six months’ basic pay (plus 
special and incentive pays) at the rate to which the deceased member 
of a uniformed service was entitled on the date of his death, but 
shall not be less than $800 nor more than $3,000. 

(c) The death gratuity shall be paid to or for the living survivor 
or survivors of the deceased member of a uniformed service first 
listed below: 

(1) His spouse. 

(2) His children (without regard to their age or marital status) in 
equal shares. 

(3) His parents or his brothers or sisters (including those of the half 
blood and those through adoption), when designated by him. 

(4) His parents in equal shares. 

His brothers and sisters (including those of the half blood and 
those through adoption) in equal shares. 

(d) If a survivor dies before he receives the amount to which he is 
entitled under this title, such amount shall be paid to the then living 
survivor or survivors first listed under subsection (c). 

Sec. 302. [In order that payments under section 301 may be made 
immediately, the Secretary concerned (1) shall authorize the command- 
ing officers of military or naval commands, installations, or districts, 
in which survivors of deceased members of the Army, Navy, Air 
Force, Marine Corps, or Coast Guard are residing to determine the 
survivors eligible to receive the death gratuity, and (2) shall authorize 
the disbursing or certifying officer of each such command, installation, 
or district to make the payments to the survivors so determined, or 
certify the payments due to such survivors, as may be appropriate. ] 
In order that payments under section 301 may be made immediately to 
the survivors of a deceased member of a uniformed service who were living 
with him at or in the vicinity of his duty station at the time of his death, 
the Secretary concerned (1) shall authorize the commanding officers of 
military or naval commands, installations, or districts to determine the 
eligibility of such survivors and (2) shall authorize the disbursing or 
certifying officer of each such command, installation, or district to make 
immediate payme nt to the survivors so determined or certify the payments 
due such survivors, as appropriate. In all other cases the amount to 
which a survivor is entitled under section 301 shall be paid as expeditiously 


as possible. 
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Mr. Byrp, from the Committee on Finance, submitted the following 


REPORT 


[To accompany H. R. 776] 


The Committee on Finance, to whom was referred the bill (H. R. 
776) to permit temporary free importation of automobiles and parts of 


automobiles when intended solely for show purposes, having considered 
the same, report favorably thereon with an amendment and recom- 
mend that the bill as amended do pass. 


PURPOSE 


The purpose of H. R. 776 is to extend the provisions of section 308 
of ~ Tariff Act of 1930, as amended (U.S. C., 1952 edition, title 19, 
sec. 1308), providing for the temporary fu importation under bond 
for exportation of certain articles, to automobiles, automobile chassis, 
automobile bodies, cutaway portions of any of the foregoing, and 
parts for any of the foregoing, finished, unfinished, or cutaway, when 
intended solely for show purposes. 


AMENDMENTS 


The Finance Committee amended the bill to provide for a time 
limit of 6 months on the importation for show purposes of any one 
shipment of automobiles or parts and to provide for that temporary 
free entry only from countries that permit similar temporary free 
entry of cars made in the United States. Cars or parts imported 
for show purposes and remaining for longer than 6 months would be 
subject to duty and cars, even for show purposes and imported on 
a temporary basis, would be required to pay duty unless the country 
of origin provided similar free treatment for cars made in the United 
States which are sent abroad for show purposes. 
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GENERAL STATEMENT 


Section 308 of the Tariff Act of 1930, as amended, presently pro- 
vides for the importation without payment of duty of 12 categories 
of articles not intended for sele or for sale on approval, under bond 
conditioned upon their exportation within 1 year, or within such longer 
period not to exceed 3 years, as the Secretary of the Treasury, in his 
discretion, may allow. As originally enacted in 1930, section 308 
provided for 8 such categories; it hes been amended from time to 
time so that it now provides for 12 categories. 

H. R. 776 would include in section 308 an additional category 
consisting of automobiles, automobile chassis, automobile bodies, 
cutaway portions of any of the foregoing, and parts for any of the 
foregoing, finished, unfinished, or cutaway, when intended solely for 
show purposes. This new category would be subject to the same 
safeguards contained in section 308 presently applicable to the other 
categories of articles contained therein and, by the amendments of 
the committee, be limited to cars and parts imported from countries 
which, on a reciprocal basis, allow cars made in the United States 
similar privileges in their markets. The bill, as amended, would 
provide for a 6 months stay without payment of duty. 

The Secretary of Commerce in reporting favorably on the bill 
stated as follows: 


* * * We understand that the American automobile indus- 
try, which is one of the most active in arranging for the wide 
showing of its products in foreign countries, has no com- 
mercial objection to foreign-made products in its field being 
allowed temporary free admission into the United States for 
purely exhibition purposes. In fact, it favors new or unusual 
automotive products being freely brought to the attention 
of producers and users in this country. 


” Favorable reports on the bill were written by the Department of 
State, the Department of Labor, and the Treasury Department. 
An informative report was made by the Tariff Commission. 


CHANGES IN EXISTINGTLAW 


In compliance with subsection 4 of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as re- 
ported, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 


TarirF Act or 1930 


SEC. 308. TEMPORARY FREE IMPORTATION UNDER BOND FOR 
EXPORTATION. 

The following articles, when not imported for sale or for sale on 
approval, may ‘be admitted into the United States under such rules 
and regulations as the Secretary of the Treasury may prescribe, with- 
out the payment of duty, under bond for their ex ‘portation within 
one year from the date of importation, which period, in the discretion 
of the Secretary of the Treasury, may be extended, upon application, 
for one or more further periods which, when added to the initial on 6 
year, shall not exceed a total of three years: 
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(1) Articles to be repaired, altered, or otherwise changed in 
condition by processes which do not result in articles manu- 
factured or produced in the United States; 

* * Ps * + * * 


(11) Theatrical scenery, properties, and apparel brought into 
the United States by proprietors or managers of theatrical ex- 
hibitions arriving from abroad for temporary use by them in such 
exhibitions; [and] 

(12) Works of art, drawings, engravings, photographic pic- 
tures, and philosophical and scientific apparatus brought into the 
United States by professional artists, lecturers, or scientists 
arriving from abroad for use by them for exhibition and in illus- 
tration, promotion, and encouragement of art, science, or indus- 
try in the United States[[.]; and 

(13) Automobiles, automobile chassis, automobile bodies, cuta- 
way portions of any of the foregoing, and parts for any of the fore- 
going, finished, unfinished, or cutaway, when intended solely for 
show purposes; except that (A) the privileges granted by this sub- 
division in respect of imports from a foreign country shall be allowed 
only if the Secretary of the Treasury shall have found that such 
foreign country allows, or will allow, substantially reciprocal privi- 
leges in respect of similar imports to such countr y from the United 
States, and if the Secretary of the Treasury finds that a foreign 
country has discontinued, or will discontinue, the allowance of such 
privileges, the privileges granted shall not apply thereafter in respect 
of imports - from such foreign country; and (B) articles imported 
under this subdivision shall be admitted under bond for their expor- 
tation within six months from the date of importation, in lieu of the 
period specified above, and such six months period shall not be 
extended. 0 
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TWO-YEAR SUSPENSION OF IMPORT DUTY ON CHICORY 


Marcu 18 (legislative day Marcu 17), 1958.—Ordered to be printed 


Mr. Byrp, from the Committee on Finance, submitted the following 


REPORT 


[To accompany H. R. 5005] 


The Committee on. Finance, to whom was referred the bill (H. R. 
5005) to suspend for 2 years the duty on crude chicory and to amend 
the Tariff Act of 1930 as it relates to chicory, having considered the 
same, report favorably thereon with amendments and recommend 


that the bill, as amended, do pass. 


PURPOSE 


The purpose of H. R. 5005, as amended, is to suspend for a period 
of 2 years the duty on crude chicory (except endive) and to provide 
for a new rate of 2 cents per pound on chicory, ground or otherwise 


prepared for the same temporary period. 
AMENDMENTS 


The bill as passed by the House would have provided for a perma- 
nent rate of 2 cents per pound on chicory ground or otherwise pre- 
pared while provi iding for only a 2-year suspension of the duty on 
crude chicory. The Finance Committee amended the bill to provide 
for a rate of 2 cents per pound on ground or prepared chicory, only 
during the time of the suspension of duty on the crude. At the end 
of the suspension the duty on ground or prepared chicory would be 
restored to 2% cents per pound. 


GENERAL STATEMENT 


The crude chicory on which the duty would be suspended for 2 years 
is the dried root of the chicory plant (cichorium intybus), which is 
virtually the only raw material used in the manufacture of ground 
chicory. Crude chicory was originally dutiable under par agraph 776 
of the Tariff Act of 1930 at the rate of 2 cents per pound. The duty 
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was reduced to 1% cents per pound, effective May 1, 1935, pursuant 
to a bilateral trade agreement with Belgium. The rate was further 
reduced to 1 cent per pound, effective January 1, 1948, pursuant to 
a concession granted in the General Agreement on Tariffs and Trade. 
This rate is presently effective. The bill would be effective with 
respect to articles entered, or withdrawn from warehouse, for con- 
sumption during the 2-year period beginning the day following enact- 
ment of the bill. 

At the present time, chicory is not grown in the United States. 
Prior to World War II, most of United States chicory consumption 
was from domestic production; however, domestic production has 
been declining continuously since the war. In the past, it was 
grown in certain areas of Michigan under contract with domestic pro- 
ducers of ground chicory, but between 1950 and 1953 both the acreage 
under contract and the acreage harvested decreased steadily and no 
chicory has been grown domestically since 1954. 

United States imports of crude chicory during the postwar years 
have varied considerably in quantity from year to year. During the 
period 1947-52, annual imports of crude chicory ranged from 4.3 
million to 10.4 million pounds. In the 4-year period 1953-56, United 
States imports of crude chicory amounted to 5.4 million pounds 
annually. 

Although chicory is grown in most countries of Europe, virtually the 
only sources of United States imports of crude chicory have been 
Belgium, the Netherlands, Poland, and Yugoslavia. Belgium has 
been the most consistent supplier; the Netherlands and Poland have 
supplied large quantities in some years. 

The bill, as amended by the Finance Committee would also provide 
for a temporary change in the duty on ground, roasted, or otherwise 
prepared from the present 2% cents per pound to 2 cents per pound. 

Ground chicory consists of ground, roasted chicory produced from 
the dried root of the chicory plant (Cichorium intybus), and is used 
almost entirely as a supplement to, or extender of, coffee. Ground 
chicory, which resembles ground, roasted coffee in texture and ap- 
pearance, is produced and marketed in the United States in several 
grinds, ranging from powder to coarse granules. Approximately 
3 percent of the coffee marketed in the United States is sold in coffee- 
chicory mixes. 

The original rate of duty established in the Tariff Act of 1930 for 
ground or otherwise prepared chicory was 4 cents per pound. The 
rate was reduced to 3 cents pursuant to a bilateral trade agreement 
with the Netherlands, effective February 1, 1936, and on January 1, 
1948, the rate was further reduced to 2% cents per pound, which rate 
is currently i in effect. 

During most of the 1930’s, United States imports of ground chicory 
were small, but that, since World War II, imports have increased 
steadily. The principal source of such imports has been Belgium, 
although in some years substantial quantities have been imported 
from the Netherlands and France. Consumption of ground chicory 
has varied, depending upon a number of factors, including availability 
of supply, ratios of the coffee-chicory mix, and other factors. 

Since United States imports of both ground and crude chicory are 
now dutiable, a portion of the duty on eround chicory may be regarded 
as compensatory for the duty on ‘crude chicory, and the remainder as 
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affording protection to the domestic producer of ground chicory. 
Under the Tariff Act of 1930, the spread between the duties on crude 
and ground chicory was 2 cents per pound. At the present time, this 
spread is 1% cents per pound. Under H. R. 5005, if enacted, the 
spread would be restored to 2 cents per pound. 

The bill as passed by the House would have made permanent the 
duty of 2 cents per pound on ground or prepared chicory. This 
would have meant that at the end of the suspension of the duty on 
crude chicory, the spread between crude and prepared would have 
been reduced to 1 cent per pound. The present spread of 1% cents, 
according to letters from the domestic chicory-roasting industry, is 
not sufficient to compensate for the difference between quotations in 
this market of foreign chicory roasting concerns and domestic costs. 
If H. R. 5005 is adopted the spread will be established at 2 cents per 
pound and the committee amendment would retain that spread, 
whereas the House bill would have set a spread of only 1 cent per 
pound after the suspension of the duty on the crude was ended. 

It is believed that this bill will be of assistance to a domestic industry 
now facing severe competition from imports. ‘The Finance Committee 
did not agree with the House bill that the domestic industry should 
be penalized at the end of the 2-year suspension of duty on crude 
chicory by reducing the margin or spread between crude and prepared 
chicory to 1 cent per pound. 

Favorable reports on the bill were written by the Departments of 
State, Treasury, and Commerce and the Tariff Commission wrote an 
informative report. 


CHANGES IN EXISTING LAW 


In compliance with subsection 4 of Rule XXIX of the standing 
Rules of the Senate, changes in existing law made by the bill, as 
reported, are shown as follows (existing i proposed to be omitted 
is enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 


Tarirr Act or 1930 


Par. 776. Acorns, and dandelion roots, crude, 14 cents per pound; 
ground, or otherwise prepared, 4 cents per pound; chicory, crude, 2 cents 
er pound; [any of the foregoing,] ground or otherwise prepared, 
4] 2 cents per pound; all coffee substitutes and adulterants, and 
coffee essences, 3 cents per pound. 


O 
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PERMANENT AUTHORITY FOR THE POSTMASTER RGENE AO MO 
ESTABLISH POSTAL STATIONS AT CAMPS, POSTS, OR STATIONS 
OF THE ARMED FORCES, AND AT DEFENSE OR OTHER STRATE- 
GIC INSTALLATIONS 


Marcu 18 (legislative day, Marcu 17), 1958.—Ordered to be printed 


Mr. Jounston of South Carolina, from the Committee on Post Office 
and Civil Service, submitted the following 


REPORT 


{To accompany H. R. 4815] 


The Committee on Post Office and Civil Service, to whom was re- 
ferred the bill (H. R. 4815) to provide permanent authority for the 
Postmaster General to establish postal stations at camps, posts, or 
stations of the Armed Forces, and at defense or other strategic installa- 
tions, and for other purposes, having considered the same, report favor- 
ably thereon without amendment and recommend that the bill do pass. 


STATEMENT 


Under authority of section 1 of the act of March 10, 1952 (39 
U.S. C., sec. 160, note), the Postmaster General may establish postal 
stations at military camps or other stratezic installations. However, 
such authority ceased on March 10, 1957. In the interest of more 
efficient and economical operation of postal facilities necessary to serve 
installations of the Armed Forces, both the Post Office Department and 
the Department of Defense asked that the authority be extended on a 
permanent basis. The bill will accomplish this purpose. 


AGENCY VIEWS 


Following is the letter from the Postmaster General requesting this 
legislation and the favorable report of the Department of Defense. 
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OFFICE OF THE POSTMASTER GENERAL, 
Washington 25, D. C., January 11, 1957. 
Hon. Ricuarp M. Nrxon, 
President of the United States Senate. 

Dear Mr. Presipent: Submitted herewith for consideration by 
the Congress is a legislative proposal to make permanent the authority 
of the Postmaster General to establish postal stations at camps, posts, 
or stations of the Armed Forces, and at defense or other strategic 
installations. 

Under authority of section 1 of the act of March 10, 1952 (39 
U.S. C., sec. 160, note), the Postmaster General may establish postal 
stations or branch post offices at camps, posts or stations of the Armed 
Forces, and at defense or other strategic installations. This makes it 
possible to provide efficient mail service for such installations at the 
lowest cost to the Department. Under this law the Department can 
assign trained postal personnel to man such stations or branch post 
offices. 

It is provided, however, that ‘“The authority granted by this section 
shall terminate 5 years after the date of enactment of this act, or 
any prior date which the Congress by concurrent resolution may 
designate.’”’ Under this provision the Postmaster General’s authority 
to establish such stations or branches at Armed Forces, defense, or 
other-strategic installations will cease on March 10, 1957. 

In the interest of more efficient and economical operation of the 
postal facilities necessary to serve installations of the Armed Forces, 
and the defense or other strategic installations, it is the view of this 


Department that the authority contained in the act of March 10, 
1952, should be made permanent. 
The attached legislative proposal will accomplish the purpose de- 
sired. Its early enactment is urged by this Department. 
The Bureau of the Budget has advised that there would be no objec- 
tion to the submission of this legislative proposal to the Congress. 
Sincerely yours, 


Maurice H. Srans, 
Acting Postmaster General. 


DEPARTMENT OF THE AIR ForCE, 
OFFICE OF THE SECRETARY, 
Washington, February 14, 1957. 
Hon. Ourn D. Jounston, 
Chairman, Committee on Post Office and 
Cwil Service, United States Senate. 

Dear Mr. CuarrMan: Reference is made to your request for the 
comments of the Department of Defense on S. 913, 85th Congress, a 
bill to provide permanent authority for the Postmaster General to 
establish postal stations at camps, posts, or stations of the Armed 
Forces, and at defense or other strategic installations, and for other 
purposes. The Secretary of Defense has delegated to this Depart- 
ment the responsibility for submitting the views of the Department of 
Defense on this legislative proposal. 

The purpose of S. 913, as stated in its title, would be accomplished 
by deleting that portion of the first section of the act of March 10, 
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1952 (39 U. S. C. 160, note), which terminates on March 10, 1957, 
the existing ccameuaee authority to take such action. 

The Department of Defense feels that continued statutory authority 
for the establishment of such postal stations and branch post offices 
is essential and therefore strongly recommends enactment of S. 913. 

This report has been coordinated within the Department of Defense 
in accordance with procedures prescribed by the Secretary of Defense. 

The Bureau of the Budget advises that there is no objection to the 
submission of this report. 

Sincerely vours, 
JAMES H. Dovetas, 
Under Secretary. 


CHANGES IN EXISTING LAW 


In compliance with subsection 4 of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill are 
shown as follows (existing law proposed to be omitted is enclosed in 
black brackets, existing law in which no change is proposed is shown 
in roman): 

Act or Marcu 10, 1952 


(66 Stat. 23, 39 U.S. C. 160, note) 


Sec. 1. Whenever the Postmaster General deems it necessary in 
serving camps, posts, or stations of the Armed Forces (including the 
Coast Guard), and defense or other strategic installations he may 
establish postal stations or branch post offices at such camps, posts, 
stations, or installations notwithstanding the limitations imposed by 
the third proviso in the Act of June 9, 1896 (this section). [The 
authority granted by this section shall terminate five years after the 
date of enactment of this Act (Mar. 10, 1952), or any prior date which 
the Congress by concurrent resolution may designate. ] 


O 
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CONTRACTS FOR POSTAL STATIONS 


Marcu 18 (legislative day, Marcu 17), 1958.—Ordered to be printed 


Mr. Jounston of South Carolina, from the Committee on Post Office 
and Civil Service, submitted the following 


REPORT 
[To accompany H. R. 7907] 


The Committee on Post Office and Civil Service, to whom was 
referred the bill (H. R. 7907) relating to contracts for the conduct of 
contract postal stations, and for other purposes, having considered 
the same, report favorably thereon without amendment and recom- 
mend that the bill do pass. 

PURPOSE 


Present law authorizes the Postmaster General to enter into con- 
tracts for the operation of postal stations for a period of not in excess 
ofgj2 years. H. R. 7907 would permit such contracts for a period of 
not in excess of 3 years and would authorize the Postmaster General 
to renew any such contract at the same or a lower rate unless (1) he 
finds that such renewal is not in the interest of the United States, or 
(2) not later than 90 days before the end of the contract the Post Office 
Department receives a written request that the contract be opened 
for competitive bidding. 

JUSTIFICATION 


Under present law, contracts are secured by the Department in the 
eastern half of the United States in even years and in the western half 
in odd years. 

Approval of this legislation will eliminate a great amount of admin- 
istrative and paper work and at the same time serve to stabilize con- 
tract prices at a lower level. The cost of paperwork alone is estimated 
at approximately $60,000 a year, much of which will be eliminated. 
The savings that will result from the contracts themselves should be 
rather substantial. 
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CONTRACTS FOR POSTAL STATIONS 
AGENCY VIEWS 


Following is the letter from the Post Office Department requesting 

this legislation. 
OFFICE OF THE POSTMASTER GENERAL, 
Washington, D. C., January 11, 1957. 
Hon. Ricuarp M. Nixon, 
President of the United States Senate. 

Dear Mr. Presipent: There is transmitted herewith for con- 
sideration by the Congress a legislative proposal relating to contracts 
for the conduct of contract postal stations, and for other purposes. 

Under the present law embodied in section 161 of title 39, United 
States Code, the Postmaster General is authorized ‘‘to enter into 
contracts for the conduct of contract stations for a term not exceeding 
2 years.”” Such contracts are now secured by this Department for a 
2-year period, beginning July 1 of each year, alternately, with con- 
tracts in the eastern half of the United States being secured in even 
years, and in the western half in odd years. Contract. stations 
established after July 1 are on the basis of the remaining portion of 
the 2-year period. 

At this time, there are approximately 5,074 contract stations in 
operation, with total annual contract rates amounting to approxi- 
mately $6,192,000. The annual stamp sales at these contract stations 
amount to many millions of dollars. 

Under the program now follows d, each year this Department, and 
postmasters in one-half of the country, must go through the program 
of readvertising all contract stations, the awarding of contracts, and 
inaugurating the service in all instances in which there is a change in 
the contractor. This system involves 2 tremendous amount of time 
and expense on the part of postmasters, and this Department. This 
Department believes that it is advisable and desirable to make a 
change in the present practices. Under the present system, the post- 
master may terminate the contracts on 24-hour notice to the con- 
tractor, and the contractor may terminate the contract by giving the 
postmaster 30 days’ notice. 

The legislative proposal would authorize the Postmaster General 
to enter into contracts for the conduct of contract postal stations for 
terms not in excess of 3 years each and, at the expiration of any such 
term, to renew any such contract at the same or a lower contract 
price unless (1) he shall find that such renewal is not in the interest 
of the United States or (2) not later than 90 days before the end of 
such contract term the Post Office Department receives a written 
request that the contract be opened for competitive bidding at the 
end of such term. If the Postmaster General makes such finding, 
or receives such a written request, with respect to any contract 
entered into as provided by this legislation, he will advise for bids 
for the conduct of the contract postal station involved in accordance 
with existing laws relating to the advertising and award of public 
contracts. 

The enactment of the proposed legislation will, it is believed, tend 
to result in decreased expenditures by this Department, but there is 
not available sufficient information upon which to base an estimate 
as to the amount of such reduction in expenditures. This Depart- 
ment urges early enactment of the legislation. 
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The Bureau of the Budget has advised that there would be no 
objection to the submission of this legislative proposal to Congress. 
Sincerely yours, 
Maurice H. Stans, 
Acting Postmaster General. 


CHANGES IN EXISTING LAW 


In compliance with subsection 4 of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill are shown 
as follows (existing law proposed to be omitted is enclosed in black 
brackets, new matter is printed in italic): 


Section 15 or THE Act or May 18, 1916 (39 U.S. C. 161) 


[Sec. 15. That hereafter the Postmaster General may enter into 
contracts for the conduct of contract stations for a term not exceeding 
two years.] 

Src. 15. The Postmaster General may enter into contracts for the 
conduct of contract stations for a term not exceeding three years. Any 
such contract may be renewed by the Postmaster General, at the same 
or a lower contract price, for additional terms not exceeding three years 
each unless (1) the Postmaster General finds that such renewal is not in 
the interest of the United States, or (2) not later than ninety days before 
the end of any contract term the Post Office Department recewes a request 
in writing that the contract be opened for competitive bidding at the end 
of such term. Upon any such finding by the Postmaster General, or wpon 
receipt of any such request, the Postmaster General shall terminate the 
contract, with respect to which such finding has been made or such request 
has been recewed, at the end of the current term and shall advertise for 
bids thereon in accordance with existing laws relating to the advertising 
of public contracts and the award thereof on the basis of competitive 


bidding. 
O 
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REVISION OF LAWS RELATING TO HANDLING OF 
SHORT PAID AND UNDELIVERABLE MAIL 


Marcu 18 (legislative day, Marca 17), 1958.—Orderea to be printed 


Mr. Jounsron of South Carolina, from the Committee on Post Office 
and Civil Service, submitted the following 


REPORT 
[To accompany H. R. 7910] 


‘The Committee on Post Office and Civil Service, to whom was 
referred the bill (H. R. 7910) to revise the laws relating to the handling 
of short-paid and undeliverable mail, and for other purposes, having 
considered the same, report favorably thereon without amendment 
and recommend that the bill do pass. 


STATEMENT 


H. RK. 7910 was reported to the Senate with amendments on August 
2, 1957. Because of widespread misunderstanding and deliberate 
misrepresentation of the effect of the amendments, a recommittal 
motion by the chairman of the committee was approved by the Senate 
on August 10, 1957. 

The bill as now being reported is without the committee amend- 
ments referred to above. 


EXPLANATION 

This legislation was requested by the Post Office Department in 
a letter dated April 9, 1957, addressed to the Vice President. Its 
provisions are embodied in 8S. 1954, which was introduced in the 
Senate on May 1, 1957. 

The Senate Committee on Post Office and Civil Service unani- 
mously concurs in the House-approved amendments to the bill and 
recommends approval of the bill. 

The pertinent portion of the House report is printed as a part of 
this report for the information of the Senate. 


This legisletion, as introduced, and as reported, makes 
changes in certain existing laws and parts of laws relating to 
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short-paid mail, mail on which no postage has been paid, 
and undelivered mail, with appropriate repealers of incon- 
sistent provisions of law, in order to modernize such laws 
and parts of laws, facilitate the operations of the postal serv- 
ice with respect thereto, and carry out the expressed policy 
of the committee that postal rates and fees should be adjusted 
from time to time in order that postal revenues will more 
nearly equal expenses and that postal service will be im- 
proved. The Post Office Department estimates that there 
were 484 million postage-due transactions in the fiscal year 
1956, and that anticipated vous e in the fiscal year 1958 
will raise this number to about 1 billion. 

Subsection (a) of the first sec ae of H. R. 7910 authorizes 
the Postmaster General to prescribe by regulation the condi- 
tions for delivery, return, or other disposition of mail on 
which no postage or insufficient postage has been prepaid. 

Subsection (b) of this section authorizes the P ost ister 
General to prescribe by regulation the additional charges, 


over and above lawful postage, that shall be collected for 
delivery of such mail, and also to wave collection where it 
is in th e interests of the -retithiatael The comn ittee 


amendment will add a provision that such additional charges 


shall, as nearly as practicable, equal the cost incurred for 
this special service. 

Section 2 authorizes the Postmaster General to prescribe 
appropriate fees for return of undeliverable mail from the 
dead-letter office to the senders. This is an additional author- 
ization along the lines of those fees for special services which 
the Postmaster General is authorized to prescribe under sec- 
tion 12 of Public Law 233, 82d Congress. 

Section 3 eliminates reference 11 ‘ present law to charg- 
ing of postage for short-paid mail he retains the Postmaster 
General’s authority to issue postage-due stamps for philatelic 
purposes. 

Section 4 increases from $1 to $10 the value or content of 
nonregistered letters that must be returned to the senders by 
registered mail, charging a minimum registry fee. 

Section 5 increases from 15 to 25 cents the minimum com- 
mission for selling undeliverable parcels containing perish- 
ables. 

Section 6 repeals laws or parts of laws inconsistent with this 
new legislation. 

Section 7 provides that the bill ill be effective on the first 
of the third month following enactment. 


AGENCY VIEWS 


The letter of the Post Office Department recommending the 

legislation follows: 
OFrFICE OF THE POSTMASTER GENERAL, 
Washington, D. C., April 9, 1957. 
Hon. Ricwarp M. Nixon, 
President of the United States Senate. 

Dear Mr. Presipent: Transmitted herewith, for consideration 

by Congress, is a legislative proposal to revise the laws relating to 
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the handling of short-paid and undeliverable mail, and for other 
purposes, 

Several provisions of law deal with the handling of short-paid mail 
matter. For example, section 272 of title 39, United States Code, 
which is based on section 3900 of the Revised Statutes provides that 
‘‘No mail matter sball be delivered until the postage due thereon 
has been paid.” 

Section 274 of title 39, United States Code, provides that “If any 
mail matter, on which by law the postage is required to be prepaid 
at the mailing office, shall by inadvertance reach its destination 
without any prepayment, double the prepaid rates shall be charged 
and collected on delivery.” 

Section 275 of title 39, United States Code, provides that part paid 
first-class matter shall be forwarded to its destination charged with 
the unpaid rate of postage to be collected on delivery. This law con- 
tains the following provisions: 

“If the postage is short-paid one rate, the additional charge shall 
be 2 cents, or the deficient postage. If it is short more than one rate, 
the deficit postage and an additional charge of 1 cent for each ounce 
wr fraction thereof shall be collected.”’ 

It is proposed to amend or repeal the various laws relating to short- 
paid mail and to authorize the issuance of regulations prescribing the 
conditions under which matter mailed without prepayment of the 
postage required by law to be paid, or without prepayment of the 
full amount of the postage shall be delivered to the addressee, returned 
to the sender, or otherwise disposed of. Also to authorize the Post- 
master General to prescribe the charges to be collected for short-paid 
matter at the time of delivery. This would be authorized by the 
first section of the proposal. 

Section 3936 of the Revised Statutes, as amended (39 U.S. C., 
sec. 406), deals with the return to the sender of undeliverable matter 
which is sent to the dead letter offices for examination. The law 
provides that a fee of 5 cents is to be collected at the time of delivery 
of such mail to the sender. 

Since the return of such matter to the sender is in the nature of a 
special service, it is believed that the Postmaster General should be 
authorized to prescribe the fees to be charged for such services to the 
same extent that he is authorized to prescribe fees for other special 
services. 

Section 2 of the proposed bill will amend section 12 (a) of the act 
of October 30, 1951 (39 U.S. C., see. 246f), to authorize the Post- 
master General to Robe the fees to be char; ged for the above 
mentioned special service. 

Section 3 of the proposal amends the law in section 275 of title ‘ 
United States Code, to eliminate the reference to the postage to he 
charged for short-paid mail. However, the law, as amended, retains 
the authority of the Postmaster General to issue postage-due stamps 
of special designs, and authorizes the sale of such postage-due stamps 
for philatelic purposes. It prohibits the sale of postage-due stamps in 
prepayment of regular postage or fees. It continues the present 
provisions of the existing law in this respect. 

Section 3936 of the Revised Statutes requires that nonregistered 
letters containing $1 or more in cash or nonregistered or insured parcels 
of the first class which are apparently valued at $1 or more must be 
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returned to the sender by registered mail. The cost to the Depart- 
ment is out of proportion to the value of the article. 

[t is not believed that the Department should continue to be required 
by law to return to senders by registered mail, articles valued at less 
than $10 where the sender in the first instance did not feel that the 

value of the mailing was such as to warrant the use of registered mail. 

Section 4 of the proposed bill will furthe - amend section 3936 of the 
Revised Statutes, as amended (39 U.S. C., sec. 406), to increase to 
$10 the amount which is required by law bs be returned to the senders 
by registered mail. Minimum registry fees will be continued as the 
charge for returning dead letters containing $10 or more in cash and 
parcels of the first class valued at $10 or more to the senders. 

Under section 1 of the act of May 9, 1930 (39 U.S. C., sec. 261), 
the Postmaster General is authorized to provide for the sale of un- 
deliverable parcels containing perishable matter. It is prescribed 
that the amount realized “less a commission of 10 percent, but in no 
case less than 15 cents’’ is to be remitted to the sender or other rightful 
owner. Because of the cost involved in making such sales, it is be- 
lieved that the minimum commission of 15 cents should be increased to 
a minimum of 25 cents. 

Section 5 of the proposed bili would raise the minimum commission 
to 25 cents. 

Section 6 of the proposed bill repeals all of the laws or parts of laws 
inconsistent with the act and specifically the laws codified in sections 
165, 272, 274, 321, 407, and 411 of title 39, United States Code. The 
attached ant alysis shows the language of the present laws which would 
be amended or repealed by this proposal. 

Section 7 of the peepee makes provision for the act to be effective 
on the first day of the third month following the month in which 
enacted. 

It is believed that the legislative proposal will accomplish the pur- 
poses desired, and its early enactment is urged. 

Although the enactment of the legisla tive proposal should result in 
a small amount of additional revenues, it is not possible to estimate 
the amount of such increase at this time. 

The Bureau of the Budget has advised that there would be no 
objection to the submission of this legislative proposal to the ¢ ongress 

Sincerely yours, 
Maurice H. Stans, 
De puty Postmaster General 


CHANGES IN EXISTING LAW 


In cor are ince with subsection (4) of rule X XTX . the Standing 
Rules of the Senate, changes in existing law made by the bill, as 
reported, are shown as follows (existing on proposed to be omitted 
is enclosed in blac k os kets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman): 
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Section 12 (a) or THe Act or OctosER 30, 1951 





(65 Stat. 676; 39 U.S. C. 246f (a)) 
FEES FOR SPECIAL SERVICES 


Sec. 12. (a) The Postmaster General is authorized to prescribe by 
regulation from time to time the fees which shall be charged by the 
postal service 


(1) for the registry of mail matter; 

(2) for the insurance of mail matter, or other indemnification 
of oe thereof for articles damaged or lost ; 

3) for securing a signed receipt upon the delivery of regis- 
baa or insured mail matter and returning such receipt to sender; 

(4) for collect-on-delivery service; 

(5) for special-delivery service; 

(6) for special-handling service; 

7) for the issuance of 1 money orders; 

) for notice to publishers of undeliverable second-class mail, 
for eae of change of address, and for notice to addressee or 
sender of undeliverable third- or fourth-class matter, or of unde- 
liverable second-class matter mailed at the transient rate [[.]; 

(9) for returning undeliverable letters and parcels from the dead- 
letter office to the senders. 


First Secrion oF THe Act oF May 9, 1930 
(39 U.S. C. 261) 


Be ut enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That under such regulations 
as the Postmaster General may prescribe, undeliverable parcels con- 
taining perishable matter may be sold and the amount realized, less 
a commission of 10 per centum, but in no case less than [15] 25 cents, 
shall be remitted to the sender or other rightful owner. 


Proviso ADDED TO SECTION 3 OF THE Act oF Marcu 3, 1885 BY THE 
Act oF JANUARY 16, 1889 


(23 Stat. 387; 25 Stat. 650; 39 U.S. C. 165) 

Suc, 32..7 * * € Prowmded, however, That the omission by the 
sender to place the lawful postage upon a letter bearing such special 
delivery stamp and otherwise entitled to immediate delivery under 
the provisions of this section shall not hinder or delay the transmission 
and delivery thereof as provided herein, but such lawful postage shall 
be collected upon its delivery, in the manner now provided by law 
for the collection of deficient postage resulting from the overweight 


of letters]. 
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SECTION 26 AND SECOND PROVISO OF SECTION 29 OF THE ACT OF 
Marcu 3, 1879 


(20 Stat. 361: 23 Stat. 158: 39. U.S. C. 275,321 


[Sec. 26. That all mail-matter of the first class upon which one 
full rate of postage has been prepaid shall be forwarded to its destina- 
tion, charged with the unpaid rate, to be collected on delivery; but 
postmasters, before delivering the same, or any article of mail-matter 
upon which prepayment in full has not been made, shall affix, or cause 
to be affixed, and canceled as ordinary stamps are canceled, one or 
more stamps equivalent in value to the amount of postage due on 
such article of mail-matter, which stamps shall be of such special 
design and denomination as the Postmaster General may prescribe, 
and which shall in no case be sold by any postmaster nor received by 
him in prepayment of postage. If the bomen: is short paid one rate, 
the additional charge shall be 2 cents, or the deficient postage. If it 
is short more than one rate, the defic bois postage and an additional 
charge of 1 cent for each ounce or fraction thereof shall be collected. 
The Postmaster General may, under such regulations as he may pre- 
scribe, authorize the sale of deficiency or postage-due stamps for 
philatelic purposes through such agency of the Post Office Department 
as he may designate. ] 

Sec. 26. (a) The Postmaster General may iwsue postage duc stamps 
of such special design and denomination as he deems necessary to be 
affixed to short paid mail, and such stam ips § shall be canceled in the same 
manner as other postage stamps. 

(b) Postage due s stam ps may not be sold by any postmaster nor received 
by him in prepayment of postage or fees for special services. 

(c) The Postmaster General af designate agencies of the Department 
where postage due stamps may be sold for philatelic purposes only. 


7 * * * o * + 


Sec. 29. * * * [Provided further, That any letter or packet to be 
registered by either of the Executive a partments, or Bureaus the seal 
or by the Agricultural Department, or by the Public Printer, may be 
registered without the payment of any registry fee; and any part-paid 
letter or packet addressed to either of said Departments or Bureaus 
may be d ‘livered free; but where there is good reason to believe the 
omission to prepay the full postage thereon was intentional, such 
letter or packet shall be returned to the sender:] * * * 


SECTIONS 3898, 3900, 3936, 3937, AND 4061 or THE REVISED 
STATUTES 


(39 U.S. C. 274, 272, 406, 407, and 411) 


[Sec. 3898. All mail-matter deposited for mailing, on which one 
full rate of postage has been paid as required by law, shall be forwarded 
to its destination, charged with any portion of the proper postage 
which may be unpaid, to be collected on delivery. But if any mail- 
matter, on which by law the postage is required to be prepaid at the 
mailing-office, shall by inadvertence reach its destination without any 
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prepayment, double the prepaid rates shall be charged and collected 
on delivery.] 
* * * * * * * 


[Sec. 3900. No mail-matter shall be delivered until the postage 
due thereon has been paid.J 
* * Be * * * * 


Sec. 3936. The Postmaster General may regulate the period 
during which undelivered letters and parcels of the first class shall 
remain in any post office and when they shall be returned to the 
dead-letter office; and he may make regulations for their return 
from the dead-letter office to the writers when they cannot be delivered 
to the parties addressed. [When letters and parcels of the first class 
are returned from the dead-letter office to the writers, a fee of 5 cents 
shall be collected at the time of delivery, and in addition a charge 
shall be made of the minimum registry fee for the return of all ordi- 
nary dead letters containing $1 or more in cash, and parcels of the 
first class apparently v valued at $1 or more, under such rules and 
regulations as the Postmaster General may prescribe.] The Post- 
master General shall return to the senders by registered mail all ordinary 
dead letters containing $10 or more in cash, and parcels of the first 
class which apparently contain matter valued at $10 or more, under 
such rules and regulations as he may prescribe. The minimum registry 
fee, in addition to such other fees as the Postmaster General may pre- 
scribe, shall be collected at the time of delivery. 

[Serc. 3937. All domestic letters deposited in any post office for 
mailing, on which the postage is wholly ana or paid less than one 
full rate as required by law, except letters lawfully free, and duly 
certified letters of soldiers, sailors, and marines in the service of the 
United States, shall be sent by the postmaster to the dead-letter office 
in Washington, or to a post office designated by the Postmaster 
General, to be treated in the same manner as other undelivered letters. 
But in adjoining cities and in those adjacent districts of dense popula- 
tion having two or more post offices within a distance of three miles 
of each other, any letter mailed at one of such cities and/or offices and 
addresse d to an adjoining city or to a locality within the delivery of 

nother of such offices, which shall have been inadvertently prepaid 
at the drop or local letter rate of postage only, may be forwarded to 
its destination through the proper office, charged with the amount of 
the deficient postage, to be collected on delivery.J 
* * * * * * * 


Src. 4061. The Postmaster-General may provide, by regulations, 
for disposing of printed and mailable matter which may remain in 
any post office, or in the department, not called for by the party ad- 
dressed[[ ; but if the publisher of any refused or uncalled-for newspaper 
or other periodical shall pay the postage due thereon, such newspaper 
or other periodical shall be excepted from the operation of such 


regulations J. 
O 
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ADVERTISEMENT OF MAIL ROUTES 
Marcu 18 (legislative day, Marcu 17), 1958.—Ordered to be printed 


Mr. Jounsron of South Carolina, from the Committee on Post Office 
and Civil Service, submitted the following 


REPORT 
[To accompany H. R. 9240] 


The Committee on Post Office and Civil Service, to whom was re- 
ferred the bill (H. R. 9240) to revise certain provisions of law relating 


to the advertisements of mail routes, and for other purposes, nar 
considered the same, report favorably thereon with amendments anc 
recommend that the bill, as amended, do pass. 


AMENDMENTS 


The committee amendments are as follows: 

Page 2, line 2, strike out the figure “20” and insert in lieu thereof 
the figure ‘30’’. 

At the end of section 2 add the following sentence: “The advertise- 
ment shall be conspicuously posted in each post office to be served 
under the contract.” 

The first amendment is to make sure that ample time is provided 
for all interested parties to consider and prepare bids. The second 
amendment is to make sure that maximum notice be given the public 
of opportunities to bid on star-route contracts. This is in the in- 
terest of both the public and the Post Office Department. 


STATEMENT 


It is the purpose of H. R. 9240 to modernize the laws relating to 
star-route contracts for the carrying of mail. 

Presently, such contracts have a life of 4 calendar years running 
from July 1 to June 30. The law requires that the routes be adver- 
tised as a group in a single advertisement for a period of 60 days. For 
many years this was done on a national basis. Currently, it is done 
on a sectional basis with one-fourth of the Nation covered each year. 


20006 





2 ADVERTISEMENT OF MAIL ROUTES 


Even when split up in this manner, each advertisement is voluminous 
and requires a long period of time to prepare. 

Preparations begin as early as November and continue until April 
or May. The advertisements are printed in booklet form by the 
Government Printing Office and then posted in all post offices in the 
one-fourth of the Nation concerned. In many instances changes 
occur during the interval, which necessitate amending the group 
advertisement at considerable expense to the Post Office Department. 

The bill would enable the Post Office Department to advertise for 
bids on an individual basis in the area involved. This will be a great 
improvement over the present method and should be less costly. 


EXPLANATION OF THE BILL BY SECTION 


Section 1 amends existing law with respect to bonds of bidders on 
contracts for the transportation of mail. Existing law provides that 
each bid be accompanied by the bond of the bidder, with sureties on 
the bond. The sureties must be approved by a postmaster, and if the 
bond is in excess of $5,000 by a postmaster of the first, second, or 
third class. The first section of the bill provides that in the future 
sureties shall be approved as the Postmaster General directs. 

This will remove the burden on postmasters of determining the 
sufficiency of sureties in those cases where it is impracticable for them 
to do so. 

Section 2 of the bill as approved by the House required that bids 
be advertised for a period of 20 days. The Senate committee amend- 
ment requires advertising for a period of 30 days. In light of the 
existing 60-day requirement, the committee believes 30 days is 
reasonable from the standpoint of the Post Office Department and 
more reasonable for those who might be interested in bidding. 

Section 3 repeals existing laws to the extent required to give effect 
to the provisions of sections 1 and 2. 

Section 4 makes clear that the bill shall not apply to certain types of 
contracts for the transportation of the mail. 


COST 


The bill will add no new costs and, in fact, should produce some 
Savings in administrative costs. 


CHANGES IN EXISTING LAW 


‘ 

In compliance with subsection 4 of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as 
reported, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman) : 


Section 245 or THE Act or JuNE 8, 1872 (18 Srat. 235, 66 Star. 
286; 39 U.S. C. 426) 


Sec. 245. That every proposal for carrying the mail shall be ac- 
companied by the bond of the bidder, with sureties [approved by a 
postmaster, and in cases where the amount of the bond exceeds five 
thousand dollars, by a postmaster of the first, second, or third class,] 
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approved as the Postmaster General shall direct, in a sum to be designated 


by the Postmaster-General in the advertisement of each route; to 
which bond a condition shall be annexed, that if the said bidder shall, 
within such time after his bid is accepted as the Postmaster-General 
shall prescribe, enter into a contract with the United States of Amer- 
ica, with good and sufficient sureties, to be approved by the Post- 
master-General, to perform the service proposed in his said bid, and, 
further, that he shal perform the said service according to his contract, 
then the said obligation to be void, otherwise to be in full force and 
obligation in law; and in case of failure of any bidder to enter into 
such contract to perform the service, or, having executed a contract, 
in case of failure to perform the service, ‘according to his contract, he 
and his sureties shall be liable for the amount of said bond as liquidated 
damages, to be recovered in an action of debt on the said bond. No 
proposal shall be considered unless it shall be accompanied by such 
bond, and there shall have been affixed to said proposal the signed 
statement of the bidder, that he has the ability, pecuniarily, to fulfill 
his obligations, and that the bid is made in good faith, and within the 
intention to enter into contract and perform the service in case his bid 
is accepted. 
* * * * * * * 


PARAGRAPH RELATING TO ADVERTISEMENT OF Mau Letrrines UNDER 
Heaping “Orrick or THE FourtH ASSISTANT POSTMASTER- 
GENERAL” IN THE Act or May 12, 1910 (36 Srat. 366; 39 U.S. C. 

’ > 
421) 


[Hereafter the Postmaster-General shall cause advertisements of 
all general mail lettings of each State and Territory to be conspicu- 
ously posted in each post-office named in said advertisements for at 
least sixty days before the time of such general lettings, and no other 
advertisement of such lettings shall be required; but this provision 
shall not apply to any other than general mail lettings. ] 

* * * * * + * 


First SeEcTION oF THE Act oF JULY 26, 1892 (54 Srar. 228; 
39 U. S. C. 422) 


[After providing by general advertisement for the transportation of 
the mails in any State or Territory as authorized by law, the Post- 
master General may secure any mail service that may become neces- 
sary before the next general advertisement for said State or Territory 
by posting notices, for a period of not less than ten days, in the post 
offices at the termini of any route to be let, and upon a bulletin board 
in the Post Office Department, inviting proposals in such form and 
with such guaranty as may be prescribed by the Postmaster General, 
for the performance of the proposed service. The contract for such 
service shall be made to run to the end of the contract term under 
the general advertisement, shall be made with the lowest responsible 
bidder whose proposal is in due form, and who, under the law, is 
eligible as a bidder for such postal service. ] 

* * * * * * * 


O 
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TREASURY AND POST OFFICE DEPARTMENTS AND TAX 
COURT OF THE UNITED STATES APPROPRIATION BILL, 
FISCAL YEAR 1959 


Marcu 18 (legislative day, Marcu 17), 1958.—Ordered to be printed 


Mr. Rosertson, from the Committee on Appropriations, submitted 
the following 


REPORT 


[To accompany H. R. 11085] 


The Committee on Appropriations, te whom was referred the bill 
(H. R. 11085) making appropriations for the Treasury and Post Office 
Departments and the Tax Court of the United States for the fiscal 
year ending June 30, 1959, and for other purposes, reports the same 
to the Senate without amendment. 


Amount of bill as passed House and reported to 
IR acca neice Ste aati adiile samaevicce Mee, CRG 


Amount of estimates for 1959_____-- octnéceacc-) Se oe 
Amount of appropriations for 1958 _- -eaan«---. 4,026,027, 600 
The bill as reported to the Senate: 


Under the estimates for I959_....___- iat dele’ 13, 861, 000 


Over the appropriations for 1958 - 82, 081, 000 


Title I—Treasury Department: 


Amount of bill as passed House and reported 
to Senate 704, 627, 000 


Amount of estimates for 1959 Ca se 699, 367, 000 


Amount of appropriations for 1958___-_- nits 699, 567, 000 
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Title I—Treasury Department—Continued 
Title I, as reported to the Senate: 
Over the estimates for 1959______- do $5, 260, 000 
Over the appropriation for 1958_____._____ 5, 060, 000 
Title II—Post Office Department: 


Amount of bill as passed House and reported 


RUIN ati oo ana wi ish ek oi a Paice 3, 402, 000, 000 
Amount of estimates for 1959_........._._..._.. 3,421, 121,000 
Amount of appropriations for 1958__..___.__._._ 3, 325, 000, 000 


Title II, as reported to the Senate: 
Under the estimates for 1959....._______- 19, 121, 000 
Over the appropriation for 1958___....___- 77, 000, 000 
Title I1I—Tax Court of the United States: 


Amount of bill as passed the House and reported 


to the Senate__.......-.. ie lesanet hci la i cas clic gal 1, 481, 000 
Amount of estimates for 1959..........._---- 1, 481, 000 
Amount of appropriations for 1958_.........-_- 1, 460, 000 


Title III, as reported to the Senate: 


The same as the budget estimate 


Over the appropriation for 1958_......__-- 21, 000 


GENERAL STATEMENT 


The bill as recommended by the Senate committee contains a total 
of $4,108,108,000, the same amount as recommended by the House 
and a decrease of $13,861,000 under the budget estimates for 1959 of 
$4,121,969,000. 

For the Treasury Department, the committee concurs in the action 
of the House and the bill recommends an appropriation of 
$704,627,000, an increase of $5,260,000 over the budget estimates for 
1959 of $699,367,000. 

For the Post Office Department, the bill recommends an appro- 
priation of $3,402 million, which is the same as the amount recom- 
mended by the House and a decrease of $19,121,000 under the budget 
estimates for 1959 of $3,421,121,000. 

For the Tax Court of the United States, the bill recommends an 
appropriation of $1,481,000, the budget estimate for 1959, and the 
amount recommended by the House. 
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Permanent indefinite appropriations are not carried in the bill. 
The 1959 estimates of the Treasury Department in this category are 
$8,569,908,530. This is a decrease of $22,211,605 from the 1958 
estimate of $8,592,120,135. Of this total $7,800 million is for interest 
on the public debt. 

Trust funds, also, are not carried in this bill. The 1959 estimate of 
the Treasury Department in this category is $10,902,070,324. This 
is an increase of $247,762,531, over the 1958 appropriations estimate 
of $10,654,307,793. Of the total trust fund estimate for 1959 by the 
Treasury Department, an amount of $7,932,937 ,424 is for the Federal 
old-age and survivors insurance trust fund. This is an increase of 
$194,350,430, over the 1958 appropriation estimate of $7,738,586,994. 

Details of the items comprising the Treasury Department’s esti- 
mates for the general and special funds and the trust funds may be 
found in the table included in this report. 

The committee has approved House action on the administrative 
expense limitation of $160,000, the budget estimate, for liquidation 
of the Reconstruction Finance Corporation. The committee also 
concurs in the action of the House as pertains to the “Fund for 
payment of Government losses in shipment,” and recommends making 
$50,000 available from the account ‘Unclaimed partial payments on 
United States savings bonds” by transfer. 


TITLE I—TREASURY DEPARTMENT 


Coast GUARD 


The unsuitable condition of present housing facilities for personnel 
stationed at the Coast Guard base at Sault Ste. Marie, Mich., was 
brought to the committee’s attention. Existing unsatisfactory con- 
ditions at this base cannot be remedied by any measures short of 
complete replacement. It is estimated that the cost of new housing 
facilities including administrative offices total $600,000. 

The committee also recognizes the immediate need for permanent 
mooring facilities for the Coast Guard icebreaker Mackinaw. The 
estimated cost of constructing permanent mooring facilities is $249,000. 
The present cost of the Mackinaw is in excess of $15 million and the 
committee feels that it is poor economy to berth a vessel of this tre- 
mendous value under the present temporary and inadequate con- 
ditions. 

It is the sense of the committee that these two projects are meri- 
torious of immediate attention and further feels that they should be 
included in the President’s public-works program and money should 
be allocated for their construction as soon as possible. 


TITLE II—POST OFFICE DEPARTMENT 


The request of the Post Office Department for additional amounts 
over the House bill for the accounts, ‘Administration, regional opera- 
tion, and research” and for ‘‘Facilities’’ is worthy of consideration. 
However, it is pointed out that under the provisions of the bill, 
$77 million additional will be available to the Post Office Department 
over the amount available for the fiscal year 1958, and in view of the 
5 percent transfer authority between appropriations granted to the 
Department it appears that the Postmaster General will be in a 
position to work out an equitable solution to the problem. 




























































a ee - oer - » 'b | 000 ‘008 ‘F | 000 ‘O0g ‘t “““-gasuedx9 pus SolIBIBg YUL; 9} Jo Nvoing 
= eonn2-=-- a oa | 000 ‘619 ‘F | 000 ‘619 ‘F | 000 ‘629 *t “"""@OTAIBG 40109§ *§ “Q “TRIOL 
= ee mange 000 ‘OI— 000 “£62 000 ‘£62 000 ‘£62 | 000 ‘g0¢ e010} pwns ‘sesuedxe pue sopie[eg 
y 
g aged pacnneeennei Sinope (PacReues 000 ‘98 000 ‘¢98 000 ‘S98 | 000 ‘S98 Bd1[0d WNOH 9A ‘sesuedxe puv soyleleg 
| 
E eee 000 “19% “€ 000 “T9F ‘£ 000 “19% “8 | 000 ‘19% ‘g sesmedxo pue se]1U[Bg 
< [a] AJeg 4e100g “§ *D 
es dpe te wenceen \- - 000 ‘ose ‘& 000 ‘ORz ‘& | 000 ‘082 ‘e | 000 ‘ORZ ‘f Sestedxe PUB SOLIB[BG :s0]}OOIBN JO Nvomng 
S | aa : : 000 “008 “Sze | 000 ‘00S “Sze | | 000 ‘00g ‘Sze | SUSUIAXS PUB SELIVIBG :d1A19g ONUVANY [BUIE,UT 
& ——— : 000 ‘000 ‘8% | 000 ‘000 ‘SF 000 ‘000 ‘SF aap “gosuedxe PUB SOLIB[Bg sMIOISNH Jo Neeing 
———— Eo = == =— =—= | 
-=---- - 3 ‘LT 000 ‘086 ‘LI 000 ‘086 ‘LT ” SOSUBAXS PUB SBLIBIBYG :S9zBIg PeyUL ‘IeINSveLy, Oo} JO GOIBO 
& nn  ___ _ = == [Se = 2 Sas | ee = | 
© o : 000 ‘00IT— 000 ‘00% ‘I— 000 009 "FF | 000 ‘009 “FF 000 ‘009 ‘FF 000 '006 ‘SF So 199°C 911QNg oy} Jo neemng 
Bs ee ; 000 ‘Ob— 000 ‘Se+ | 000 ‘OTP ‘0Z 000 ‘OTF ‘0% 000 ‘OS “0z 000 ‘SZT ‘0z | “="="sgunoo0Y Jo nveing ‘[B{0], 
i nik rhanetaliapteoenstielptael lnaeraanametipienaaetl ee = - suid llliigiehiabaisicaetel Senegal 
IF sew nwwnne ““="*"1 000 ‘01S — 000 ‘008+ | 000 “008 ‘ZT | 000 ‘008 ‘ZI 000 ‘OFE “21 000 ‘000 ‘ZT | Sesuedxe PUB So]IE/Bs “FHOUeSINGS|([ JO UOJsTAT 
Ee en areenne--- Henaseumnnannces 000 ‘I- 000 ‘OTT ‘€ 000 ‘OIT ‘g | 000 ‘OTT ‘g 000 ‘sat ‘g ~owo="="""gesuedxe Pus sepIETEg 
9 :syUNOODY Jo nveing 
=—————o— > OS OOOO —_—— ——=>=_&WoooOooaae—eeeeeeSeee——ee gS —_—_—— — —= —— = | 
a -- woce|----eecennnnne- 000 ‘o¢$— 000 ‘890 ‘e$ 000 ‘890 ‘g$ 000 ‘890 ‘s$ 000 ‘880 ‘e$ . seSUVdxe PUB SoPIB[eG :AIB}OIDEg 04} JO SOIO 
a va sig Rcaiateenea ee ae eo idieecae el cuca ae reacties 
6961 Sg6T ‘suO}} 
pb Iq esnoy ‘so, BIS] -~ejidoiddy 00}} 1010100 
wa eee oyBueg 6961 103 
— ——~| £q pepueur Iq esnoy ul 661 Sg6 ‘suOoTy wi93] pue Aouesy 
W314 pored |-m10001 JUNO Y | pepusuIM00077 ‘so, Buys -ejyidolddy | 
-m00 [[Jq 9}8uU9g (—) BSBelDep JO (-+-) OsBaIOU] 
LINEZWLYUVdaid AMOSVAUL—I ZILIL 


6961 YOd TIIA NI 


GCaaNANWOOTT SLNOOWV ANV SALVWILSA ANV 8961 HOA SNOILVIUdOUddV JO LNAWALVLS FAILVUVdWOO 


4 








5 

















TREASURY AND POST OFFICE APPROPRIATIONS, 1959 


| 000 ‘008 ‘ZEz 


000 “000 “ST 


000 “000 “ST 


eae aia 000 ‘092 “¢+ | 000 “090 ‘+ 

———S— =— = = = ae —— 

aaaevneee “1 000 ‘00I— ae AK 

Rmeaer yee: --| 000 ‘009 ‘s+ 000 ‘¢0z ‘9+ 

‘seiadtah caceeeainaaniamae |— ie = 

ere tees: ~~") 000 ‘008 “E+ | 

ea a ; 7 “=="1 000 “OOF “I+ 000 ‘O08 ‘ZZ 
| 

Se 000 “000 ‘+ | 000 ‘cor ‘z+ 

erates Pe roe 000 ‘002 ‘t+ 


000 “O0L “TLT 





| 
| 
| 
' 


000 ‘229 “POL 


000 





000 “O08 “Zz 


000 “000 “8ST 


000 “O02 “TZ 








000 *L9¢ 


000 UOT 


000 ‘000 * 


) “o0¢ 





466 





000 “L9¢ 


000 “S6Z 


000 * 





"puny ,, Spuod SSUTABS $9}8}g PoyUQ UO yuoUTARd peryIed px 











vm o3en 





1 ,, WI0I « uv’y ¢ 





8861 “JOY OTB V [e3u I's$ sepnypouy ; 
| ; : 
69 cere ~~ GUT IVA, AnsBvaiyj—] 231} ‘Te}0,7, 




















: ---,uo0mIdIUs 1 dAOF) JO UomIABd JOJ puny 
S - . - PABNE) ISVOD “[BIOL 
| - . 1181} VAIOSORY 
| fed poeljey 
SJUVUIDAOId WT pus ‘UOT}JONIySUOO ‘ Isnboy 
faces sesuedxe ZuyjB10do 
| :PIVNH BOD “sn 


000 ‘000 ‘eze ‘f 


000 “F200 * 


1959 


‘Tee! 


I 

I 

I 
"RS6I1 oy uonetidoiddy ‘ oO 180g [84 


000 ‘T98 ‘ET$— 000 ‘180 ‘za+ 000 ‘S01 ‘SOT ‘F 000 ‘SOT ‘} 000 ‘696 “TZT ‘t 000 ‘120 “9Z0 ‘F uB ° “T S811} “[830} puBlsy 
000 “IZ + 000 “TSP ‘T 000 ‘TSF *T 000 “TSF *T 000 “O9F ‘T . 1838 peu mi { L ‘III 87313 “1810.L 


000 ‘1Z$-+ 000 ‘T&F ‘TS 000 ‘TR ‘1 000 ‘TRt ‘I$ 000 ‘OOF ‘1S sesuedxe puB sor Ie[eg 


SHLVLS GQHLINO FHL AO LUNAOO XVI—III 


000 ‘IZ1 ‘6I— 000 ‘000 “LZ+ 000 ‘000 ‘ZOF ‘& 000 ‘000 ‘ZOF *s 000 ‘IZ ‘IZ ‘E 000 ‘000 “Sze “f ~ pueUTy Iva ool SOd “TI 91313 “T830,., 
| 000 ‘£09 ‘I— 000 ‘000 ‘29— 000 ‘000 “ELT 000 ‘000 ‘SLI 000 ‘£08 ‘OLT 000 ‘000 ‘LEZ ¢ “SOB y 
000 ‘00e “EI — 000 ‘00° “ET : --90UBUI A 
000 ‘00z ‘I— 000 ‘000 ‘L61- 000 ‘000 ‘CLT OOK ) GLI 000 ‘00% ‘OLT 000 ‘000 ‘ZL9 + uolTyeyodsusBLy, 


000 ‘89% “EI— 000 ‘000 “OTE+ 000 ‘000 “069 ‘2 000 ‘000 ‘069 ‘Z 000 ‘S9F “£02 ‘% 000 ‘000 “O8& ‘S “""snoryel0dg 


000 ‘086 ‘Z$- 000 ‘oo¢ “ae$+ | 000 ‘000 ‘Z9F ‘Zag 000 ‘0S6 “FOF 000 ‘008 ‘2z$ fo1Beseal pur ‘ x 1301 ‘UOTBIJSIUTUIPY 


Ig esnoy 


qiIM persed 
-m100 iq OJBUIS (—) ISBe ap IO ( +) 8SBO1NU] 


om 
Zz 
© 
_ 
BH 
< 
_ 
& 
Oo 
2° 
a 
a 
a 
< 
9) 
Oo 
_ 
om 
re 
© 
e 
f 
a 
q 
< 
pe 
ee 
~ 
M 
< 
ie) 
oS 
& 


1 LNAWLYVdad ZOIMAO LSOd—II FILIL 


ponunu0pj—ége] Hof 17g UL papuamumoras spUNDWD PUD sajvmyse pun ggg] Lof suoimudouddy fo puamayn}s aaynsvdwmog 





g 
E 
: 
E 
= 
5 
é 
& 
Z 
< 
E 


909 ‘T1Z ‘te— 


(—) osBerep 
40 (+) osver0uy 


ge ‘806 ‘69¢ ‘8 
029 ‘T 

000 ‘924 

000 ‘ose 

002 ‘E91 

000 ‘0z 

000 ‘000 ‘oz 
000 ‘0¢2 ‘T9 
000 “000 *0z 
000 ‘Ost ‘sz 
929 ‘Ze9 ‘9 
000 ‘000 ‘% 
000 ‘ZT 

680 ‘are ‘ee9 


6961 ‘e7BUITISe 
nol eridoiddy 





GI ‘OZT ‘269 ‘8 


“029 'T 

QT ‘Eh 

698 ‘82z 

002 ‘E9T 

000 ‘0z 

000 ‘000 ‘0z 
000 ‘os ‘09 
000 “000 ‘0z 
000 ‘L12 ‘St 
GEL ‘Tet ‘9 
000 ‘000 % 
000 ‘9T 

980 “ere ‘Ee9 
000 ‘000 ‘008 ‘2$ 


“§]U9UT0IT}01 


suoljeyidoidde ayJugepur JueuBUTIEd ‘Te}0,], 
$08 JoT[o1 oyeATId yuoUBIIOg 
“os seerme=en="—DNy yyo1d JOATIS 


079 ‘syyold e#euyoo 10NT PT 


“-"=""""S99I0J QIJAIOG 39100g PUB BdI]Og SsNOF oY AA ‘S3youeq AyINuUUPe J0J sUOTINGIIUOH 


ONUGAGI [VUIO}ZUT ‘BOUTVY UBITIOUIY JOJ SMOTIOeTTOO ‘xe [FO yNTOD0H 


pon cL idee Nee “OOTY OJON IO} SUOTIOVT[OO ONUBGAGI [VUIE} UY 


~oonens-=""4S019} 0] “SUOT}IOOT]OO ONUSAGI [VUIO}U] ZuTpunyjoy 
“""""Sm10jSNd ‘sHOBqMVIP Pus spuNnjey 

““puny 4snz} yueuAo;dureun 04 yueurAeg 

oa SpUNJ 3SN3j PoySOAUTUN WO 48010}0] 


““"paldA00 PUB PeAtadel A[snoauoI9 SAOUOTT JO punjory{ 


““8Z6I JO IOV SUITBIO IBAA JO JUSMIIT}I0g JO UOTIV.YSTUTUIpE Jo sesuedx 7] 


£103N384S 18qj0 PUB s}dj9001 AreUTpsO UO. etqeAed syueNTe.IT}01 199P dTqNT 


asa Pe ““"4qap o1Tqnd eT} WO 4se103UT 


‘spuny pepoeds pus [eious4) 


INAANLUVdad AUNSVAAL 








RO6T ‘e7BIITISe 
uo eidoiddy 





SNOILVIUdOUddV ALINIAGANI LNANVWUAd 
6961 HOA SHLVWILSA FHL ANV 8S6I AOA SNOILVIYdOUddV AHL JO LNAIWALVLS FAILVUVdWOD 








Tee ‘Z9L ‘LE+ 





000 ‘¢— 


T¥9 ‘100 ‘41+ 


60% ‘OTs ‘Le+ 
oer ‘ose ‘b61$+- 


(—) osBer0p 
Jo (+) esgol0uy 


4 
5 
g 
E 
§ 
: 
§ 
2 
































#22 ‘0L0 06 ‘OI £62 ‘LOE ‘$99 ‘OT * Sead eee : ; Seas nen “"""spuny 4snzq ‘[e30,,, 

— eek WMEGeaets | . A “-"" "puny 4j13 [e103 ‘peng 4SBoO ‘gs “A 
£90 ‘OIT 906 "TET | Joyue ‘yueulyiedeg £maueny, ‘euros 
000 ‘ezz | 000 ‘szz | TB[OUN jo Sasuedxe puB sJojsuBIy ‘spuNnjory 
000 ‘zg 000 ‘Sze : “SuI0}SNC JO NveiIng ‘spuv[s] UIST A ‘sUOTyB1edo Jo S9sUNdx9 PUB sJajsUBIy ‘spuNsoy 
000 ‘006 ‘9 000 ‘006 “9 ph “sulojsng jo nveing ‘oory oong ‘ 0 Jo sosuedx9 pur ‘srojsuv7y ‘spunyozy 
000 ‘ose 000 ‘ge ---- icy evereheress : Totes ceeeeceeen=-----SK9U0Ul poulTBpoUN jo yuomABT 
000 ‘9 000 ‘9 - - SUPE ae tsb ieREeees : Pe ae See ae p[o3 Zuyjjour uy sesso’y 
000 ‘000 ‘+ 000 ‘000 ‘9 ae LUSeTSESeRTTenaemes ni a “-""""puny SUITBIO UBTUBUINy 
000 ‘009 ‘T 000 ‘00F ‘T . - : ssereremmes oer ennat esses ree ““punj suITe[O UByIEZUN FT 
000 ‘009 ‘I 000 ‘008 ‘1 PrSaeranp esa mae . meee ““""puny sulTB[O UBIesNg 
000 ‘#21 000 ‘SEI sourlddy[iyq 04} JO JUSMIUIBAOF) OY} JO SpUOg FEBI-01d UO yUeTTAB 
OFT ‘ZIzZ ‘900 % 669 ‘OIZ ‘886 ‘I | rf . am “puny ysni} JuomAodureug 
816 'F 816 ‘F weeccenes a0 wth nse : “"""~ DUN] [BI1OUIOUI [[VyT Zurqsieg 
009 ‘ZI8 ‘S56 160 ‘96F ‘I16 meee “ eeretis os “~-""""-puUny SM} SOUBIT AP[IGestp [BI9pI,7 
¥EF ‘186 ‘7E6 ‘LS $66 ‘O89 ‘BEL ‘L$ noenmws bsvenewees sti 5 wae eneeeweeeens==""""DUNJ ISI} GOUBINSU] SIOATAINS PUB O38-plo [BIOpeT 


LINGNLYVdad AYOSVAUL 





S961 ‘aIBUITISe 
uo; eyidoiddy 


6961 ‘e}BUN;)Se 
uopjeyidoidd y 


[ONUsAGI JSUTUZB OZ1BYO B JON] 
SGQNOQOa LSOUL 


ponuryuonN—@¢gG] Lof saypwysa ay) pun ggg] sof suoynridouddn ayy fo yuawayns aayoupdwo) 








oO 


TREASURY AND POST OFFICE APPROPRIATIONS, 1959 





; ] 
oe ee ae) (000 ‘091#) | (000 ‘O9T#) (000 ‘O9T#) (000 ‘008¢) | pun uorzepnbyy] uoyyV10d10H soUBvUTY WOTyoNI4SU00ezT 


INGALAVdaAd AXOASVAUL 














6961 Se6I “SuOT} | 
Iq esnoy ‘So}BUITISq -BZ1104INY 90}}1U1 
| -w100 2 696T 10} 661 seer ‘su0ry 
ee) Le sen | an Gate Te ‘soyBUly sq “BzZLI0qjNY | Aquese 10 WOyB10d10/) 
qILM pereduroo | -de1junoury | pepuemu00e7y 


Ilfq 938U9g (—) eSBe100p JO (+) OSBoIDUT | 


SNOILVUOdaOO LNAWNYAAOSD AO SASNAdXAT FZAILVULSININGV 





pzposited BY eel Calendar No. 1427 


2 : OF 

r7r) SLAlee © 
UNITED >28 re: ConarEss SENATE { Report 
9d Session No. 1402 





UNRELATED BUSINESS TAXABLE INCOME OF CERTAIN 
TESTAMENTARY CHARITABLE TRUSTS 


Marcu 20 (legislative day, Marcu 17), 1958.—Ordered to be printed 


Mr. Byrp, from the Committee on Finance, submitted the following 


REPORT 


[To accompany H. R. 8268] 


The Committee on Finance, to whom was referred the bill (H. R. 
8268) to amend section 512 of the Internal Revenue Code of 1954, 
having considered the same, report favorably thereon without amend- 
ment and recommend that the bill do pass. 

By virtue of this act, the Committee on Finance accepts the report 
of the Committee on Ways and Means, which is as follows: 


I. GENERAL STATEMENT 


H. R. 8268, as amended by your committee, revises the 
definition of the term “unrelated business taxable income” 
contained in the 1954 code. The general effect of this revision 
is to accord the same tax treatment for income distributed 
with respect to limited-partnership interests held by certain 
testamentary charitable trusts that is presently accorded 
income derived from dividends received by such trusts. The 
bill, as amended, excludes from the definition of unrelated 
business taxable income the income derived from a limited- 
partnership interest only to the extent that the income 
attributable to such interest is actually distributed. This 
provision is to be effective with respect to taxable years of 
trusts beginning after December 31, 1955. 


II. REASONS FOR THE BILL 


Under existing law, a charitable trust is taxable with 
respect to its unrelated business income. The Revenue Act 
of 1950 first made charitable organizations—whether they 
were tax-exempt organizations or were trusts otherwise 
entitled to the unlimited deduction for charitable contri- 


20006 








UNRELATED BUSINESS TAXABLE INCOME 


butions—taxable with respect to their unrelated business 
income. Such income was made taxable to prevent unfair 
competition. It was believed that charitable organizations 
should not be able to use their tax exemption to obtain tax- 
free profits with which they could expand their business 
operations, and that they should not be able to use their tax 
exemption to acquire businesses. Certain types of income, 
however, were not made subject to tax. In the words of the 
report of the Committee on Finance: 

“Dividends, interest, royalties, most rents, capital gains 
and losses, and similar items are excluded from the base of 
the tax on unrelated income because your committee believes 
that they are passive in character and are not likely to result 
in serious competition for taxable businesses having similar 
income. Moreover, investment-producing incomes “of these 
types have long been recognized as a proper source of revenue 
for educational and charitable organizations and_ trusts’’ 
(S. Rept. 2375, 81st Cong., 2d sess., pp. 30-31). 

No specific exception was made, however, for income 
received from a partnership interest. Thus, under existing 
law, income from a partnership interest held by a charitable 
organization—whether the partnership interest is that of a 
general partner or that of a limited partner—is eicied 
business income except to the extent that the income re- 
ceived by the partnership is specifically excluded as divi- 
dends, interest, royalties, and the like. It is the belief 
of your committee that other income derived from certain 
limited-partnership interests may also be passive in character 
and that, to the extent such partnership income is errs 
(and subject to other limitations also designed to prevent 
the forms of abuse which the unrelated business income tax 
is intended to prevent), such income should be excluded 
from the tax base. 

Where a charitable trust has an interest as a general 
partner, the income from such interest cannot be considered 
passive because the charity does not have a mere investment 
interest in the partnership, but, rather, has the same rights 
and liabilities with respect to the management, control, and 
operation of the partnership business that any other partner 
has. Where, on the other hand, the interest of a charitable 
trust is solely that of a limited partner in a partnership 
created under the laws of a State which recognize such 
interests and which do not permit a limited partner to take 
part in the control of the business of the partnership and 
retain liability merely as a limited partner, the income 
derived from such an interest may be regarded as passive in 
character and, under the limitations and safeguards provided 
by this bill, would not be likely to result in serious competi- 
tion to taxable businesses. Thus, where a limited-partner- 
ship interest is held by a charitable trust which is required to 
distribute currently all of its income exclusively for charitable 
purposes and which is required ultimately to distribute the 
trust corpus for such purposes, there is not a problem of 
unfair competition if the only income from the limited 
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partnership interest which is excluded from the tax base is 
the income which is received from the partnership, since the 
partnership cannot retain the income from such interest 
without subjecting such income to tax. The charity’s tax 
exemption cannot be used to obtain tax-free profits with 
which to expand the partnership business operations. Your 
committee believes that, with the addition of this conduit 
rule—denying the exclusion to the extent that the partner- 
ship income is not actually distributed by the partnership— 
the income from such an interest is passive in character and 
does not permit the use of the charitable tax exemption for 
unfair business competition. 

H. R. 8268, as amended, provides additional limitations 
upon the exclusion. It is provided that, if the charitable 
trust is a general partner in the partne rship (or is liable as a 
general partner in the partnership), the provision shall not 
apply for income received from the partnership interest 
in that year or any subsequent year. This restriction in- 
sures that the income received from the charitable trust will 
be wholly passive in character, and will also prevent manipu- 
lations intended to use the charitable trust tax exemption for 
business purposes. Similarly, the bill applies only to 
limited-partnership interests acquired by virtue of a will, and, 
therefore, does not apply, for example, to interests which are 
purchased by a charitable trust. Thus, in addition to 
subjecting to tax partnership income that is retained by the 
partnership, the bill prevents a charitable trust from using 
its other assets to acquire or enlarge a limited-partnership 
interest and thereby expand the scope of the partnership 
business activities. Finally, the bill applies only in the case 
of a trust created by virtue of the provisions of the will of 
an individual who died after August 16, 1954, and before Jan- 
uary 1,1957. The bill is effective only with respect to tax- 
able years of trusts which begin after December 31, 1955. 


Ill. EXPLANATION OF THE BILL 


Subsection (a) of the bill amends section 512 (b) of the 
1954 code by adding at the end thereof a new paragraph (13). 
The new paragraph (13) is applicable in the case of a trust 
which meets the following four conditions: 

(1) The trust must be created by virtue of the provisions 
of the will of an individual who died after August 16, 1954, 
and before January 1, 1957. 

(2) The trust must, by virtue of the provisions of such will, 
be a limited partner in a partnership which is created under 
the laws of a State providing for the creation of ate 
yartnerships. In addition, under the laws of that State, 
limited partner must not have any right to take part in the 
control of the business of the partnership without becoming 
liable as a general partner. ‘This condition prevents a 
charitable trust from qualifying under the new paragraph by 
acquiring a limited-partnership interest under a general 
investment power granted to the trustees. For example, if 
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the terms of the decedent’s will do not purport to transfer a 
limited-partnership interest to a charitable trust created 
by virtue of the provisions of the decedent’s will, but do give 
broad investment powers to the trustees, a purchase of a 
limited-partnership interest by the trustees will not qualify 
the trust for any exclusion under the new paragraph (13), 
notwithstanding the fact that such an investment is proper 
or even is spec ific ‘ially contemplated by the trust instrument. 
However, if the terms of the decedent’s will do purport to 
transfer a limited-partnership interest to the charitable 
trust, this second condition is complied with (assuming the 
partnership interest is created under the laws of a State 
meeting the requirements set forth therein), notwith- 
standing the fact that the partnership may have to be 
reconstituted on the decedent’s death (as, to convert the 
decedent’s general-partnership interest into that of a limited 
partner) or that the partnership agreement also makes 
provision for the transfer of the limited-partnership interest 
to the charitable trust. Furthermore, if the terms of the 
will purport to transfer to the charitable trust a limited- 
partnership interest and, in addition, transfer other assets 
to the charitable trust, if the trustees acquire an additional 
interest as a limited partner by the use of the other assets the 
additional interest does not constitute a limited-partnership 
interest acquired by virtue of the provisions of the will. 

The second condition also limits the exclusion provided by 
the new paragraph (13) to trusts which are limited partners 
in a partnership created under the laws of a State which pro- 
vide for the creation of limited partnerships. For example, 
the trust may be created under the laws of any State which 
has adopted the Uniform Limited Partnership Act. More- 
over, under this condition, if under State law a limited part- 
ner can take part in the control of the business and remain 
liable merely as a limited partner, the new paragraph (13) 
“er not apply. 

The trust may not, either before or during a taxable 
year Dot the partnership which ends within or with the taxable 
year of the trust, be a general partner or be liable as a general 
partner. This condition prevents a charitable trust from 
qualifying for the exclusion provided by the new paragraph 
if the trust has 2 interests in a partnership—1 as a general 
partner and 1 as a limited partner. Furthermore, if at any 
time the interest of the trust as a limited partner is converted 
into that of a general partner, this provision will not apply 
for that year or for any future year. 

) The trust must be required, under the terms of the gov- 
erning instrument and applicable local law, to distribute cur- 
rently all of its trust income (within the meaning of sec. 643 
(b)) exclusively for religious, charitable, scientific, literary, or 
educational purposes. In addition, the trust must be re- 
quired ultimately to distribute all of its corpus exclusively for 
such purposes. 

Where all of the four conditions enumerated above are met 
by a trust, there shall be excluded from the term “unrelated 
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business taxable income” the trust’s share of gross income 
of the partnership as such limited partner (and of the partner- 
ship deductions directly connected with such income). The 
trust’s share of gross income and deductions shall be deter- 
mined under section 512 (c), taking into account the excep- 
tions, additions, and limitations contained in section 512 (b) 
except for those contained in the new paragraph (13) and in 
paragraph (11). However, if the trust’s share of gross 
income exceeds its share of deduc ‘tions, the exclusion applies 
only to the extent that the partnership makes distributions 
during its taxable year (or on or before the 15th day of the 
4th calendar month after the close of such taxable year) 
which are attributable to such gross income. In determin- 
ing whether a partnership makes distributions within the 
requisite period which are attributable to the trust’s share 
of gross income, distributions shall be treated as attributable 
first. to gross income other than the trust’s share of gross 
income excluded under the new paragraph. For example, if 
a partnership has income which under present law would be 
excluded from uvrelated business taxable income (such as 
interest or dividends) and in addition has income which 
would not be so excluded, then, in determining whether and 
to what extent the trust is taxable, distributions by the 
partnership will be attributable first to imcome already 
exempt. The effect of this rule will be to tax the trust to 
the extent that the partnership retains any part of the 
income attributable to the trust’s interest in the partnership. 

The bill further provides that distributions shall be prop- 
erly adjusted, under regulations prescribed by the Secretary 
or his de legate, to the extent necessary to reflect capital con- 
tributions to the partnership made by the trust, income of the 
partnership exempt from tax under the internal-revenue title, 
and for other items. Thus, for example, if a distribution is 
made by a partnership to a charitable trust with respect to 
the limited-partnership interest held by the trust and there- 
after the trustees make a capital c ontribution to the partner- 
ship, the amount of the prior distribution may be reduced 
under this provision. Similarly, a reduction in the amount 
of a distribution would be made where the partnership re- 
ceived tax-exempt interest and the trust’s share of such inter- 
est was not distributed by the partnership. 

Subsection (b) provides that the amendment made by this 
bill shall apply to taxable years of trusts beginning after 
December 31, 1955. 

The Treasury Department has raised no objection to the 
merits of the bill, but is opposed to retroactive legislation. 


CHANGES IN EXISTING LAW 


In compliance with subsection 4 of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill are 
shown as follows (existing law proposed to be omitted is enclosed in 
black brackets; new matter is printed in italics; existing law in which 
no change is proposed is shown in roman) : 
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Section 512 or THE INTERNAL REVENUE Cope oF 1954 


SEC. 125. UNRELATED BUSINESS TAXABLE INCOME, 


“ec 


(a) Derrnition.—The term “unrelated business taxable income’’ 
means the gross income derived by any organization from any un- 
related trade or business (as defined in section 513) regularly carried 
on by it, less the deductions allowed by this chapter which are directly 
connected with the carrying on of such trade or business, both com- 
puted with the exceptions, additions, and limitations provided in 
subsection (b). In the case of an organization described in section 
511 which is a foreign organization, the unrelated business taxable 
income shall be its unrelated business taxable income derived from 
sources within the United States determined under subchapter N 
(sec. 861 and following, relating to tax based on income from sources 
within or without the United States). 

(b) Exceptions, AppITIoNs, AND Limrrations.—-The exceptions, 
additions, and limitations applicable in determining unrelated business 
taxable income are the following: 

(1) There shall be excluded all dividends, interest, and annu- 
ities, and all deductions directly connected with such income. 

(2) There shall be excluded all royalties (including overriding 
royalties) whether measured by production or by gross or taxable 
income from the property, and all deductions directly connected 
with such income. 

(3) There shall be excluded all rents from real property (in- 
cluding personal property leased with the real property), and all 
deductions directly connected with such rents. 

(4) Notwithstanding paragraph (3), in the case of a business 
lease (as defined in section 514) there shall be included, as an 
item of gross income derived from an unrelated trade or business, 
the amount ascertained under section 514 (a) (1), and there shall 
be allowed, as a deduction, the amount ascertained under section 
514 (a) (2). 

(5) There shall be excluded all gains cr losses from the sale, 
exchange, or other disposition of property other than— 

(A) stock in trade or other property of a kind which would 
properly be includible in inventery if on hand at the close of 
the taxable year, or 

(B) property held primarily for sale to customers in the 
ordinary course of the trade or business. 

This paragraph shall not apply with respect to the cutting of 
timber which is considered, on the application of section 631, 
as a sale or exchange of such timber. 

(6) The net operating loss deduction provided in section 172 
shall be allowed, except that 

(A) the net operating loss for any taxable year, the amount 
of the net operating loss ecarryback or carryover to any 
taxable year, and the net operating loss deduction for any 
taxable year shall be determined under section 172 without 
taking into aecount any amount of income or deduction 
which is excluded under this part in computing the unrelated 
business taxable income; and 

(B) the terms ‘‘preceding taxable year’ and “preceding 
taxable years’’ as used in section 172 shall not include any 
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taxable year for which the organization was not subject to 
the provisions of this part. 

(7) There shall be excluded all income derived from research 
for (A) the United States, or any of its agencies or instrumen- 
talities, or (B) any State or political subdivision thereof; and 
there shall be excluded all deductions directly connected with 
such income. 

(8) In the case of a college, university, or hospital, there shall 
be excluded all income derived from research performed for any 
pare and all deductions directly connected with such income. 

(9) In the case of an organization operated primarily for 
purposes of carrying on fundamental research the results of which 
are freely available to the general public, there shall be excluded 
all income derived from research performed for any person, and 
all deductions directly connected with such income. 

(10) In the case of any organization described in section 511 (a), 
the deduction allowed by section 170 (relating to charitable, ete., 
contributions and gifts) shall be allowed (whether or not directly 
connected with the carrying on of the trade or business), but shall 
not exceed 5 percent of the unrelated business taxable income 
computed without the benefit of this paragraph. 

(11) In the case of any trust described in section 511 (b), the 
deduction allowed by section 170 (relating to charitable, ete., con- 
tributions and gifts) shall be allowed (whether or not directly 
connected with the carrying on of the trade or business), and for 
such purpose a distribution made by the trust to a beneficiary 
described in section 170 shall be considered as a gift or contribu- 
tion. The deduction allowed by this paragraph _— be allowed 
with the limitations prescribed in section 170 (b) (1) (A) and (B) 
determined with reference to the unrelated oii taxable in- 
come computed without the benefit of this paragraph (in lieu of 
with reference to adjusted gross income). 

There shall be allowed a specific deduction of $1,000. 

(13) In the case of a trust 

(A) created by virtue of the provisions of the will of an 
individual who died after August 16, 1954, and before January 
1, 1957 

(B) which, by virtue of the provisions of such will, is a 
limited partner in a partnership created under the laws of a 
State (¢) providing for the creation of limited partnerships, and 
(it) under which a limited partner has no right to take part in 
the control of the business without becoming liable as a general 
partner, 

(C) which, at no time before or during a taxable year of the 
partnership ending within or with the taxable year of the trust, 
was (or was liable as) a general partner in such partnership, and 

(D) which is required to distribute all of its income (within 
the meaning of section 643 (b)) currently exclusively for religious, 
charitable, scientific, literary, or educational purposes, and 
which is required to distribute all of the corpus exclusively for 
such purposes, 

there shall be excluded its share (determined under subsection (c) 
without regard to this paragraph and paragraph (11)) of gross in- 
come of the partnership as such limited partner and of the partner- 
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DISESTABLISHMENT OF BALLS BLUFF NATIONAL CEME- 
TERY, VA. 
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Mr. Neusercer, from the Committee on Interior and Insular Affairs, 
submitted the following 


REPORT 


[To accompany S. 2715] 


The Committee on Interior and Insular Affairs, to whom was 
referred the bill (S. 2715) to disestablish the Balls Bluff National 
Cemetery, Loudoun County, Va., and for other purposes, having 
considered the same, report favorably thereon without amendment 
and recommend that the bill do pass. 


PURPOSE OF THE BILL 


This bill, introduced by Senator Murray at the request of the 
Department of the Army, authorizes the Secretary of the Army to 
disestablish the the Balls Bluff National Cemetery, Va., and to remove 
the remains interred in that cemetery to another national cemetery. 

Established in 1865, the Balls Bluff National Cemetery contains the 
remains of only 54 soldiers who fell during the Civil War; these 
remains are contained in 25 graves and only 1 of the soldiers buried 
there is identifiable. _No requests for burials in the cemetery have been 
received since its establishment. 

The committee is advised by the Department of the Army that 
public visitations to the cemetery are negligible, nor are memorial 
services of any kind conducted there by civic or service organizations. 

While the cost of annual maintenance is approximately $500, an 
estimated expenditure of nearly $30,000 will be required im the near 
future to repair roads, fences and walls if the cemetery is to be main- 
tained in the future. It is estimated that the remains now there can 
be disinterred, prepared, and transferred to the Culpeper National 
Cemetery and reinterred for less than $2,000. 
The committee recommends the enactment of S. 





2715. 
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DISESTABLISH BALL’S BLUFF NATIONAL CEMETERY 
EXECUTIVE COMMUNICATION 


The executive communication to the Vice President requesting the 
introduction of this legislation is set forth below. 


DEPARTMENT OF THE ARMY, 
Washington, D. C., July 29, 1957. 
Hon. Ricuarp M. Nixon, 
President of the Senate. 

Dear Mr. Presipent: There is forwarded herewith a draft of 
legislation to authorize the disestablishment of the Balls Bluff Na- 
tional Cemetery at Loudoun County, Va., and for other purposes. 

This proposal is part of the De partment of Defense legislative 
program for 1957 and the Bureau of the Budget has advised that it 
has no objection to the submission of the proposal for consideration 
of the Congress. The Department of the Army has been designated 
as the representative of the Department of Defense for this legisla- 
tion. It is recommended that this proposal] be enacted by the ‘Con- 
gress. 


PURPOSE OF THE LEGISLATION 


The purpose of this legislation is to authorize the Secretary of the 
Army to disestablish the Balls Bluff National Cemetery in Loudoun 
County, Va., and to remove the remains interred in that cemetery to 
another national cemetery. 

Balls Bluff National Cemetery was established in 18€5 on the site 
of the Balls Bluff battlefield of the Civil War. The burial area is 
comprised of only 0.057 acre. A right-of-way conveyed to the Gov- 
ernment in 1907 provides access to the cemetery. This right-of-way 
was conveyed to the United States upon the condition that should it 
ever cease to be used as a right-of-way to the cemetery it shall revert 
to the grantor, her heirs, or assigns. In addition, a parking area 
consisting of 0.13€ acre is leased by the Government for the sum of 
$1 per year on an annual renewal basis. There are 25 grave sites 
containing 54 remains. Of these the ide tity of only one is known, 
that of James Allen, of Massachusetts, a Union soldier. 

It was in the battle of Balls Bluff that Senator (then Colonel) 
Edward Dickenson Baker was killed. Senator Baker was one of the 
roost distinguished citizens of. the St: ate of Oregon. Senator Baker’s 
remains are not, however, interred in the Balls Bluff National Ceme- 
tery; they are interred in the San Francisco National Cemetery. 
There is a marker erected to the memory of Senator Baker of Oregon 
on the spot where he fell in the Battle of Balls Bluff. This marker, 
however, is located on private property outside the cemetery area, and 
is not maintained by the United States Government. 

Since its establishment, there have been no requests for burial 
the Balls Bluff National Cemetery. 

The size of the cemetery does not warrant the appointment of a 
superinterdent especially for that cemetery. At the present time, 
the superintendent of the Alexandria National Cemetery performs 
necessary tasks at the Balls Bluff National Cemetery. Due, how- 
ever, to the absence of constant supervision and lack of interest on 
the part of the local community, numerous acts of desecration and 
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vandalism have occurred over a period of years. In 1947, the De- 
partment of the Interior advised that the site does not possess such 
outstanding historical significance as to warrant its inclusion in the 
National Park System. 

During the 81st Congress, omnibus cemetery legislation was intro- 
duced in each house (S. 2863 and H. R. 6807) authorizing the See- 
retary of the Army to remove the remains and to transfer the site to 
the State of Virginia or otherwise dispose of it. This legislation was 
amended on the floor of the Senate to delete all reference to the Balls 
Bluff National Cemetery. This amendment was introduced by 
Senator Morse of Oregon. Senator Morse apparently introduced the 
amendment for the purpose of preserving the site as a memorial to 
Senator Edward Dickenson Baker. As indicated above, however, 
Senator Baker’s remains are in California and the marker on the 
battle site is on private property and would not be affected by the 
disestablishment of the Balls Bluff National Cemetery. 


COST AND BUDGET DATA 


If the cemetery is continued in existence it is estimated that during 
calendar year 1957, the cost of maintaining the cemetery will be $500. 
An additional estimated expenditure of $29,600 will be required in 
the near future for repair of the approach road, fence, and wall. 

It is estimated that the remains can be disinterred, prepared, 
transported to the Culpeper National Cemetery and reinterred there 
for $1,835.92. Upon disestablishment of the cemetery and removal of 
the remains, action will be taken to dispose of the property, if there 
is no other Department of Defense need therefor, in accordance with 
the Federal Property and Administrative Services Act of 1949 (63 
Stat. 377; 40 U. S. C. 471), as amended, and regulations of the 
General Services Administration, Title 2; Real Property Management, 

Sincerely yours, 
CHARLES C. FINUCANE, 
Acting Secretary of the Army. 


A BILL To authorize the disestablishment of the Balls Bluff National Cemetery, 
Loudoun County, Virginia, and for other purposes 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That the Secretary of the 
Army is authorized to disestablish the Balls Bluff National Cemetery, 
Loudoun County, Virginia, and to remove the remains interred 
therein to another national cemetery. 


O 
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85TH CoNGRESS t SENATE { REPORT 
2d Session No. 1404 


FORT CLATSOP NATIONAL MEMORIAL, OREG. 


Marca 20 (legislative day, Marcu 17), 1958.—Ordered to be printed 


Mr. NrvserceEr, from the Committee on Interior and Insular Affairs, 
submitted the following 


REPORT 


{To accompany 8. 3087] 


The Committee on Interior and Insular Affairs, to whom was re- 
ferred the bill (S. 3087) to provide for the establishment of Fort 
Clatsop National Memorial in the State of Oregon, and for other 
purposes, having considered the same, report favorably thereon with- 
out amendment and recommend that the bill do pass. 

This legislation accords national memorial status to Fort Clatsop 
in Oregon, situated in the vicinity where the intrepid adventurers, 
Meriwether Lewis and William Clark, ended their westward trek 
which brought the American flag overland across the continent for 
the first time in 1805. 

The site is located in Clatsop County, Oreg., near the mouth of the 
Columbia River. More specifically, it is situated on the west bank of 
the Lewis and Clark River, 1.8 miles south of its mouth. The shore 
of the Pacific Ocean lies 3.5 miles directly west. It is close to Astoria, 
Oreg. 

AUTHENTICITY OF THE SITE 


Available documentary evidence does not absolutely establish the 
identity of the site presently owned and claimed by the Oregon 
Historical Society as being the authentic Fort Clatsop site, but by 
inference and in terms of general description and geographical data 
it does support the authenticity of the site. Tradition and oral 
testimony dating from early white travelers to the proximity of the 
site, and also that of early Indian inhabitants of the region, present 
firm support, unbroken by any question of doubt, for the authenticity 
of the site as being in this general vicinity. In all liklihood, the area 
designated for establishment as a national memorial does contain the 
site of Fort Clatsop. Because the documentary evidence on this point 
is not conclusive, this legislation provides for national memorial status 
for Fort Clatsop rather than national monument status. 
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HISTORY OF THE SITE 


President Thomas Jefferson’s instructions to Meriwether Lewis and 
William Clark required them to “explore the Missouri river, and such 
principal stream of it, as * * * may offer the most direct * * * 
communication across this continent.’’ The explorers considered their 
mission completed when, on a bleak November day in 1805, they saw 
the broad tidal estuary of the Columbia River from a point on the 
north bank a short distance above Grays Bay. After visiting the 
seashore, they crossed to the south side of the Columbia to seek a 
winter campsite which would be more sheltered from the ocean winds 
and more abundantly supplied with game. A suitable location was 
found on the first high ground encountered above the mouth of the 
present Lewis and Clark River. Here, on December 7, 1805, a camp 
was made. This was to be winter headquarters. 

A small log fort, 50 feet square, was erected and named ‘Fort 
Clatsop.”” The men moved into it on Christmas Day. While wait- 
ing here for the coming of spring, they explored the surrounding 
country and a detachment was sent to the seacoast to make salt. 
Lewis and Clark here rewrote their journals and drew several of the 
maps which were among the most important products of the expedi- 
tion. On March 23, 1806, the fort was abandoned and the homeward 
journey to St. Louis was commenced. 


SIGNIFICANCE OF THE LEWIS AND CLARK EXPEDITION 


The journey of Lewis and Clark and their companions from the 
Mississippi River to the Pacific Ocean, and back again, during 1804-06 
is one of the best-known and most dramatic events in the history of 
the United States. Its results were many and far-reaching. It 
marked the first journey across the North American Continent be- 
tween the Spanish possessions on the south and British Canada on 
the north. It strengthened the American claim to the Oregon coun- 
try. It directly stimulated American fur traders, such as John 
Jacob Astor, to push operations into the Far West. It made available 
a great deal of geographical, scientific, and ethnographic information 
about a vast area hitherto entirely unknown. In so doing, it gave 
residents of the United States something concrete with which their 
minds could deal, toward which they could turn their plans of trade, 
settlement, and expansion. 

While historians differ in assessing the contributions made by the 
expedition, the consensus remains that the Lewis and Clark Expedi- 
tion was an event of major significance in the history of the United 
States. In the words of Theodore Roosevelt, it was ‘all that an 
exploration ever should be.”’ 


DEVELOPMENT OF THE MEMORIAL 


The size of the three areas presently owned at the Fort Clatsop site 
by the Oregon Historical Society, the Clatsop County Historical 
Society and Clatsop County totals approximately 6.7 acres. The 
Oregon Historical Society, organized in 1898, has invested approxi- 
mately $50,000 in faithfully reconstructing a replica of the original 
fort. 
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S. 3087 authorizes the acquisition of additional acreage at the Fort 
Clatsop site and imposes a limitation of 125 acres thereon. The 
estimated cost of developing the Fort Clatsop area, exclusive of the 
cost of purchasing additional acreage, is about $236,500. The cost of 
administering the proposed area would be about $22,000 annually. 
The cost of repairs to existing facilities is estinfated at $18,600. 
There are no firm figures for the cost of purchasing the additional 
land to be needed but it is estimated that this would amount to 
approximately $30,000. 

The committee unanimously recommends the enactment of this 
legislation. 





AGENCY REPORTS 


Set forth below is the favorable report of the Department of the 
Interior and the report of the Bureau of the Budget in which it is 
stated that that agency has no objection to the enactment of S. 3087. 


DEPARTMENT OF THE INTERIOR, 

OFFICE OF THE SECRETARY, 
Washington, D. C., March 18, 1958. 
Hon. James E. Murray, 

Chairman, Committee on Interior and Insular Affairs, 
United States Senate, Washington, D. C. 

Drar SENATOR Murray: Your committee has requested a report 
on S. 3087, a bill to provide for the establishment of Fort Clatsop 
National Memorial in the State of Oregon, and for other purposes. 

We recommend favorable consideration of this bill. 

The members of the historic Lewis and Clark Expedition wintered 
at the site known as Fort Clatsop from December 1805 into March 
1806. We have made a study of this area and, pursuant to the act 
of June 18, 1956 (70 Stat. 289), investigated the advisability of estab- 
lishing Fort Clatsop as a national monument. Our favorable recom- 
mendation on the proposal was submitted to the Congress on January 
9, 1958. 

In our opinion, Fort Clatsop is one of the most important sites as- 
sociated with the epoch-making Lewis and Clark Expedition. We 
consider it to be the most important site on the Pacific coast associ- 
ated with that expedition. Fort Clatsop is the place the expedition 
selected, after it had reached the Pacific Ocean, where it would re- 
main until the passing of the severe winter months made feasible an 
attempt to recross the mountains and the wilderness to white civili- 
zation. In a very real sense, Fort Clatsop signalizes the successful 
crossing of the continent by Lewis and Clark. The skill, persever- 
ance, tact, and calm determination shown in overcoming difficulties 
encountered in crossing thousands of miles of hostile wilson have 
served to inspire generations of Americans. 

The Bureau of the Budget has advised us that there is no objec- 
tion to the submission of this report to your committee. 

Sincerely yours, 
HATFIELD CHILSON, 
Acting Secretary of the Interior. 
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EXEcuTIvVE OFFICE OF THE PRESIDENT, 
BurREAvU OF THE BupGet, 
Washington, D. C., March 14, 1958. 
Hon. James E. Murray, 
Chairman, Committee on Intervor and Insular Affairs, 
United States Senate, Washington, D. C. 


My Dear Mr. Cuarrman: This is in reply to your request for the 
views of this Bureau on S. 3087, a bill to provide for the establishment 
of Fort Clatsop National Memorial in the State of Oregon, and for 
other purposes. 

S. 3087 would carry out the recommendations of the Secretary of the 
Interior based on a study of the Fort Clatsop area made pursuant to 
Public Law 590, 84th Congress, approved June 18, 1956. 

The Bureau of the Budget would have no objection to enactment 
of this bill. 

Sincerely yours, 
Rosert E. Merriam, 
Assistant Directcr; 
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85TH CONGRESS SENATE REPORT 
2d Session No. 1405 


CONVEYANCE OF CERTAIN LAND OF THE UNITED STATES 
TO THE CITY OF SALEM, OREG. 


Marcu 20 (legislative day, Marcu 17), 1958.—Ordered to be printed 


'. NEUBERGER, from the Committee on Interior and Insular Affairs, 
submitted the following 


REPORT 


[To accompany 8. 2318] 


The Committee on Interior and Insular Affairs, to whom was 
referred the bill (S. 2318) to provide for the conveyance of certain 
land of the United States to the city of Salem, Oreg., having con- 
sidered the same, report favorably thereon with amendments and 
recomme nd that the bill, as amended, do pass. 

The amendments are as follows: 

At page 1, line 7, delete the words ‘‘that part of” 

At page 1, line 7, delete the words ‘‘13.1” and substitute therefor 
the words ‘'28.84”’ 

At page 2, line 4, delete the words 
thereof”’ 

At page 2, add the following new section: 


ce 


after independent appraisal 


Src. 4. Nothing in this Act shall be deemed to relieve the 
City of Salem of any liability existing on the date of approval 
of this Act with respect to the land described in section 1. 


PURPOSE OF 8S. 2318 


This bill would authorize and direct the Secretary of the Interior 
to convey by quitclaim deed at fair market value to the city of Salem, 
Oreg., a 13.1-acre tract of land; this tract is part of a 28.84-acre tract 
of re Neadha Oregon & California Railroad Co. land. 

The land in question is part of an island in the Santiam River. On 
this island the city of Salem constructed its waterworks facilities in 
ignorance of the fact that the property is federally owned. In con- 
nection with the construction of these particular facilities, some timbér 
on the island was cut. The Department of the Interior rec ‘ommends 
the conveyance of this property to the city; the committee concuts 
in that recommendation, considering it to be a satisfactory solution 
to the problem confronting this particular community. 
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AMENDMENTS 


The committee has adopted three amendments suggested by the 
Department of the Interior. 

In view of the fact that this is a very isolated tract of Federal land, 
the bill has been amended to provide for the conveyance of the entire 
28.84-acre tract to the city, thus obviating the need for continued 
Federal management that would result if 13.1 acres were conveyed 
to the city. 

A further amendment provides for the question of fair market value 
to be determined by the Secretary without other independent ap- 
praisals. 

By the cutting of timber on this tract, the city of Salem incurred 
timber-trespass liability in addition to the trespass to property. The 
city was billed for timber trespass by the Bureau of Land Manage- 
ment; under Oregon law, damages are twice the appraised value of the 
timber. The city has paid single stumpage value, but refused, and 
continues to refuse, to pay the double stumpage value. The language 
of section 4, added by amendment, assures that the city is not relieved 
of any liability existing prior to the passage of this bill. 


AGENCY REPORT 


The Bureau of the Budget has raised no objection to the submission 
to the committee of the favorable report of the Department of the 
Interior which is set forth below. 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., October 15, 1957. 
Hon. James E. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
United States Senate, Washington, D. C. 

Dear Senator Murray: This is in reply to your request for the 
views of this Department on S. 2318, a bill to provide for the con- 
veyance of certain land of the United States to the city of Salem, 
Oreg. 

We recommend that S. 2318 be enacted, if amended as suggested 
below. 

Section 1 of S. 2318 would direct the Secretary of the Intericr to 
convey by quitclaim deed to the city of Salem, Oreg., all the right, 
title, and interest of the United States in and to a tract of revested 
Oregon & California Railroad land in Linn County, Oreg. The tract, 
which is described as a part of lot 9, section 13, township 9 south, 
range 1 west, Willamette meridian, contains approximately 13.1 
acres. Section 2 of S. 2318 would condition the conveyance upon the 
payment by the city of Salem of an amount equal to the fair market 
value of the land as determined by the Secretary of the Interior “after 
independent appraisal thereof.’”’ Other terms and conditions deemed 
necessary by the Secretary of the Interior to protect the interests of 
the United States could be included. Section 3 would provide that 
the authority confirmed by S. 2318 would expire if a sale were not 
made within 3 years of the date of approval. 
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The land described in S. 2318 is a part of a very small tract of 
federally owned land. The whole of lot 9 as shown by the original 
survey plat contains approximately 28.84 acres. If the tract de- 
scribed in 8. 2318 were transferred to the city, the United States would 
be left with a very small amount of federally owned land to administer. 
We have no need for the rest of lot 9, and, therefore, we recommend 
that the entire lot 9 be made subject to the provisions of S. 2318. 
This may be accomplished by the deletion at page 1, line 7, of the 
words “that part of’’ and by the substitution of the figure ‘'28.84”’ for 
the figure 13.1.” 

The bill at present provides that the city of Salem is to pay the 
Department an amount equal to the fair market value of the land as 
determined by the Secretary ‘after independent appraisal thereof.”’ 
We believe that the words ‘after independent appraisal thereof,’’ 
found at page 2, line 4, should be deleted. The bill provides that the 
value is to be determined by the Secretary, and if he does make that 
determination it is difficult to understand what is intended by the 
words ‘independent appraisal.’’ Apparently his appraisal is to be 
made after an appraisal has been made by private or independent 
persons, but it still would be the appraisal by the Secretary which 
would be determining. Therefore, the words “after independent ap- 
praisal thereof’ appear superfluous. If, on the other hand, it is in- 
tended by the use of these words to require the Secretary to accept 
the appraisal made by private persons, we believe that these words 
should be deleted. We believe that an appraisal made in any manner 
which the Secretary deems desirable would be adequate. 

At present, there is consideration by the Department of trespass 
charges brought against the city in connection with the land described 
in 8. 2318. The city has admitted timber trespass on this land, but, 
despite the demands of the Bureau of Land Management of this 
Department, has refused to pay double stumpage. It is the assertion 
of the Bureau of Land Management in its dealings with the city that 
the Oregon law requires payment of double stumpage. Whether or 
not this claim by the United States Government will be recognized 
and whether or not the United States is eventually paid by the city 
the value of double stumpage should not be jeopardized by the enact- 
ment of any legislation. We believe that the enactment of S. 2318 
as introduced would not relieve the city of any liability which now 
exists. Nevertheless, for purposes of clarification, we believe it desir- 
able that a new section 3 be added to the bill and inserted immediately 
before the present section 3 which would be renumbered 4. The new 
section 3 would provide: 

“Suc. 3. Nothing in this Act shall be deemed to relieve the city of 
Salem of any liability existing on the date of approval of this Act with 
respect to the land dese ribed in section 1.” 

The Bureau of the Budget has advised that there is no objection to 
the submission of this report to vour committee. 

Sincerely yours, 
Rocer C. Ernst, 
Assistant Secretary of the Interior. 


oOo 
VY 
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85TH CONGRESS SENATE REPORT 
2d Session No. 1406 


POISONED SEED WHEAT 
Marcu 20 (legislative day, Marcu 17), 1958.—Ordered to be printed 


Mr. Youne, from the Committee on Agriculture and Forestry, 
submitted the following 


REPORT 


[To accompany 8S. 666] 


The Committee on Agriculture and Forestry, to whom was referred 
the bill (S. 666) to remove wheat for seeding purposes which has been 
treated with poisonous substances from the “unfit for human con- 
sumption’ category for the purposes of section 22 of the Agricultural 
Adjustment Act of 1933, having considered the same, report thereon 


with a recommendation that it do pass with an amendment. 

The committee was unanimous in ordering this bill reported. 

The bill provides that wheat for seeding purposes which has been 
treated with poisonous substances shall be classified as ‘‘wheat,’’ 
rather than “wheat, unfit for human consumption,” for the purposes 
of import quotas and duties. The effect of this would be to permit 
seed wheat to be imported ex quota only in accordance with the Presi- 
dential proclamation providing the manner in which seed wheat may 
be imported ex quota and only at the rate of duty applicable to 
“wheat.’”’ The provisions and effects of the bill are more fully ex- 
plained in the letter of the Department of Agriculture, which has no 
objection to its enactment, and the letters of the Bureau of the Budget 
and the Department of State, which do object to its enactment. 

The latter two agencies object to the bill on the ground that it 
would be contrary to the undertakings of the United States under the 
General Agreement on Tariffs and Trade with respect to duties and 
quantitative limitations. The committee feels that this bill is not 
contrary to those undertakings, since its purpose is simply to main- 
tain our duties and quotas in accordance with the clear intent of the 
proclamations which were in force at the time GATT was executed. 
Those clearly contemplated that seed wheat would be brought in as 

‘wheat”’ under specified conditions. The committee feels that GATT 
oa not reasonably be construed as requiring us to permit the cir- 
cumvention of the proclamation specifying the manner in which seed 
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wheat should be imported. The poisoning of the wheat serves no 
other purpose than circumvention of the quota and duty provisions 
required by GATT to be maintained. 

The committee amendment makes no change in substance, but was 
suggested in part by the Department of Agriculture as necessary to 
carry out the purpose of the bill, and, in part by the Treasury Depart- 
ment in order to allow 30 days after enactment to advise its field 
officers. 

Enactment of the bill should result in no additional expenditure by 
the Government. 

Copies of the relevant proclamations and paragraph 729 of the 
Tariff Act of 1930 are attached as exhibits A, B, and C. 





DEPARTMENT OF AGRICULTURE, 
Washington, D. C., February 25, 1958. 
Hon. ALLEN J. ELLENDER, 
Chairman, Committee on Agriculture and Forestry, 
United States Senate. 

Drar SENATOR ELLENDER: This letter sets forth the views of the 
United States Department of Agriculture with respect to S. 666, a bill 
which specifies that seed wheat treated with poisonous substances 
shall not be classified as ‘‘wheat unfit for human consumption” for 
the purposes of the Tariff Act of 1930 and for Presidential Proclama- 
tion 2489, issued pursuant to section 22 of the Agricultural Adjust- 
ment Act of 1933, as amended. 

The Department has no objections to the enactment of the bill. 

While the bill has two parts, one dealing with duty rates under 
paragraph 729 of the Tariff Act of 1930, and the other with Proclama- 
tion 2489, establishing import quotas on wheat and wheat products, 
both would remove from the classification “wheat, unfit for human 
consumption,’ wheat for seeding purposes which has been treated 
with poisonous substances. Such treated wheat is currently classified 
by the Bureau of Customs as “‘wheat, unfit for human consumption.”’ 
As such, it is considered dutiable at the rate of 5 percent ad valorem, 
or approximately 10 cents per bushel, as compared with a duty rate 
of 21 cents per bushel for ‘“‘wheat,”’ and is also deemed not to be sub- 
ject to the quota restrictions imposed on wheat and wheat products 
by proclamation 2489. 

At the time of the enactment of the Tariff Act of 1930, only two 
classifications were set up for wheat; i. e., ‘““‘wheat,”’ and “wheat, unfit 
for human consumption.” ‘‘Wheat, unfit for human consumption” 
was given a lower duty rate than ‘‘wheat,’”’ because this classification 
was then considered applicable mainly to wheat which was unsuited 
for milling and had value only as animal feed. Prior to the Tariff 
Act of 1930, wheat for seed shipped in international trade was not 
commonly treated with toxic substances. Therefore, all seed wheat 
was entered at full duty. 

Presidential Proclamation 2489, issued May 28, 1941, pursuant to 
section 22 of the Agricultural Adjustment Act, as amended, established 
quotas for “wheat,” not including wheat unfit for human consump- 
tion. At that time the exempted category, ‘unfit’? wheat, was re- 
garded as meaning feed wheat. This is shown by the following 
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statement of the Tariff Commission in its report to the President, 
dated May 19, 1941, upon which the proclamation was based: ‘The 
evidence now before the Commission does not warrant findings with 
respect to feed wheat or feed flour (i. e., wheat and wheat flour unfit 
for human consumption) * * *” 

Proclamation 2550, issued April 13, 1942, suspended the quota pro- 
visions of Proclamation 2489 insofar as the »y applied to certain items, 
including “seed wheat,” provided that, for lots of seed wheat of more 
than 100 bushels, the written approv al of the Sec retary of Agriculture 
is obtained. In its report to the President dated March 20, 1942, 
upon which Proclamation 2550 was based, the Tariff Commission 
stated that ‘the suspension of quota restrictions could be made with 
respect to * * * seed wheat * * *, provided sufficient safeguards 
against abuse of suspensions were provided.” It would appear, 
therefore, that, at the time these proclamations were issued, it was 
contemplated that seed wheat wipe be subject to the provisions of 
Proclamation 2489 as to “wheat” and of Proclamation 2550 as to 
“Seed wheat.’’ We understand ‘that the practice of entering treated 
seed wheat as “wheat unfit for human consumption,” at least on a 
large scale, developed subsequent to the issuance of these proclama- 
tions, and, in fact, only within the last few years. Prior to that time 
almost all seed wheat imported from Canada was entered as certified 
seed wheat. 

The enactment of S. 666 would take ‘“‘seed wheat” out of the exemp- 
tion under Proclamation 2489 of “wheat unfit for human consump- 
tion”? and have the effect of making it subject to the “certified or 
registered seed wheat” provisions of Proclamation 2550. It would not 
necessarily result, however, in materially decreasing imports of seed 
wheat, except insofar as the increased rate of duty might tend to have 
a restrictive effect upon imports. 

S. 666 is applicable only to “wheat for seeding purposes which has 
been treated with poisonous substances.” It is suggested that after 
the word “substances,” there be added the words ‘‘or otherwise made 
unfit for human consumption.”” This would tend to avoid a possible 
loophole whereby seed wheat might be treated or mixed with a 
substance that is nonpoisonous but would still render it unfit for 
human consumption. 

In order to clarify that the bill is intended to make seed wheat 
subject to the higher rate of duty on wheat under the Tariff Act of 
1930, as amended, it might be desirable to add, after the words ‘‘unfit 
for human consumption” in the last line of the bill, the words ‘“‘but 
shall be classified as wheat.’ 

Enclosed is a copy of a letter from the Bureau of the Budget and 
one from the Department of State to the Bureau of the Budget in- 
dicating the position of these agencies on this bill. 

As indicated in this letter, the Bureau of the Budget has no objec- 
tion to the submission of the report. 

Sincerely yours, 
E. T. Benson, Secretary. 
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EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BuDGE 
A 1) Co Jam uary 10. 1958. 
The honorable the Secret AGRICULTURI 

Attention of Mr. ( Carl R. Sapp, Chiet, Legislative Reporting. 
My Dear Mr. Secretary: This will acknowledge Budget Officer 
Joseph C. Wheeler’s letter of April 8, 1957, transmitting copies of a 
report which the Department proposes to present to the chairman of 

the Senate Committee on Agriculture a 
remove Ww he at for seeding purposes wi Nc h 
ous substances from the “unfit for human consumption” category 


{ c ae ‘ e of 7 oat4 7" — 
for the purposes of section 22 of the Agricultural Adjustment Act 
of 1933. 


. i. aS 
Forestry on S. 666. a DLL to 
-4 


ic 
h: as been treated w ith poison 


You are advised that while there is no objection to the submission 
to the committee of such report on S. 666 as you deem appr priate, 


the Bureau of the Budget is opposed to its enactment for the reasons 
set out in the attached copy of a letter from the State Department 
commenting on the bill. It is requested that a copy of this letter be 
submitted to the committee along with your report. 
Sincerely yours, 
RoGER W. JONES, 
Assistant Director for Legislative Reference. 


DEPARTMENT OF STATE, 
Washinaton. December 20. 1957 
Hon. Percivau F. BruNDAGE, 
Director. Bureau of thre Budget. 
Dear Mr. Brunpaae: The Bureau of the Budget has requested 
the comments of this Department on the report of the Department 


of Agriculture with respect to 5. 666, a bill which specifies that seed 
] : : Daa ee | 
wheat treated with poisonous substances shall not be classified as 


‘ec 


wheat unfit for human consumption’’ for the purposes of the Tariff 
Act of 1930 and Presidential Proclamation 2489, issued pursuant to 
section 22 of the Agricultural Adjustment Act of 1933. 

The Di partment of State recommends against the enactment of S 
666. The effect of the proposed Satie nae would be Lo increase the 
duty on seed wheat treated with poisonous substances to 21 cents a 
bushel and to make it subject to quantitative import restrictions 
The proposed legislation would be contrary to our international 
commitments and would adversely affect our relations with Conads. 

In the General Agreement on Tariffs and Trade, the United States 
agreed to maintain the duty on wheat unfit for human consumption at 
> percent ad valorem. As wheat for seeding purposes which has 
been treated with poisonous substances is clearly wheat unfit for hu- 
man consumption and has been so classified for customs purposes, an 
increase in the duty through the proposed legislation would be con- 
trary to our GATT undertaking. Similarly, the effect of the proposed 
legislation in placing seed wheat treated with poisonous substances 
under the quota for millable wheat, or making it subject to the pro- 
visions of Presidential Proclamation 2550 regarding imports of seed 
wheat, would be contrary to the general prohibition in the GATT 
against the imposition of quantitative restrictions. 
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lt would be possible to increase the duty on the product or impose 
quantitative restrictions on imports without violating our GATT 
9g to eg if there were a determination that the domestic industry 
is being injured by increased imports or that imports are interfer- 
ing with a program of the Department of Agriculture. Procedures 
for determining injury from imports are provided in the escape-clause 
provisions of “the Trade Agreements Extension Act of 1951, as 
amended; procedures for determining interference with a program of 
the Department of Agriculture are specified in section 22 of the 
Agricultural Adjustment Act of 1933, as amended. 

Canada is the principal source of United States imports of wheat 
in various forms. In 1955-56 approximately 2 million bushels of seed 
wheat treated with poisonous substances were imported from Canada. 
[mports of millable wheat from Canada are limited to 795,000 bushels 
pursuant to restrictions imposed under section 22. Therefore under 
the proposed legislation the volume of millable wheat and wheat 
treated with poisonous substances could be reduced from approxi- 
mately 2,795,000 bushels to 795,000 bushels, or by about $4 million. 
If there were to be any imports in excess of 795,000 bushels, they 
would be limited to quantities approved by the Secretary of Agricul- 
ture under the authority conferred upon him by Presidential Frocks 
mation 2550. This proclamation permits the entry of certified « 
registered seed wheat for use for seeding and crop improvement ao 
poses. Such imports would also be subject to a higher rate of duty. 

Wheat is Canada’s principal agric ultural export. The Canadian 
Government is, therefore, particularly concerned about measures 
which might limit or otherwise affect Canada’s exports of this com- 
modity. It has made strong representations on many occasions to the 
effect that the United States surplus disposal program has seriously 
reduced Canada’s wheat exports and this has been an important 
factor contributing to the accumulation of record surplus wheat 
stocks in Canada. The new Canadian Government has also mani- 
fested special interest in the operation of our surplus disposal programs 
and has voiced public complaints regarding their effects on Canada’s 
wheat trade. It has also protested strongly against other United 
States actions which it considers have or threaten to have adverse 
effects on Canada’s exports of rye, lead, zine, and alsike cloverseed 
and has expressed the hope that no new restrictions will be imposed on 
our imports of seed wheat. 

Knactment of the proposed legislation would therefore introduce a 
new irritant in United States-Canadian relations which might further 
ll mapas the cooperation which has proved so beneficial to both coun- 
trie 

Sincerely yours, 
Witiram B. Macomper, Jr., 
Assistant Seere tary 
(for the Acting Secretary of State) 
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Treasury DEPARTMENT, 
Washington, September 16, 1957. 
Hon. ALLEN J. ELLENDER, 
Chairman, Committee on Agriculture and Forestry, 
United States Senate, Washi ington, D.C 

My Dear Me. Caatn@an: In a letter dated January 22, 1957, 
you asked for a report on S. 666, a bill to remove wheat for seeding 
purposes which has a ‘n treate ‘d with poisonous substances from the 
“unfit for human consumption” category for the purposes of section 
22 of the Agricultural Adjustment Act of 1933 

The proposed legislation will exclude wheat for seeding purposes 
which has been treated with poisonous substances from classification 
under the provision in pa agraph 729 of the tariff act for “wheat 
unfit for human consumption,” but does not state under which tariff 
provision it shall be classified. If it is desired that the wheat in 
question shall be classified as ‘‘wheat” under the provisions of para- 
graph 729, Tariff Act of 1930, as modified, and for quota purposes 

ider the provisions of the Presidential proclamation of May 28, 
1941, issued pursuant to section 22 of the Agricultural Adjustment 
Act of 1933, as amended, it is suggested that a positive provision 
to that effect be included in the bill. 

The Treasury Department believes that it would be desirable for 
your committee, if it has not already done so, to consult with the 
Department of Agriculture because of its concern with basic wheat 
policy and with the Department of State with respect to the relation- 
ship of the proposed legislation to the international obligations of the 
United States 

It is recommended that, if the bill is to be enacted, the language 

“This act shall apply only with respect to articles entered, or with- 
drawn from warehouse, for consumption on or after 30 days after 
the date of enactment of this act” be added to afford the De ‘partment 
an opportunity to advise customs field officers of the change in the 
law before such change takes effect. 

The Department anticipates no unusual administrative difficulties 
if the proposed legislation is enacted with the change suggested. 

The Department has been advised by the Bureau of the Budget 
that there is no objection to the submission of this report to your 
committee. 

Very truly yours, 
Davin KENDALL, 
Acting Secretary oft the Treasury. 


Exuipit A 


4 PROCLAMATION BY THE PRESIDENT OF THE UNITED STATES OF AMERICA 
IMPOSING QUOTAS ON IMPORTS OF WHEAT AND WHEAT FLOUR 


Whereas, pursuant to section 22 of the Agricultural Adjustment Act 
of 1933 as amended by section 31 of the act of August 24, 1935 (49 
Stat. 750, 773), as ame nde d by section 5 of the act of Ir ebrus ary 29, 1936 
(49 Stat. 1148, 1152), as reenacted by section 1 of the act of June So. 
1937 (50 Stat. 246), an as further amended by the act of January 25, 
1940 (54 Stat. 17), I caused the United States Tariff Commission to 





| 
j 
| 
| 
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make an investigation to determine whether wheat or wheat products 
are being or are practically certain to be imported into the United 
States under such conditions and in sufficient quantities as to render 
or tend to render ineffective or materially interfere with the program 
undertaken with respect to wheat under the Soil Conservation and 
Domestic Allotment Act, as amended, or to reduce substantially the 
amount of any product processed in the United States from wheat; and 

Whereas, in the course of the investigation, after due notice, hearings 
were held, at which parties interested were given opportunity to be 
present, to produce evidence, and to be heard, and, in addition to the 
hearings, the Commission made such investigation as it deemed neces- 
sary for a full disclosure and presentation of the facts; and 

Whereas the Commission has made findings of fact and has trans- 
mitted to me a report of such findings and its recommendations based 
thereon, together with a transcript of the evidence submitted at the 
hearings, and has also transmitted a copy of such report to the Secre- 
tary of Agriculture: Now, therefore, 

1, Franklin D. Roosevelt, President of the United States of America, 
do hereby find, on the basis of such investigation and report, that 
wheat and wheat flour are practically certain to be imported into the 
United States under such conditions and in sufficient quantities as to 
tend to render ineffective and materially interfere with the program 
undertaken with respect to wheat under the Soil Conservation and 
Domestic Allotment Act, as amended, and to reduce substantially the 
amount of flour processed in the United States from wheat produced 
in the United States. Accordingly, I hereby proclaim that the total 
quantities of wheat and wheat flour originating in any of the countries 
named in the following table which may be entered, or withdrawn 
from warehouse, for consumption in any period of 12 months, com- 
mencing May 29, shall not exceed the quantities shown opposite each 
of said countries, which quantities I hereby find and declare shown 
by the investigation to be necessary to prescribe in order that the 
entry of wheat and wheat flour will not render or tend to render 
ineffective or materially interfere with the program undertaken with 
respect to wheat under the Soil Conservation and Domestic Allotment 
Act, as amended, or reduce substantially the amount of any product 
processed in the United States from wheat produced in the United 
States: 
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Import quotas Import quotas 


Wheat W heat 
flour, flour, 
10] . nt emolil 
ished or ( hed { 
ra A yy heat aaa 
wheat. ' wheat, and 
ila similar 
wheat 
produc products 





a 
Canada 795, OOF § 815, OOO Mexi 100 1 
China 24, OOK Panam l 
Hungary 13, 00 Uruguay 1, 000 
Hong Kong () P dand D 1, { 
Japar s l 
United Kingdo! ! 5 l 
Australia 1 
Gern Any © ‘ l 
Syria LO 5, 00 Ruma 

New Zealand 1, OOF Guater 

Chile 0 Br l 0 
Netherland l » 0 { et S t 

Argentina 2, Of 14 R IDL 100 
Italy 10 ) B I 1 
Cuba 0 

France 1, OO ”) lotal 0), Of 1, 000, 00 
Greece l ny 


1, 000 


[ find and declare that the total quantity of wheat or wheat flour 
which may be entered here unde ‘r with respect to each of the countries 
named herein is not less than 50 per centum of the average annual 
quantity of wheat or wheat flour, respectively, which was imported 
from each of such countries during the period from January 1, 1929, 
to December 31, 1933, both dates inclusive, and that during the period 
named no wheat or wheat flour originating in any foreign countries 
other than those enumerated in the foregoing table was imported into 
the United States. No wheat or wheat flour originating in any other 
foreign country shall be permitted to be entered, or withdrawn from 

rarehouse, for consumption during the effectiveness of this proclama- 
tion. 

As used in this proclamation, “wheat flour’? includes semolina, 
crushed or cracked wheat, and similar wheat products. Except as 
used in the first paragraph, “wheat” and “wheat flour’? do not include 
wheat or wheat flour unfit for pe consumption. 

This proclamation shall become effective on the 29th day of May 
1941. 

In witness whereof, I have hereunto set my hand and caused the 
seal of the United States to be affixed. 

Done at the city of Washington this 28th day of May, in the year 

of our Lord nineteen hundred and Soothe and of the 

SEAL] independence of the United States of America the one 

hundred and sixty-fifth. 
FRANKLIN D. ROOSEVELT. 

By the President: 

CorDELL Hutt, Secretary of State 
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Exuipit B 


A PROCLAMATION BY THE PRESIDENT OF THE UNITED STATES OF AMERICA 
SUSPENDING QUOTAS ON IMPORTS OF CERTAIN WHEAT AND WHEAT 
FLOUR 


Whereas, pursuant to section 22 of the Agricultural Adjustment 

Act of 1933 as amended by section 31 of the act of August 24, 1935 
19 Stat. 750, 773), as amended by section 5 of the act of February 29, 

1936 (49 Stat. 1148, Mey, as reenacted by section 1 of the act of 
June 3, 1937 (50 Stat. 246), i, as further amended by the act of 
January 25, 1940 (54 Stat. 17), I issued a proclamation on May 28, 
1941 (No. 2489), limiting the ane of wheat and wheat flour 
which may be entered, or withdrawn from warehouse, for consumption; 
and 

Whereas the United States Tariff Commission has made a supple- 
mental investigation pursuant to said section 22 with respect to certain 
wheat and wheat flour and has made findings with respect thereto; and 

Whereas the Tariff Commission has transmitted to me a report of 
such findings and its recommendations based thereon, and has also 
transmitted a copy of such report to the Secretary of Agricultures 
Now, therefore, 

I, Franklin D. Roosevelt, President of the United States of America, 
do hereby find and declare, on the basis of such supplemental investi- 
gation and report, that circumstances requiring the provisions of my 
proc lamation of Mi ay 28, 1941, with respect to the wheat and wheat 
flour hereinafter described do not exist. Accordingly, pursuant to the 
aforesaid section 22, I hereby proclaim that the provisions of my 
proclamation of May 28, 1941, are suspended, effective immediately, 
insofar as they apply to the following wheat and wheat flour: 


l WHEAT AND WHEAT FLOUR FOR EXPERIMENTAL PURPOSES 


a) Samples of wheat or wheat flour in lots of 10 pounds or less, for 
use by research or scientific organizations or by milling or baking 
laboratories for testing, experimental, research, or other scientific 
purposes. 


} 


b) Wheat or wheat flour in lots of more than 10 pounds, for use by 
research or scientific organizations or by milling or baking laboratories 
for testing, sxpurimantal research, or other scientific purposes, when- 
ever the written approval of the Secretary of Agriculture or his 
designated representative is presented at the time of entry, or when- 
ever bond is furnished in a form prescribed by the Commissioner of 
Customs, in an amount equal to the value of the merchandise as set 
forth in the entry, plus the estimated duty as determined at the time 
of entry, conditioned upon the production of such written approval 
within 6 months from the date of entry. 
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2. SEED WHEAT 


) Certified or registered seed wheat for use for seeding and crop- 
improvement purposes, in bags tagged and sealed by an officially 
recognized seed-certifying agency of the country of production, in lots 
of 100 bushels or less. 

(6) Certified or registered seed wheat for use for seeding and crop- 
improvement purposes, in bags tagged and sealed by an officially 
recognized seed-certifying agency of the country of production, in lots 
of more than 100 bushels, whenever the written approval of the Secre= 
tary of Agriculture or his designated representative is presented at the 
time of entry, or whenever bond is furnished in a form prescribed by 
the Commissioner of Customs, in an amount equal to the value of the 
merchandise as set forth in the entry, plus the estimated duty as deter- 
mined at the time of entry, aia upon the production of such 
written approval within six months from the date of entry. 


8. DISTRESS DIVERSIONS OF WHEAT AND WHEAT FLOUR 


Any shipment of foreign wheat or wheat flour which, because of 
military, naval, or other emergency, act of God, or governmental act, 
has, in the course of its movement to a foreign country, been diverted 
to the United States or to any of its territories or possessions, when- 
ever the Secretary of Agriculture or his designated representative 
advises the Commissioner of Customs the at the shipment of such wheat 
or wheat flour to a foreign destination is not practicable. 

In witness whereof I have hereunto set my hand and caused the 
seal of the United States of America to be affixed. 

Done at the city of Washington this 13th day of April in the year of 

our Lord nineteen hundred and forty-two, and of the inde- 

SEAL] pendence of the United States of America the one hundred 

and sixty-sixth. 
FRANKLIN D. ROOSEVELT. 

By the President: 

SUMNER WELLEs, Acting Secretary of State. 


Exurisir C 
PARAGRAPH 729 or THE Tarirr Act or 1930 


(Notrr.—The rates of 42 cents, 10 percent, and $1.04 have been 
reduced by trade agreement to 21 cents, 5 percent, and 52 cents, 
respectively.) 

Par. 729. Wheat, 42 cents per bushel of sixty pounds; wheat, 
unfit for human consumption, 10 per centum ad valorem; wheat 
flour, semolina, crushed or cracked wheat, and similar wheat produc ts 
not specially provided for, $1.04 per one hundred pounds. 


O 
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Calendar No. 1432 


85TH CoNGRESS t SENATE REPorT 
2d Session No. 1407 


FEDERAL-AID HIGHWAY ACT OF 1958 


Marcu 22, 1958.—Ordered to be printed 
Filed under authority of the order of the Senate of March 21 (legislative day, 
March 17), 1958 


Mr Cuavez, from the Committee on Public Works, submitted the 
following 


REPORT 
together with 
SUPPLEMENTAL, ADDITIONAL, AND SEPARATE VIEWS 
[To accompany 8. 3414] 


The Committee on Public Works, to whom was referred the bill 
(S. 3414) to amend and supplement the Federal-Aid Highway Act 
approved June 29, 1956, to authorize appropriations for continuing 
the construction of highways, and for other purposes, having con- 
sidered the same, report favorably thereon with an amendment, and 
recommend that the bill, as amended, do pass. 

The amendment strikes out all after the enacting clause and inserts 
a new text which appears in the reported bill in italic type. 

S. 3414 includes the authorization for continuing and expanding the 
Federal-aid highway program. It includes (1) an additional authori- 
zation of appropriations for the regular Federal-aid highway systems 
for fiscal year 1959, and the regular biennial authorizations for such 
systems for fiscal years 1960 and 1961; (2) additional authorizations 
for the National System of Interstate and Defense Highways for fiscal 
years 1959, 1960, and 1961; (3) provisions for apportionment of inter- 
state authorizations to the States for fiscal years 1959 and 1960; (4) 
authorization for the public-domain roads for fiscal years 1959 and 
1960; (5) certain amendments to existing Federal-aid highway laws; 
and (6) it establishes a policy and provides for Federal assistants to 
States desiring to implement a program for use of an improvement 
of areas adjacent to the Interstate System by regulating the erection 
and maintenance of outdoor advertising mediums. 

The Subcommittee on Public Roads held hearings on the status 
and progress of the national highway program and on proposed 
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Federal-aid highway legislation for a total of 14 days, extending from 
January 8 to March 11, 1958. 

Testimony and statements were received by the subcommittee 
from about 60 persons and organizations. These witnesses included 
all of the principal organizations interested in highway development; 
representatives of Federal, State, and local agencies charged with 
supervision of the Federal-aid program; governors, Senators, Members 
of the House of Representatives, other Federa: and local officials, and 
interested parties. 

After considering all the bills and proposed amendments to said 
bills, individual bills proposing amendments to the Federal-Aid 
Highway Act of 1956, and the testimony given at the hearings, the 
committee has amended S. 3414 to include what it believes to be 
necessary for expediting and accelerating the Federal-aid highway 
program to the greatest practicable extent, reducing unemployment, 
placing our productive facilities into more complete usefulness, and 
making earlier completion of sections of our Nation’s highways pos- 
sible, thereby advancing their increased contribution to the enhance- 
ment of our national productivity and our continued economic growth 
and prosperity. 

GENERAL STATEMENT 


The Federal-Aid Highway Act of 1956 authorizing a new and 
enlarged Federal-aid highway program of far-reaching consequences 
that, in its entirety, will be one of the great construction projects of 
all time. It continued the cooperative effort that has evolved during 
the life of the Federal-aid highway program begun in 1916, yet in- 
cluded many other provisions “the effects of which are only beginning 
to be realized after less than 2 years of operation. 

The act recognized the Federal responsibility for the early comple- 
tion of a National System of Interstate and Defense Highways, a 
41,000-mile system of highways of greatest umportance to the Nation 
as a whole, by providing that the Federal Government pay 90 per- 
cent of the cost of this segment of our highway system. The act 
included authorization over a 13-year period, 1957 through 1969, of 
Federal funds totaling $25 billion, estimated to be suffic ‘ient, with 
State matching funds, to complete the construction of the entire 
system as then designated. Financing provisions were included in 
the act to finance that program over the period from fiscal year 1957 
through 1972. 

The act went beyond previous legislation in prescribing that 
design standards for the Interstate System should be adequate to 
accommodate the types and volumes of traffic forecast for the year 
1975, and by requiring controlled access as an important feature. 
It also established a Federal highway trust fund into which certain 
receipts from Federal highway-user taxes are to be transferred. The 
act requires that certain specified highway-user revenues received by 
the Federal Government shall be expended only for highway purposes. 

The National System of Interstate and Defense Highways i is a most 
important segment of the Nation’s highway system. Comprising 
about 1.5 percent of the highway mileage it carries about 20 percent 
of the highway traffic. It connects, as directly as practicable, the 
principal metropolitan areas, cities, and industrial centers, serves the 
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national defense, and connects with routes of continental importance 
in Canada and Mexico. It will link together 90 percent of the cities 
having populations in excess of 50,000, and connects 42 of the 48 
State capitols, as well as many smaller cities and towns. It will 
serve well over half of the rural population of the United States. 

The Congress departed from its normal practice of making biennial 
authorizations for Federal-aid highway expenditures in authorizing 
the 13-year program for the Interstate System. ‘This action provided 
assurance to the States of the Federal determination to provide 
adequate funds to complete the system within a definite period of 
time, and assurance to the material and equipment industries, the 
highway contractors, and others associated with highway construction 
that they should make their plans and gear their activities to com- 
pletion of this huge program within the specified time. 

The Subcommittee on Public Roads held hearings early in 1957 and 
again this year, on the status and progress of the Federal-aid highway 
program, implementing its plan to conduct an annual review and 
exercise strict surveillance of the program, discuss the problems 
involved, program progress, the financial situation, and to eliminate 
legislative obstacles that may be slowing down any specific features 
of the program. 

At the present time the interstate program in the Nation as a 
whole is proceeding satisfactorily, after a rather slow start. Funds 
authorized for fiscal years 1957, 1958, and 1959 have been apportioned 
to the States, and are available for obligation. Many of the States 
are proceeding ahead of schedule with their obligation of funds, while 
others, although now behind schedule, have removed legal, financial, 
and administrative difficulties, and are now in a position to proceed 
with highway construction at a much faster rate. 

Section 108 (d) of the Federal-Aid Highway Act of 1956 directed 
the Secretary of Commerce, in cooperation with the State highway 
departments, to submit to the Congress an estimate of cost of com- 
pleting the Interstate System in the several States. The report on 
this cost study was submitted to Congress on January 7, 1958, and is 
published as House Document No. 300, 85th Congress. Cost esti- 
mates in this report were based on the average cost indices of construc- 
tion for the last half of the calendar year of 1956. The total estimated 
cost in the report for completing the designated 38,548 miles of the 
Interstate System is about $37.6 billion, or 37 percent higher than the 
amounts authorized in the 1956 act. This increase is due in part to 
increased prices, but principally to increased work required by the 1956 
act not contemplated in the original somewhat sketchy cost estimate 
on which the authorizations in the 1956 act were based, which was 
midyear 1954 prices. Two of these major items of increase in the 
latest estimates are rights-of-way, 11 percent, and provisions for 
local needs (interchanges, service roads, etc.) 15 percent. Estimates 
of traffic volumes are continually increasing. In 1957 there were 65 
million cars on the highways. It is now estimated that in 1975 there 
will be 100 million. 

A tabular comparison of the present financing that was provided 
by the 1954 and 1956 acts and the financing needs currently estimated 
in accordance with the 1956 act is given in the following table. 
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Federal State match- Total 
share ing share (billions) 
(billions) (billions) 
ne 
Current estimate of needed Federal aid-State matching money: | 
For fiscal years 1957-59 (Federal funds already appor- | 
CI itil ndngniave~<e bien mania $4. 875 | $0. 605 | $5. 480 
Required for 1960 and later fiscal years chat te 29. 077 | 3. 065 32. 142 
at an riles 33. 952 3. 670 37. 622 
As provided by the 1954 and 1956 acts : wae 4 25. 000 2. 645 27. 645 


The committee believes that the interstate program is now in real 
danger of slowing down and falling behind the contemplated schedule. 
In addition to the increased costs, the Secretary of Commerce has 
advised that the apportionments for fiscal year 1960 cannot be made 
until December 1958, instead of July 1958, and that the apportion- 
ment for the Interstate System at that time will be about $1.6 billion, 
rather than the $2.2 billion authorized in the 1956 act, due to the 
anticipated deficiency in the highway trust fund. 

The present status of the highw: ay trust fund is as follows: 


Highway trust fund status as of Feb. 28, 1958—-Compiled from reports of the Treasury 
Department 





| Fiscal year | Fiscal year Total, July 1, 
1957 | 1958 to Feb, 1956, to Feb. 
28, 1958 28, 1958 
Balance in trust fund, beginning of period. -- ----- ie | $516, 335, 489 | 
Receipts: | 
Excise taxes____- eed ; ; | $1,478, 925,050 | 1,492, 160,208 | $2, 971, 085, 258 
Interest __.- . ‘ ‘ 3, 094, 003 6, 875, 452 9, 969, 455 
Total available----...-- : — bbweaks } 1, 482,019,053 | 2,015, 371, 149 | 2 981, 054, 713 
Expenditures (Treasury checks issued): 
Bureau of Public Roads- - -- rie ee 965, 506, 734 999, 523, 549 | 1,965, 030, 283 
Refunds 16, 830 | 88, 933, 715 | 88, 950, 545 
Labor Standards transfers_--- ce 160, 000 200, 000 360, 000 
Total expenditures _._- Ste : 965, 683, 564 1, ORS, 657, 264 2 , 054, 340, 828 


Balance, end of period. ._.......--- oe ‘ 516, 335, 489 926, 713, 885 9 26, 713, 885 


Fund assets: } 


United States securities (par) 404, 444, 000 714, 916, 000 714, 916, 000 
Bureau of Public Roads (Treasury be alance) ___ 84, 493, 266 62, 969, 716 | 62, 969, 716 
Treasury, highway trust fund . 27, 398, 223 148, 828, 169 148, 828, 169 

CE a ; 516, 335, 489 926, 713, 885 926, 713, 885 


Because of these two factors, increased cost and decreased appor- 
tionments, the program for the Interstate System faces a stretchout 
or an extension of the construction and financing period for several 
years. This would result in increased cost of the highway program, 
make obsolete the highways before they are completed, and delay 
receipt of the economic benefits that flow from an adequate highway 
network. 

During the course of the hearings various witnesses, including 
several State governors, expressed their belief that it would be tragic 
to extend the interstate construction program beyond the completion 
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date authorized in the 1956 act. Upon later contact, 47 of the 48 
State governors also expressed similar sentiments and agreed that 
the Interstate System should be completed in accordance with the 
original schedule. Various methods and proposals for meeting the 
trust fund deficiencies were discussed. 

The committee realizes the seriousness of the situation and recom- 
mends enactment of S. 3414 as the first step to keep the Interstate 
program on schedule, by increasing the authorization for 1959, 1960, 
and 1961. These increases reflect the increased cost estimates, which 
may not be completely accurate as of this date, but which are the 
best available, and which may be corrected by subsequent estimates. 
Data presented at the hearing indicated that recent contract bids 
have average about 7.2 percent below the State’s cost estimates, with 
some contract awards as much as 20 to 25 percent below such estimates. 
Better information on cost data will be available within the next 
year or so, as more experience on contract bids is obtained. 

The increased authorizations for the Interstate System included in 
S. 3414 do not fully meet the revised cost estimates, but the committee 
believes the amounts reasonable at the present time, and the authori- 
zation can be increased or supplemented if later experience indicates 
the need therefor. 

The need for maintaining the construction schedules set forth in the 
1956 act is more urgent at the present time because of the current 
state of our economy, with about 5.2 million persons unemployed. 
One of the most effective means of stimulating our economy is by 
accelerating a sound public works program. There is no program of 
permanent “public improvement that can be so promptly accelerated, 
put men to work more rapidly, and stimulate the Nation’s economy 
more effectually than the highway program. Plans are ready and 
the States can proceed as soon as funds are made available. This is 
particularly true of the regular primary, secondary, and urban Federal- 
aid systems—the so-called ABC roads. The committee believes that 
these systems offer an excellent opportunity to provide employment 
and improve economic conditions in areas remote from the location 
of the Interstate System, and that the States can put an additional 
amount of ABC funds under contract almost immediately, provided 
such funds are available. It is estimated that each $9,000 spent for 
highway work will provide 1 man-year of employment. The com- 
mittee has recommended provisions in the bill for advances of funds 
to the States for matching purposes, reimbursement to be made from 
subsequent Federal-aid highway apportionments. The committee 
recommends a more liberal matching formula for the additional funds 
made available for the ABC roads for fiscal year 1959. It is em- 
phasized that this 70-30 matching formula applies only to this special 
supplemental authorization. Regular apportionments for primary, 
secondary, and urban roads will continue to require the existing 50-50 
matching formula. on 

The mileage on the various designated Federal-aid highway systems 
are shown in the following tabulation: 
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DESIGNATION OF INTERSTATE MILEAGE 


Prior to enactment of the Federal-Aid Highway Act of 1956, routes 
totaling 40,000 miles had been selected by joint action of the Secretary 
of Commerce and the State highway departments as the Interstate 
System. As detailed engineering studies became available the overall 
length of the routes was reduced to 38,548 miles due to more direct 
alinement on new locations. The estimates of cost for completing the 
Interstate System are based on this 38, 548 miles. This reduction in 
length on the Interstate System left 1,452 miles available for designa- 
tion, which with the additional 1,000 miles authorized in the 1956 act, 
would leave 2,452 miles available for designation. The Bureau of 
Public Roads received requests from the States totaling over 13,000 
miles for designation on the Interstate System from the authorized 
additional 1,000 miles. 

In October 1957, the Secretary of Commerce approved 867 miles of 
routes proposed by the States; suggested 508 miles of routes for 
consideration by the States; suggested a modification of a 547-mile 
route proposed by the States; earmarked 180 miles of routes to provide 
circumferential or belt highways for 13 cities of more than 200,000 
population; and reserved the remaining 350 miles pending establish- 
ment of final locations of the routes. 

Consideration of these routes was based on national defense, system 
integration, industry, and population. The committee realizes that 
the Secretary of Commerce studied the proposed designations on a 
national basis and discussed the situation with the Department of 
Defense, and that certain suggested routes of national significance had 
not been proposed by the States. The committee is of the opinion 
that the Secretary should have discussed this matter with the States 
before announcing the routes designated and those suggested for 
designation. A tabulation of the additional mileage is as follows: 
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Additional interstate system routes announced, Oct. 18, 1957 


| Miles of new routes under | Miles of new routes under 1,000-mile 
40,000-mile authority authority 


| 


Modifica- 
|Approved|Suggested| ‘Total Tega tion sug- |Suggested} Total 
gested 


Alabama ; | 
Arizona } i j 
Arkansas ‘pied 
California | 
Colorado . ‘ 
Connecticut | , 1 Sat ee 
Delaware 33 fiida i . La soli £L UI oo 
Florida 
Georgia : | » tal entail 
Idaho P ee 4 ‘ ; ob > sbtls o cise ted. cle aint net ie 
Illinois § }.. 5 bas eacinatenaltidanentien’ a a 
Indiana - 7 J 34464055 SEs tn addinbt 
Iowa we i salient a alone | _ aesididieih =. ‘ 
Kansas | 2 athe } bide eh re eee 
Kentucky | 8 | 80 88 os $346 letie ahs oeeeaedtesehs 
Louisiana | | | * x 81 81 
Maine 4 | 
Maryland st 
Massachusetts | 
Michigan bide. sosbhbwaecasek = 
Minnesota | l ‘ | 1 goewl 
Mississippi Lwsoe shiadsdal atti wtal 
Missouri 7 7 elie j = 
Montana | fe. 2 | } _ “5 
Nebraska. -.- 1 1 | dene linet 

| 


no 


bn 





Nevada 
New Hampshire- -- 5 ri edad Lab eRss diet 
New Jersey - - - | a 4 = searel oaandandiams 2 aes oalied 
New Mexico-- : Perera a4 = 
New York 3 i Re 
North Carolina... | 78 | 78 
North Dakota ; indi. . 
Ohio 4 - . 100 ‘ ee! 100 > 
Oklahoma... . ; ia | Sosudeinbaieaeds 
Oregon ‘ ‘ ‘ - |-- Bai Seinheds lstbineden | 30 30 
Pennsylvania 112 112 a " bh oe 

Rhode Island © | “ vas 
South Carolina... | oul lat of Geen tied 
South Dakota. | a | 160 | tcecenleuseenden 160 

| 








lennessee.. . red | 90 90 
Texas : 143 | 143 | 
Utah 40 | | 40 
Vermont 5 ‘ | 
Virginia 33 37 | 70 | 
Washington 
West Virginia- 184 | 184 
W isconsin_. - 
W yoming pie ish | ens 
District of Columbia 1 | 





Subtotal... ial 637 922 | 
Undistributed !_. 180 180 





Total ‘ 637 | 465 1, 102 "280 
Reserved 2 A | = 


223 1, 000 





Grand total. ae | | 


| 
5§ oe 1 p28 ek oR Be eee 4 
| ' | | | { 





1 For belt routes in urban places of over 200,000 population. 
? Pending establishment of final locations, to avoid exceeding statutory limitation. 


S. Rept. 1407, 85-2——2 
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REIMBURSEMENT FOR TOLL ROADS 


Section 114 of the Federal-Aid Highway Act of 1956 authorizec 
the Secretary of Commerce to make a study of the toll and free co 
on the Interstate System completed and under construction, which 
meet the standards of such system, their cost, and other data relative 
thereto. The Secretary has submitted the results of his study to 
Congress, which is published in House Document No. 301, 85th Con- 
gress. In his study the Secretary found that of the 38,548 miles of 
approved locations on the Interstate System as of Se ptember 1957, 
10,859 miles or 28 percent met the criteria for consideration for reim- 
bursement, if such a policy should be approved by the Congress. In 
this mileage were included 1,950 miles of toll roads in 26 States and 
8,909 miles of free roads in 47 States. Only 1,955 miles of the 10,859- 
mile total were fully completed. 

The total cost of the highways eligible for consideration for reim- 
bursement amounted to $6.09 billion, of which $2.59 billion was for 
toll roads and $3.50 billion for free roads. Federal-aid funds ac- 
counted for 32 percent of the latter. Depreciation of the value of the 
roads relative to their age would reduce the costs to $2.52 billion for 
toll roads and $3.40 billion for free roads, a total of $5.92 billion. The 
Secretary made no recommendation on the justification for such re- 
imbursement. 

The committee held hearings on S. 3429, a bill which would author- 
ize reimbursement to the States for certain free and toll roads on 
the Interstate System included in the report of the Secretary of 
Commerce. The Committee gave consideration to the information 
presented and discussed the matter thoroughly. The merits of this 
proposal were recognized, but it was felt that because of the policy 
matters involved, the high costs of such reimbursement, and the 
questionable issues relative to the financial provisions, the matter 
should be the subject of further study and considered as separate 
legislation. 

AUTHORIZATIONS FOR FEDERAL-AID SYSTEMS 


The Federal-Aid Highway Act of 1956 authorized a continuation of 
the Federal-aid highway program for an additional 2-vear period, 
covering fiscal years 1958 and 1959, with increased annual author- 
izations, but under substantially the same basic pattern as had 
heretofore been adopted by Congress. The amounts authorized 
by acts of Congress for the various systems for the past several years 
are shown in the following tabulation: 

The funds authorized by the Federal-Aid vonage Act of 1956 
have been apportioned to the States “er fiscal year 1959, and are now 
being obligated for highway work in a few States, Apportionment 
to the States by classification of canta for the fiscal year 1959, and 
the additional authorizations proposed in S. 3414 for the same year, 
are shown in the following tabulations: 
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Federal-aid systems 


1956 ! 
1952 1954 


| SS 


1958 | 1959 











| 
Primary (45 percent) Pike 247. 5 $315 $382. 5 $393. 75 
Secondary (30 percent) .... ‘ | 165.0 | 210 255.0 | 262. 50 
Urban (25 percent) ; 137. 5 175 | 212.5 218. 75 
Total 550. 0 700 | 850. 0 | 875. 00 


! The act of 1956 authorized $125,000,000 additional for fiscal year 1957, making the total for that yea 
$825,000,000. 


Apportionments of Federal-aid highway funds authorized by the Federal-Aid Highway 
Act of 1956 for the fiscal year 1959} 


[Millions of dollars] 























! 
A B C funds 
— i, | eis beds te al si iS Interstate Total 
State Total for | (2,000.0) (2,875.0) 
Primary | Secondary Urban ABC 
| (393.7) (262.5) (218.8) | funds 
| (875.0) 
a oT Pe Pe a 7". ee 
Alabama soe 8.3 6.5 | 2.8 17.6 40.7 58.3 
Ari 5.7 3. §¢ 9 | 5 ‘ “€ 
Arizon - é « ---| eH 3 9 m4 10. ) SS 33.3 
Arkansas . . | d. 4 | 5.2 -2 | 12.8 28.7 41.5 
California... | 18.8 9.8 | 19. 5 | 48.1 115.4 163.5 
Colorado (ee 4.7 | 18 13. 6 7.1 40.7 
Connecticut 2.6 | 1.3 | 4.2 8.1 19.2 27.3 
Delaware. --- ical 2.0 | 1.3 | .4 3.7 12.4 16. 1 
Florida 3 6.2 | 4.1 3.9 | 14.2 33.7 47.9 
Georgia : 9.4 | 7.3 3.2 | 19.9 46.0 65.9 
Idaho ” | 4.8 3.4 4 8.6 | 20.3 28.9 
Illinois... ent | 15.2 8.3 | 15.3 | 38.8 | 93. 7 132. 5 
Indiana .| 9.2 6.4 | 5.2 | 20.8 | 48.3 | 69. 1 
Iowa Sais 9.2 6.8 | 2.6 | 18.6 40.3 | 58.9 
Kansas_.. : 9.2 | 6.4 | 2.1 | tae 35.9 53.6 
Kentucky 7.2 6.0 | 2.3 15.5 | 37.2 52.7 
Louisiana | 6.1 4.4 | 3.2 13.7 32.7 46. 4 
aine. 3.2 2.3 9 | 6.4 6.0 22 
Seryiond 3.6 2.2 | 3.7 | 9.5 | 240 33.5 
Massachusetts 5.1 1.9 | 9.1 | 16.1 | 42.5 58. 6 
Michigan 12.4 7.6 10.2 30.2 | 71.9 | 102. 1 
Minnesota 10.1 | 7.1 3.6 20.8 | 45.0 65.8 
Mississippi- -- | 6.9 5.8 1.2 | 13.9 31.5 45.4 
Missouri 11.1 | 7.5 5.4 24.0 53. 6 77.6 
Montana. 7.8 5.4 5 13.7 28.5 | 2.2 
Nebraska 7.7 | 5.4 1.3 | 14.4 | 28. 5 42.9 
Nevada 4.9 3.3 2 8.4 20. 7 29. 1 
New Hampshire-- 2.0 1.3 | 6 3.9 12.4 16.3 
New Jersey 5.2 | 1.7 9.6 16. 5 | 43.5 60.0 
New Mexico 6.2 4.3 | 7 11.2 24.2 35.4 
New York 19.1 | 7.7 | 29.3 56.1 | 141.9 198.0 
North Carolina- 9.7 8.3 | 2.8 | 20.8 | 50.5 71. 
North Dakota... | 5.4 4.0 | 4 9.8 | 21.9 31.7 
Ohio 13.6 8.3 12.7 34.6 | 84.8 119. 4 
Oklahoma 8.3 6.0 | 2.4 | 16.7 | 35.7 52. 4 
Oregon 6.5 4.6 1.8 | 12.9 26.8 39.7 
Pennsylvania 15.8 9.4 16.6 | 41.8 106. 4 | 148. 2 
Rhode Island 2.0 1.3 | 1.5 | 4.8 | 12. 4 17.2 
South Carolina 5.2 4.3 | 1.5 11.0 | 26.7 37.7 
South Dakota---- | 5.9 4.3 | 4) 10. 6 | 2 33.8 
Tennessee - . - - 8.4 6.5 | 3.2 | 18. 1 2 60.3 
Texas 25. 4 17.0 | 10.5 | 52.9 | 0 167.9 
Utah } 4.4 2.9 9 8.2 19.3 | 27.5 
Vermont 2.0 | 1.3 | 3] 3.6 | 12.4 16.0 
Virginia 7.5 5.8 | 3.4 16.7 | 40.1 56. 8 
Washington 6.6 4.4 3.3 14.3 | 32.2 46.5 
West Virginia 4.3 3.7 | 1.4 9.4 | 23. 6 33. 0 
Wisconsin 9.1 6.4 | 4.3 19.8 45. 2 65. 0 
Wyoming 4.9 3.3 | wot 8.5 20. 6 29. 1 
Hawaii 2.0 | 1.3 | 7 4.0 4.0 
District of Columbia 2.0 1.3 1.9 | 5.2 12.4 17.6 
Puerto Rico. - | 2.1 | a4 1.9 6.1 6.1 
Alaska | 8.0 | 5.4 xT 13.5 13.5 
_ —_ _ — | a 
Total | 391. 8 | 261.2 | 217.6 870. 6 1, 990. 0 2, 860. 6 








i These apportionments were made Aug. 1, 1957. 
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Approximate apportionments of additional authorizations of Federal-aid highway 
funds for fiscal year 1959, pursuant to S. 3414 








State 
Primary 
(180) 
Alabama...- a | 3.8 
Arizona_. ‘ 2.6 | 
Arkansas 2.9 | 
California. 8.6 | 
Colorado-- 3.3 
Connecticut... 1.2 
Delaware_.-. 5 iL 9 
Florida 2.9 
Georgia 1.3 
Idaho 2.2 
Illinois... 7.0 
Indiana 4.2 
Iowa 1.2 
Kansas. 4.2 
Kentucky 3.3 
Louisiana 2.8 
Maine. 1.5 
Maryland i LT 
Massachusett 2.4 
Michigan &.7 
Minnesota. 1.6 
Mississippi - 3.2 
Missouri 5.1 
Montana._.. 3.6 
Nebraska- 3.5 | 
Nevada_.- : é 2.3 
New Hampshire , 9 
New Jers« y at 2.4 
New Mexico. : 2.9 
New Ycrk a 8.8 
North Carolina. 4.4 
North Dakota_. 2. 5 
Ohio-_- ue : F 6.3 
Oklahoma... 3.3 
Oregon : : : 3.0 
Pennsylvania_ ee 7.3 
Rhode Island ‘ 9 
South Carolina. | 2.4 
South Dakota_.-- 2.7 
‘Tennessee 3.8 
‘Texas... ere mole Rhea 
Utah 2.0 
Vermont_-_- 9 
Virginia 3.4 
Washington 3.0 
West Virginia___. 2.0 
Wisconsin -_..- 1.2 
Wyoming_-- 2.3 | 
Hawaii ms!) 
District of Columbia.. 9 
Puerto Rico | 9 
Alaska_- 3.7 
Totals . | 180. 0 


1 Alaska, $0.03. 





{Millions of dollars] 


A B C funds 


Secondary 


(120 


w 


No eb 


mrone 


120. 


mr hob Co Ot Oo oe 


moo coh. 


— -1 GO bo RO 


Urban 
(100) 


100. 0 


Interstate 


(200 
Total | 
(400 
8.1} 4.1 
4.8 2.3 
5.9 | 2.9 
22.0 | 11.6 
6.3 2.7 
3.8 1.9 
1.7 | 1.3 
6.6 3 
9.1 4.6 
9 2.0 
17.8 ¥. 4 
5 4.9 
8.5 4.0 
8. 1 3.6 
van 3.7 
6.3 a | 
3.0 1.6 | 
4.4 2.4 | 
7 4.3 
13.9 7.2 
9.5 4.5 
6.4 3.2 
11.1 4 
6.3 2.9 
6.6 1 2.9 
5. ¥ 2 
1.8 Rs 
7.6 4 
5. 2 2 
25.7 14 
95 5 
4.5 2 
15.9 8.5 
7.6 3.6 
5.9 | 2.7 
19.2 10,7 
2.2 1.3 
5.1 2.7 
4.9 2.3 
8.3 4.2 
24.3 11.6 
a 19 
iw 1.2 
Fe | 4 
6.5 oo 
4.4 | 2.4 
9.1 | 4.5 
3. 9 2.1 
1.8 
2.4 1.2 
2. 
6.2 
400. 0 200. 0 


Total 
(600) 


x 


10. 


6. 


11 


21. 
14. 
9. 


16 


a 


owu 


_ mm BS 
he =) 
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Sections 1 and 2 of S. 3414 contain the committee recommendations 
for authorization of appropriations for the primary, secondary, and 
urban segments of our regular Federal-aid systems in the following 
amounts: An additional $400 million for fiscal year 1959 and $900 
million for each of the fiscal years 1960 and 1961, to be divided in the 
usual 45-30-25 percent ratio. The following sums would be available 


for each of the systems: 
Federal-aid systems 











System 1959 1960 | 1961 
Primary (45 percent) wat cake ‘ 180 405 405 
Secondary (30 percent) __-- ‘ ‘ 120 270 270 
Urban (25 percent 100 225 225 
Ted BAds cous Bhiws ‘i eab di ; 400 900 | 900 


The sums would be apportioned among the States in the manner 
and in accordance with the formulas now provided by law, and the 
sums authorized for 1960 and 1961 would be available for expenditure 
for 2 years after the close of the fiscal year for which the sums are 
authorized. Any apportioned amounts remaining unexpended at the 
end of the period for which they are available would lapse. 

The bill also contains provisions identical to those in existing law 
concerning the manner in which the Secretary of Commerce may 
discharge his responsibility in administration of the Federal-aid 
secondary highway program in a simplified and efficient manner, yet 
meet the objectives of the Federal-Aid Highway Act of 1950. 

Funds authorized for the Federal-aid primary, secondary, and urban 
systems, under the provisions of section 1 of S. 3414 would be matched 
by the States on a 50-50 basis as provided by existing law, with the 
present sliding-scale provision for increased Federal share in States 
having large percentages in Federal lands. This sliding scale for 
public-lands States is as follows: 


Sliding scale rates of Federal-aid participation in public lands States, effective 
Feb. ty 1 1958 


| 
| 


Ratio of the area | Percentage of cost Federal-aid projects payable by 














| of unappropriat- | the Federal Government 
on ae ee 
State ed pom lands 
and nontaxable | 50 percent Fed- 60 percent Fed- | 90 percent Fed- 
Indian lands to | eral; 50 percent | eral; 40 percent | eral; 10 percent 
| the total area State State State 
of the State ! 
Arizona niet 0. 4391 | 71.96 | 77. 56 | 94. 39 
California sihiesiniieds ‘ ‘ | . 1618 | 58. 09 66. 47 91. 62 
Colorado... 1314 | 56. 57 | 65. 26 91. 31 
Idaho... ; ve . 2299 | 61. 50 69. 20 | 92. 30 
Montana . 1307 | 56. 54 65. 23 91. 31 
Nevada | 6748 83. 74 | 86. 99 | 2 95. 00 
New Mexico- -- . 2581 | 62.91 | 70. 32 | 92. 58 
Oregon . 2379 61. 90 | 69. 52 | 92. 38 
South Dakota . 1165 | 55. 83 64. 66 91.17 
Utah... . . 4883 42 | 79. 53 | 94. 88 
Washington.. . 0707 53. 54 62. 83 | 90. 71 
Wyoming . 2872 64. 36 | 71. 49 | 92. 87 


1 Area data as of June 30, 1957, furnished by Department of the Interior. 
2 Maximum amount. 
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The approximate amounts which will be 
for fiscal years 1960 and 1961 under the 
shown in the following table: 


Approximate apportionments of Federal-aid highway funds 


pursuant to S. 3414 


[Millions of dollars] 


ABC funds 











State ae i 
Primary | Secondary Urban 
Alabama. -.-..- baisvpubonal 8.6 6.7 2 
Pa coceneacses waipitinnd 5.9 4.0 
ree ere rn 6.6 | 5.3 1 
California._...._.- ae 19.5 10.1 20 
Colorado.._....... i aaa bd 7.3 4.9 l 
Connecticut. -_....-- RiskiGaisdads 2.7 1.3 4 
Delaware- Sa A 2.0 1.3 
a alli a diandintic 6.4 | 42 4 
a 9.7 7.5 3 
PE tnisnehdbesnkeaweninwl 5.0 3.5 | 
ii eet oe a nabs | 15.7 | 8.6 15 
EE eh Saree ccceened | 9.5 | 6.6 | 5 
aia cedinnpinidninicnnd 9.5 | 7.0 2 
a icin teach Riainishiieail | 9.5 | 6.7 2 
emi cs 5 ose _| 7.5] 6.2 | 2 
Louisiana__-_-- . 6.3 | 4.6 | 3. 
Maine . 3 | 3.4 2.4 | 
Maryland 3.8 | 2.3 | 3 
Msssachusetts _. . 5.3 2.0 | 9 
Michigan. __-_-_- iA 12.8 | 7.8 | 10 
Minnesota... _.-- - 10.4 | 7.4 | 3 
Mississippi - - - .- } a4 6.0 1 
Missouri-_- ‘ 11.5 | 7:8 5 
Montana | 8.1 | f 
Nebraska. ea | 8.0 | 5.6 | 1 
Nevada._. , 5.0 | 3.4 | 
New Hampshire 2.0 | 1.3) 
New Jersey 2 5.4 | 1.8 ) 
New Mexico-- ‘ ‘ 6.5 | 4.4 | 
New York al ge 19.7 | 8.0 30 
North Carolina. --. ; | 10.0 | 8.6 2 
North Dakota- --- 5.7 4.1 
Ohio Seed 2 14.1 | 8.5 13 
Oklahoma. -----.--- aiiebe | 8.6 | 6.2 2 
Oregon... ---- ; | 6.8 | 4.7 | ] 
Pennsylvania. 16.3 9.8 | 17 
Rhode Island __-_-- a | 2.1 | 1.3 | ] 
South Carolina--. a 5.4 | 4.5 1 
South Dakota. ------ : 6.1 | 4.4 : 
‘Tennessee... | 8.6 6.8 3 
news . ‘ 26.3 | 17.6 | 10 
a ‘. = 4.6 | 3.0 
inte. staenroneewoes 2.0 | 1.3 
Virginia - --. 7.7 1 6.0 | 3 
Washington_-......_- — 6.8 | 4.6 3 
West Virginia..........-.-- . 4.4 | 3.9 
Wisconsin. --.-- 9. 4 6.6 j 
W yoming--- | 5.1 3.4 
Hawaii. 2. ( 1.3 | 
District of Columbia 2. ( 1.3 2 
Puerto Rico-.-- 2.1 2.2 2 
“ee : 8.2 5.6 
Ri cancakeeae 405.0 270.0 225 


OF 1958 


apportioned to each State 
provisions of this act are 


COW PH AIP DOR OR Oe SO 


De x 


Total 


18 
10 
13 
49 
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Interstate | 
(sec. 108 (d)) 
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for fiscal year 1960 


Total 


67.5 


303. 7 


92.8 
167.8 
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Approximate apportionments of Federal-aid highway funds for fiscal year 1961 pur- 
suant to S. 8414! 


[Millions of dollars} 











ABC funds 
State as 
| | 
| Primary Secondary Urban Total 

Alabama : Sau aide 8.6 | 6.7 2.9 18.2 
Arizona : wehbe te els 5.9 4.0 9 10.8 
Arkansas ; a . . 6.6 5.3 1.3 13.2 
California de 19.5 | 10.1 20.1 49.7 
Colorado ig 7.3 4.9 1.9 14.1 
Connecticut. 2.7 | 1.3 4.4 8.4 
Delaware _ _- 2.0 | 1.3 5 3.8 
Florida 6.4 4.2 4.1 14.7 
Georgia dwintiatetAll j 9.7 7.5 3.3 20.5 
Idaho idee ns 5.0 3.5 .4 8.9 
Illinois 15.7 | 8.6 15.8 40.1 
Indiana eink 9.5 6.6 5.4 21.5 
Iowa 9.5 7.0 2.7 19.2 
Kansas | 9.5 6.7 2.1 18.3 
Kentucky-- 7.5 | 6.2 2.4 16.1 
Louisiana-. -- wh 6.3 | 4.6 3.3 14.2 
Maine ; tee aetev posh adaseGs 3.4 2.4 9 6.7 
Maryland 3.8 2.3 | 3.8 9.9 
Massachusetts - - - ‘ b 5.3 | 2.0 9.4 16.7 
Michigan... a Sadao entails d 12.8 7.8 10. 6 31.2 
Minnesota... 10,4 | 7.4 [eo 21.5 
Mississippi_-. 7.1 6.0 1.2 14.3 
Missouri ptmtetitannehtiens ees pear 11.5 7.8 5.5 24.8 
ES hod On tewiisbbdnncachstncs ceeded : 8.1 5.6 5 14.2 
Nebraska. - .- seisioad 8.0 5.6 1.3 14.9 
Nevada. schbehnbeye 5.0 3.4 a 8.6 
New Hampshire. -- BGs 2.0 1.3 ‘7 4.0 
New Jersey... i 5.4 1.8 9.9 17.1 
New Mexico. -.-.--. " wba 6.5 | 4.4 a 11.6 
New York a at 19.7 | 8.0 30.3 | 58. 0 
North Carolina aA 10.0 8.6 2.9 21.5 
North Dakota... it ‘ 5.7 4.1 .4 10.2 
Ohio ‘ . 14.1 8.5 13.1 35. 7 
Oklahoma.... 8.6 6.2 2.5 17.3 
Oregon... sent < Demat 6.8 | .7 1.8 13.3 
Pennsylvania_ . 16.3 | 9.8 17.1 43.2 
Rhode Island_. = ‘nahn 2.1 1.3 1.6 5.0 
South Carolina... ‘ ‘ 5.4 4.5 1.5 11.4 
South Dakota-. ‘ ‘ : 6.1 4.4 5 11.0 
Tennessee. - ; ‘ : ; 8.6 6.8 3.3 18.7 
Texas... . linn sictndinte 26.3 17.6 10.9 54.8 
Utah 4.6 | 3.0 9 8.5 
Vermont. ‘ ins 2.0 1.3 4 3.7 
Virginia.. ust 6.0 3.5 7.2 
Washington_- 6.8 4.6 3.4 14.8 
West Virginia__ | 4.4 | 3.9 1.4 9.7 
Wisconsin 9.4 6.6 4.5 20.5 
W yoming | 5.1 | 3.4 | 2 8.7 
Hawaii x 2.0 | 1.3] oa 4.1 
District of Columbia 2.0 1.3 | 2.0 | 5.3 
Puerto Rico 2.1 | 2.2 | 2.0 6.3 
Alaska. 8.2 | 15.6 | at 13.9 
Total ene mts tk ioe maakden 405.0 | 270.0 225. 0 | 900. 0 











1S. 3414 also authorizes $2,500,000,000 of interstate funds for the fiscal year 1961, but does not specify the 
basis for apportionment to States. 
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Section 2 (e) of S. 3414 authorizes the appropriation of $115 million 
for the purpose of assisting any State in meeting the requirements for 
State funds to match any sums apportioned to such State from the 
$400 million additional authorized for fiscal year 1959. All or part of 
this $115 million could be used by the Secretary of Commerce upon 
the request of any State to increase the Federal share payable on 
account of any project provided for by this additional authorization, 
with the provision that the amount of the increase of the Federal 
share shall not exceed two-thirds of the State’s share of the cost of the 
project. The total amount of such increases in the Federal share as 
are made under this authorization would be reimbursed to the Federal 
Government by deduction of sums equal to the amounts so expended 
for projects on the Federal-aid primary, secondary, and urban systems, 
in two equal amounts from sums subsequently apportioned to the 
States from funds authorized to be appropriated therefor for fiscal 
years 1961 and 1962. 

Approval by the Secretary of Commerce of any project for which the 
Federal share is increased shall be considered a contractual obligation 
of the Federal Government for the payment of such increase in the 
Federal share, and such funds would be deemed to have been expended 
when so obligated. 

It is declared to be the intent of Congress that the $400 million 
additional authorized for fiscal year 1959 would be supplementary to, 
and not in lieu of, any sum heretofore or herein authorized for expe ndi- 
ture on the Federal-aid primary, secondary, or urban systems, but 
would be made available for immediate acceleration of the rate of 
highway construction on these systems beyond that being accomplished 
with funds otherwise authorized. 

The advances that could be made and the State matching funds 
required under section 102 (e) are shown in the following tabulation: 
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ABC approximate apportionment 


(Thousands of dollars] 














State matching (70 percent 
Fiscal year Federal-30 percent State) 
State aan . sliding scale 
| additiona Say) cab tin Yh as 
| $400,000 
26 M% 
| 
Alabama._.___ , ect 8, 089 | 2,311 1, 156 
Arizona pul 4, 806 649 324 
Arkansas 5, 878 1, 679 840 
California __. , 22, 076 | 4, 945 2, 473 
Colorado.... 6, 259 1, 470 736 
Connecticut bas 3, 734 1, 067 | 533 
Delaware a iter 1, 706 487 244 
Florida. . 6, 544 1, 870 | 935 
Georgia } : es 9, 118 2, 605 1, 303 
Idaho d ales + 3, 987 789 | 394 
Illinois _- ‘ . 17, 804 5, 087 2, 543 
Indiana-- : aaa 9, 543 2, 727 1, 363 
Iowa ‘ 8, 523 2, 435 1, 218 
Kansas 8, 122 | 2, 321 1, 160 
Kentucky_.._. ‘ aca 7, 138 2, 039 1, 020 
Louisiana.. a 6, 305 1, 801 901 
Maine... | 2, 976 | 850 425 
Maryland.. | 4, 395 1, 256 628 
Massachusetts _ . oud hie | 7, 420 2, 120 | 1, 060 
Michigan Ss nasil 13, 856 | 3, 959 1, 979 
Minnesota. iow 9, 544 | 2, 727 1, 363 
Mississippi j il 6, 374 1, 821 | 911 
Missouri... ; 11, 041 3, 155 | 1, 577 
Montana. - : } 6, 324 | 1, 487 | 744 
Nebraska 6, 630 | 1, 894 947 
Nevada 3, 839 | 277 | 138 
New Hampshire . 1, 798 514 | 257 
New Jersey | 7, 586 | 2, 167 1, 084 
New Mexico | 5, 170 | 987 | 493 
New York 25, 766 7, 362 3, 681 
North Carolina 9, 559 | 2,731 | 1, 366 
North Dakota -- 4, 510 1, 289 ‘44 
Ohio 15, 878 4, 537 2, 268 
Oklahoma t 7, 667 | 2, 191 1, 095 
Oregon | 5, 900 1, 165 583 
Pennsylvania 19, 218 5, 491 2, 745 
Rhode Island 2, 219 634 | 317 
South Carolina 5, 067 1, 448 724 
South Dakota 4, 880 1, 173 586 
‘Teanenses 8, 295 2, 370 1, 185 
Texas 24, 334 6, 953 3, 476 
Utah 3, 798 459 230 
Vermont 1, 657 | 473 237 
Virginia 7, 658 | 2, 188 1. 094 
Washington 6, 562 | 1, 691 S46 
West Virginia 4, 325 | 1, 236 618 
Wisconsin 9, 100 2, 600 1, 300 
W yoming 3, 887 705 352 
Hawaii 1, 838 | 525 | 263 
District of Columbia 2, 369 | 677 | 338 
Puerto Rico | 2, 799 | 800 | 400 
Alaska hd 6, 179 | 1, 765 883 
Total ; 7 | 400, 000 | 107, 959 53, 980 


S. Rept. 1407, 85-2-———3 








18 FEDERAL-AID HIGHWAY ACT OF 1958 


The committee realizes that some of the States are behind schedule in 
obligating apportionments previously made, and many are ahead of 
schedule, but none of the apportionments have thus far been per- 
mitted to lapse. It is hoped that during the coming construction 
season more of the States will bring their schedules up to date on 
current apportionments before utilizing the additional amount made 
available herein to take advantage of the more favorable matching 
ratio. Complete obligation of prior apportionments, however, is 
not made a prerequisite for obtaining funds made available under this 
additional authorization. 

The status of the highway program with respect to obligation of 
funds is shown in the following tabulation: 


Progress of the Federal-aid highway program—Relationship to fiscal year authoriza- 
tions, by States, as of Feb. 28, 1958 


Percentage of fiscal year’s funds covered by contracts advertised and funds 










obligated 
State Interstate funds Primary, secondary, and urban 
funds 
1959 1958 1957 1959 1958 1957 

Alabama 31 100 28 100 100 
Arizona i¢ 100 $0) 100 100 
Arkansas 71 100 30 100 
California 76 100 100 97 100 
Colorado 78 100 67 100 
Connecticut 63 100 ) 

Delaware 38 85 100 
Florida. - 54 100 72 100 
Georgia 17 100 41 100 
Idaho 69 67 100 
Illinois 41 100 100 43 100 
Indiana 76 86 
lowa 52 100 18 100 100 
Kansas 94 100 38 100 100 
Kentucky 32 100 71 100 
Louisiana 7 100 24 100 
Maine 19 100 67 100 
Maryland 68 100 100 29 100 
Massachusetts 77 00 u 100 
Mich 65 100 60 100 
Minnesota I7 100 11 100 100 
Mississippi l 100 00 70 100 
Missouri_ 21 100 100 OF 100 
Montana ‘ 79 100 
Nebraska 14 100 Oo 100 
Nevada 40) 100 HW 100 
New Hampshire 7 100 67 100 
New Jersey 40) 100 xO 
New Mexico 49 10K Oo $] 100 100 
New York 36 100 100 71 100 
North Carolina 40 100 63 100 
North Dakota 6 100 95 100 
Ohio 97 100 100 A 100 
Oklahoma 64 100 i2 100 
Oregor OR 100 2 100 100 
Pennsylvania 7 100 (4 100 
Rhode Island om 100 6 100 
South Carolina 4 l 100 
South Dakota 81 , 100 
Tennesse 100 5 100 
Texas RR 100 15 100 100 
Utal {8 100 s 100 100 
Vermont 40) 100 14 100 
Virginia 92 1OO 8 100 
Washington 84 100) 67 100 
West Virginia ( 87 
Wisconsir 9g 100 7 100 100 
W voming 13 100 100 20 LOO 100 
Hawaii 94 
District of Columbia 77 100 20 
Puerto Rick 24 
Alaska 71 100 
United States average 83 100 71 100 








1 State is still obligating 1956 fiscal] year’s funds. 
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Additional funds authorized for the regular Federal-aid primary, 
secondary, and urban systems under the provisions of section 2 of 

3414 would be matched by the States on a 70-30 basis, with the 
increase in Federal share payable on any project in any State contain- 
ing in excess of 5 percent of its area in public lands limited to 25 per- 
cent, making the maximum Federal share of the total cost of such 
project as 95 percent, the same as now established for projects on the 
Interstate System in such States. 

The additional amount authorized for fiscal year 1959 would be 
available for contracts awarded by State highway departments prior to 
December 1, 1958, which shall provide for completion of construction 
prior to December 1, 1959, and any amounts apportioned to a State 
and remaining unexpended on December 1, 1958, shall lapse. These 
additional funds will be available for expenditure on the primary, 
secondary, or urban systems, without limitation as to the percentage 
to be utilized on any system, which would permit transfer or inter- 
change of apportionments between these systems, and grant the States 
more flexibility in using the funds where need is greatest and in 
areas where unemployment is greatest. 

It was the hope of the committee that these additional funds auth- 
orized for fiscal year 1959, would be utilized largely for construction 
contracts, with expenditures for acquisition of rights- of-way held to a 
bare minimum. The object of providing these ‘additional funds was 
to accelerate construction and provide employment for men in areas 
remote from the location of the Interstate System. This objective 
could very easily be defeated if a large portion of this authorization 
were to be expended in rights-of-way acquisition, thus providing little 
employment. It was not the intent of the committee to eliminate the 
construction of projects by local governmental agencies by the force- 
account method, providing such projects are initiated and completed 
within the time limits prescribed in the bill. 


FOREST HIGHWAYS AND FOREST DEVELOPMENT ROADS AND TRAILS 


The forest-highway system totals 24,428 miles located in 39 States 
and in Alaska and Puerto Rico. Approximately half of this mileage 
is located in the 11 Western States, South Dakota, and Alaska, where 
the largest national forest areas lie. The system is composed of 
main and secondary roads within or adjacent to the national forests, 
and 9,345 miles are located on the Federal-aid primary system, por- 
tions of which are on the designated Interstate System, and 10,219 
miles are on the Federal-aid secondary system. 

This system is a small but highly important segment of the Nation’s 
network of public roads. Forest highways, in addition to being of 
primary local and area importance, also carry most of the transcon- 
tinental traffic across the Rocky Mountains and the coastal ranges 
as well as a large amount of the interstate traffic in other areas. 
Although progressive improvement of the forest-highway system has 
been accomplished over a period of many years by the cooperative 
efforts of the States, counties, and the Federal Government, the rate 
of improvement has not kept pace with the ever-increasing demands. 

The committee believes that an increase in forest-highway funds is 
warranted and justified to improve and maintain these highways to 
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carry the present traffic loads, and to bring them to a condition com- 

arable to the adjoining and connecting roads that are located on 
ade that are on the local tax rolls. An increase in forest-highway 
funds from $30 million to $36 million for fiscal years 1960 and 1961 
is recommended. 

The $30 million authorized for forest highways for fiscal year 1959 
was apportioned to the States on November 6, 1957, in accordance 
with a revised apportionment formula resulting from recent valuation 
studies by the Forest Service which showed that the value of national 
forest land had increased approximately 340 percent over the value 
upon which the apportionment for fiscal year 1958 was based. Under 
existing law, forest-highway funds are apportioned for expenditure in 
the several States according to the area and value of the land owned 
by the Government within the national forests. The law does not 
specify the weight to be given to the factors of area and value. Prior 
to the recent semeensiant of value, apportionments have been made 
giving equal weight to each factor. To minimize the change in dis- 
tribution of funds as compared with prior years, the Secretaries of 
Agriculture and Commerce after analysis of the reappraisal of value, 
made the apportionment of the forest-highway funds for fiscal year 
1959 on the basis of 75 percent weight to area and 25 percent to value. 
This change in formula reduced the apportionments received by some 
States and increased them in others. 

The committee was concerned about this change in apportionment 
formula by the Secretaries without consultation with State or local 
officials, or Members of the Congress. It would be difficult to adjust 
the apportionments already made for fiscal year 1959, and the com- 
mittee recommends approval of such apportionments. It |further 
recommends that the apportionment of forest-highway funds author- 
ized in this bill for fiscal years 1960 and 1961, be made on a basis 
which will give each State the same percentage of such funds as if 
received from the apportionment of funds for fiscal year 1958. The 
committee has included in the bill provisions for the Secretary of 
Commerce and the appropriate officers of each State to make a study 
of the forest-highway situation, including designations, estimated cost 
to complete construction of all forest highways, a recommended 10- 
year program for construction of the proposed system, and the method 
by which such amounts should be apportioned for expenditure in the 
States. The results of the study are to be reported to the President 
and the Congress on or before January 1, 1960. 

The committee included provisions in the bill that would permit 
any State to augment the apportionments made to such State for 
forest highways, by transfer of not to exceed the lesser of $500,000 
or 5 percent of its regular Federal-aid apportionments, for construc- 
tion, reconstruction, or improvement of its forest highways, such 
transferred funds to be expended in the same manner as the forest- 
highway funds without matching. The committee believed that this 
provision would be particularly advantageous to States whose forest- 
highway apportionments are small, but which have important seg- 
ments of forest highways in need of improvement. It is the intent of 
the committee, however, that these transferred funds be expended 
only on forest highways that are on a Federal-aid highway system. 

Forest-development roads and trails are those routes of primary 
importance for the protection, administration, and development of 
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the national forests and the use and development of resources upon 
which communities within or adjacent to the national forests are 
dependent. These roads and trails are necessary to permit econom- 
ical marketing of timber on a sustained-yield basis from the national 
forests and other Federal land, and constitute an investment by the 
Government that will return to the Treasury many times their cost. 

Representatives of the Forest Service advised the committee that 
400,000 miles of roads are needed to establish a complete road system 
in our national forests but that its detailed estimates of costs are not 
complete. In order to assure that the Congress will have ample 
opportunity to cooperate in the development of a long term road 
program when it reconsiders forest road matters in 1960, the committee 
will request the Department of Agriculture to submit a detailed 
program as soon as possible. This program should include estimates 
of road requirements for timber harvesting, recreational use, general 
use and protection, and the cost thereof, for each national forest and 
summarized by States. Forecasts of the type of roads that should 
be constructed with appropriated funds and those that should be 
built as a part of timber sale contracts should also be provided, with 
sufficient information on national forest resources and use potential to 
establish the economic justification for an adequate road program. 
Information should be furnished on the benefits to various forest 
activities that will be realized by implementation of a long-range 
program as well as losses to the economy that will occur if a long-range 
program is not promulgated. 

In connection with the above data, the Department of Agriculture 
should set forth any legislation that may be needed to promote the 
most effective operation of a forest road program utilizing both 
appropriated funds and timber purchaser road construction. 

The Department of Agriculture now has the power to condemn 
a right-of-way needed to assure proper and timely timber harvesting. 
Where timber harvest needs are urgent and arrangements cannot be 
made to harvest timber before it is depreciated as a result of insect 
attacks or fire, the committee believes that consideration should be 
given to prompt exercise of the power of eminent domain. 

According to testimony received, the returns to the Treasury from 
timber sold from our national forests is now about $110 million 
annually, and the loss to the Federal Government through inability 
to market mature timber is about $50 million annually. In many 
areas it was stated that at least 50 percent more timber could be 
marketed if adequate access roads were available. 

Forest trails supplement the development road network and extend 
access into areas where roads are impracticable, uneconomic, or pro- 
hibited by administrative policy. These trails are of major impor- 
tance for fire protection, administration of livestock grazing, and for 
public enjoyment of recreation and wildlife resources. 

Federal funds have been made available under the authorizations 
for forest-development roads and trails in various Federal-aid high- 
way acts, and the act of March 4, 1913, grants authority to use 10 
percent of the receipts from the national forests for the construction 
of roads and trails. In addition, many miles of forest-development 
roads and timber access roads are constructed by timber purchasers, 
with the estimated cost of such roads deducted from the appraised 
price for the timber. This procedure restricts bidding opportunities 
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on many timber sales and eliminates the many small operators who 
are not financially able or do not have the equipment to construct 
the road to reach the timber stand sold, thus practically eliminating 
competitive bidding on many timber sales and adversely affecting 
payments to local governments and the Treasury. The lack of forest 
development roads to properly harvest the ripe timber in our national 
forests, permit cutting insect-infested trees, salvage timber in wind- 
blown or burned-over areas, is a real and staggering loss to our econ- 
omy. Since 25 percent of the funds from timber sales in national 
forests is returned to the counties in which the forests are located, 
failure to harvest the available timber to its maximum allowable cut, 
results in an economic loss to those counties, many of which have 
large percentages of their areas in national forest lands which are not 
on the local tax rolls. 

The committee is also impressed by the need in certain areas to 
step up road and trail construction to eliminate terrifying fire hazards 
in vital watersheds. The House Interior and Insular Affairs Com- 
mittee hearings on forest-fire control in southern California spotlight 
a most aggravated problem facing the Nation. Properly constructed 
and controlled roads will enable Forest Service fire fighters to attack 
these fires which denude the brush-covered hills and permit subsequent 
rains to flood heavily populated areas with debris and water. 

The committee believes it to be in the interests of the Federal 
Government to protect its natural resource represented by the national 
forests, and to develop that resource for the benefits that will be 
realized, not only in cash returns, but also in making available large 
areas for recreation and enjoyment of our citizens. It therefore 
recommends increasing the authorization of funds for forest develop- 
ment roads and trails from the present $27 million to $34 million for 
each of the fiscal years 1960 and 1961. 

The approximate apportionment of forest highway funds is as 
follows: 
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Approximate apportionments of forest highway funds 


{Millions of dollars] 





Fiscal year 1958) Fiseal year 1959| Fiscal year 1960 


actual (50 | actual (75 | (36+30 percent 
State percent area; | percent area; of 1958 
50 percent 25 percent apportionment) 
value) value) 
Alabama 0.1 | 0.1 | 0.1 
Arizona 1.7 1.5 | 2.0 
Arkansas 4 | 5 | 5 
California 4.3 4.1) 5. 2 
Colorado 2.2 | 1.9 | 2.6 
Connecticut - | 
Delaware | 
Florida 2 | 2 | an 
Georgia 1 1 1 
Idaho 3.1 | 2.9 3.7 
Lilinoi (! 9) 
Indiana (1) (1) (1) 
lowa | () | @) | (*) 
Kal } © 
Kentucky l om 1 
Louisiana l om l 
Maine (1) (1) (4) 
Maryland } 
Massachusetts 
Michigan 3 4 t 
Minnesota 4 .4 5 
Mississippi 1 2 2 
Missouri 1 2 2 
Montana 2.4 2.3 2.9 
Nebraska ( () (‘) 
Nevada 5 an 7 
New Hampshire | i 2 
New Jersey . - 
New Mexico 1.2 1.2 | 1.5 
New York | 
North Carolina 2 2 2 
North Dakota (@) | (1) (@) 
Ono ) () 
Oklahoma ( (1) 
Oregen 4.1 4.3 5.0 
Per vania a 1 | 
Rhode Island 
South Carolina l 1 1 
South Dakota 2 2 | 3 
Tennessee l 1 l 
lexas l 2 | a 
Utal 1.0 1.0 | 1.2 
Vermont l (@) | 1 
Virginia 2 2 2 
Washington 2.1 2.5 2.5 
West Virgina l 1 1 
Wisconsin 2 2 2 
W yoming 1.3 1.1 1.5 
Alaska 2.6 2.7 3.1 
District of Columbia 
Puerto Rico () (‘) () 
Total 30.0 30.0 36. 0 


Less than 0.05, 
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PARK ROADS AND TRAILS 


Information was presented to the committee that the roads and 
trails in national parks are deteriorating seriously because of a greatly 
increasea volume of visitors and traffic to our parks, together with 
the lack of adequate funds for improvement and maintenance of such 
roads. The National Park Service has underway Mission 66 program 
for improvement of the national parks to care for the large number 
of people who visit our parks each year. The committee believes that 
since these roads and trails are a prime responsibility of the Federal 
Government, the authorization therefor should be increased to provide 
for an accelerated improvement program in our national parks and 
monuments. Accordingly, an increase in authorization from $16 mil- 
lion to $20 million is recommended. 


PARKWAYS 


The committee recommends an authorization of $16 million annually 
for each of the fiscal years 1960 and 1961, for the construction, recon- 
struction, and improvement of parkways authorized by law and on 
lands to which the title is vested in the United States. The testimony 
indicated that a large backlog of work exists for these roads for which 
responsibility lies wholly with the Federal Government. They are 
important links in our transportation system and should be con- 
structed and maintained to a condition comparable to the adjoining 
State-owned Federal-aid roads. Traffic over our completed parkways 
has followed the national pattern and increased tremendously, placing 
an ever-increasing demand for additional funds for construction and 
maintenance. 

INDIAN ROADS 


The program for construction of roads and bridges on Indian 
reservations has been lagging behind the imperative needs for many 
years. Most of our Indian reservations are isolated and are not even 
served by any reliable or adequate transportation facilities. The 
health, education, and welfare of the Indian population and the 
administration of their reservations are almost entirely dependent 
upon highway transportation. The committee eliminated the 
provision for maintenance of Indian roads under this authorization, 
believing that they should obtain funds for maintenance in their 
annual appropriation. This procedure would provide a moderate 
increase in construction funds which could be used for construction or 
reconstruction of badly deteriorated roads and put them in condition 
to be taken over by the counties for maintenance, thus relieving the 
Government of all future responsibility in that respect. 


PUBLIC LANDS HIGHWAYS 


The committee was advised that there are still many cases existing 
where sections of important highways lying entirely on the Federal 
Government domain have not been improved, due largely to the lack 
of habitation on such lands and the inability of the States to spread 
their highway funds far enough to reach such roads. Authorizations 
which have been previously provided to take care of such cases have 
been exhausted. Upon the basis of estimates of the Bureau of Public 
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Roads that the present backlog of requests for funds of this category 
is in excess of $15 million, the committee feels that a further au- 
thorization of $4 million per year for a period of 2 years is warranted 
to accomplish the improvement of some of the remaining links falling 
within this class, most of which are on a Federal-aid system. 


SPECIAL PROVISIONS FOR FEDERAL DOMAIN ROADS 


The committee has continued the special provisions for Federal- 
domain roads, including the contract authority to the Secretary of the 
Department charged with the administration of such funds, to incur 
obligations, approve projects, and enter contracts under authoriza- 
tions for forest highways, forest-development roads and trails, park 
roads and trails, parkways, Indian roads, and public-lands highw ays. 
Such funds would be available for contract upon apportionment or a 
date not earlier than 1 year preceding the beginning of the fiscal year 
for which authorized if no apportionment is required. The com- 
mittee was disturbed, however, by reports that the contractual author- 
ity for roads in these classifications has not been used to the fullest 
extent, in spite of the great need for such projects in the Western 
States, particularly on forest and public-land highways. When this 
authority was granted, it was expected that better progress in improv- 
ing these systems would result, consistent with the objective for which 
the authorization amounts were increase, for bringing our entire 
national highway transportation system up to the standards needed 
to meet the traffic demands, and these miscellaneous roads on Federal 
lands are a part of that system, and are largely dependent on Federal 
funds for their improvement. 


AUTHORIZATION OF APPROPRIATIONS FOR INTERSTATE SYSTEM 


Section 7 of S. 3414 amends the Federal-Aid Highway Act of 1956 
by increasing the authorization for appropriations for fiscal year 1959 
by $200 million, and that of each of the fiscal years 1960 and 1961 by 
$300 million, for expediting the construction, reconstruction, and im- 
provement of the Interstate System. The additional amount author- 
ized for fiscal year 1959 would be apportioned immediately upon 
enactment of this act in accordance with the formulas established by 
law and in the manner now provided by law. 

The committee recommends approval of the estimate of cost of 
completing the Interstate System recently transmitted to Congress, 
as a basis for making the apportionment to the States of the funds 
authorized for the Interstate System for the fiscal year 1960. The 
committee further recommends that the Secretary of Commerce 
be authorized and directed to apportion among the States in the man- 
ner provided by existing law and the provisions of this act, all of the 
funds authorized for the fiscal years 1959 and 1960, for the Interstate 
System and the Federal-aid primary, secondary, and urban systems, 
notwithstanding the provisions of section 209 (g) of the Highway 
Revenue Act of 1956. 

Those provisions which are suspended for this 2-year period relate 
to adjustments of apportionments to the States when the Secretary 
of the Treasury determines that there will be insufficient sums in the 
highway trust fund to defray the expenditures which will be required 
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as a result of apportionment to the States of the full amounts author- 
ized for expenditure on the Interstate System. 

The committee recommends authorization of these additional sums 
for the Interstate System for the fiscal years 1959, 1960, and 1961, as 
it believes it absolutely essential that construction work on the 
Interstate System be stepped up to keep that system on schedule on 
the basis of present cost estimates, for the 3-year period, as it is highly 
desirous that the Interstate System be completed within the originally 
scheduled period, and that there be no stretchout beyond that period. 
It is believed that prudent programing of these additional funds in 
the States having critical unemployment situations will go a long way 
toward halting any slight recession, stop any downward turn in the 
economy, and result in improved economic conditions and savings 
to the Federal Government in the long run. 

The committee considers section 9 of S. 3414, suspending the 
provisions of section 209 (g) as the major and focal pomt of the entire 
bill. 

This section would authorize and direct the Secretary of Commerce 
to apportion all of the primary, secondary, urban, and interstate 
funds authorized for the fiscal years 1959 and 1960 by this bill and 
by the Federal-Aid Highway Act of 1956, notwithstanding the pro- 
visions of section 209 (¢) of the act approved June 29, 1956 (70 Stat. 
374). Section 209 (g) prohibits the Secretary from apportioning the 
full amounts of Federal-aid interstate authorizations to the States if 
the estimated amounts which will be available in the highway trust 
fund will be insufficient to meet the expenditures resulting from 
apportionments. An analysis of current estimates of trust fund 
receipts and Federal-aid expenditures shows that the amounts which 
will be available in the trust fund will not be sufficient to meet re- 
quired expenditures if the full amount of the interstate authoriza- 
tions for 1959 and 1960 are apportioned and thereby made available 
to the States for obligation and expenditure. 

Estimated revenues accruing to the highway trust fund during the 
fiscal year 1958 amounted to $2.043 billion. This was substantially 
less than the $2.550 billion of Federal-aid highway authorizations for 
that year. For the fiscal year 1959 estimated revenues available 
total $2.066 billion compared with authorizations of $2.875 billion. 
Due to the time lag from the date of apportionment of funds until 
the date of expenditure for work done, it has been possible to appor- 
tion the authorizations heretofore made for 1959 with the assurance 
that sufficient revenues will be available to meet the required 
expenditures. 

Based on an analysis of estim: ~ trust fund receipts and estimated 
Federal-aid expe ‘nditures under S. 3414, a deficiency in the trust fund 
would result early in the fiscal vear 1960 and would be expected to ap- 
proximate $1.7 billion by the close of that fiscal year. If the provisions 
of section 209 (g) were applicable, at least this amount would be with- 
held from apportionment. The Federal-aid highway construction 
program would be sharply curtailed accordingly at the very time 
when it should be accelerated to accomplish urgently needed highway 
improvements and provide increased business activity and employ- 
ment resulting from highway construction. 

In line with the declarations of congressional intent expressly set 
forth in the Federal-Aid Highway Act of 1956 with respect to accelera- 
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tion and prompt completion of the Interstate System, it is the view of 
the committee that the full amount of the authorizations for 1959 and 
1960 should be apportioned and made available for expenditure as 
provided 1 in the bill. 

The committee only recommends approval of the estimate of cost 
of completing the Interstate System as a basis for making the appor- 
tionment of the authorized funds for fiscal year 1960. It was thought 
that by early 1959, better data on cost trends would be available, and 
more reliable information available on a comparison of the cost esti- 
mates and contract bidding experience on highway work. 


PAYMENT FOR STOCKPILED MATERIAL 


State highway departments in many States are required by State 
law or regulation to pay contractors on Federal-aid highway projects 
for materials placed in stockpiles along the right-of-way of a pro- 
posed highway. Under the Federal-Aid Highway Act the Bureau of 
Public Roads cannot reimburse the States until these materials are 
incorporated into the highways. In many of the northern and 
western States, these materials may be stoc kpiled in the fall for use 
the following summer or fall when the highway is built. The State 
would thus have a large amount of funds invested in stockpiled ma- 
terial along the road. This might result in such State having a 
shortage of matching funds. This is especially true when it is con- 
sidered that $1 million of State funds tied up in stockpiled materials 
represents about $10 million of interstate construction. The com- 
mittee believes it fair and equitable for payment to the States of the 
Federal pro rata share of the value of these materials when they are 
stockpiled for use on a Federal-aid project, and are so certified by 
the State. 

RELOCATION OF UTILITIES 


The Secretary of Commerce advised the committee that he felt 
that Congress should give consideration to the problem of whether 
and the extent to which utility facilities should be permitted to 
occupy the rights-of-way of highways on the Interstate System. 
The geometric and construction standards adopted for the Interstate 
System includes provisions deemed essential for the safe, efficient, 
and rapid movement of traffic. The installation of utility facilities 
within the rights-of-way of highways constructed to such standards, 
and particularly the utilization of the main-traveled roadway as a 
service road for the installation, maintenance, and repair of uiility 
facilities, are inconsistent with the purposes for which such standards 
were adopted. 

The committee has had the problem of reimbursement to the States 
for relocation of utility facilities under consideration for several years. 
Federal-aid funds are available for participation in the cost of highway 
rights-of-way, and when it becomes necessary to acquire property for 
this purpose from utilities, Federal-aid funds are used to participate to 
the same extent asif the property were owned by a private individual. 
If the cost of relocating utility facilities is found to be a proper meas- 
ure of just compensation for property rights taken for the right-of-way 
of a Federal-aid highway, Federal-aid funds participate in such costs. 
There remains the question, however, whether Federal-aid funds 








28 FEDERAL-AID HIGHWAY ACT OF 1958 


should be used to participate in the cost of relocating utility facilities 
where no vested property right is taken, and the utility is not entitled 
to compensation under State law. Where the utilities occupy the 
highway rights-of-way as a privilege and have acquired no vested 
interest in the rights-of-way, most States formerly required the utili- 
ties to bear the cost of relocating their facilities when such relocation 
was necessary to permit highway improvement. 

Since the enactment of the Federal-Aid Highway Act of 1956, which 
increased the Federal share of the cost of constructing the Interstate 
System to 90 percent, and up to 95 percent in some public land States, 
and expressly authorized the use of Federal-aid funds for reimburse- 
ment of the cost of relocating utility facilities, significant action has 
been taken in many State legislatures. During 1956 and 1957, legis- 
lation which would provide for payment by the State of the cost of 
relocating public-utility facilities was considered by the legislative 
assemblies in 40 States. Such legislation was passed in 22 States, 
but was vetoed in 6 States, so it became law in 16 States. Under 
these 16 State laws only 1 State will pay the cost of relocating utility 
facilities on all State-maintained highways, 5 relate to all Federal-aid 
projects, and 10 relate to the projects on the Interstate System only, 
where the Federal share of the cost is at least 90 percent. 

The committee did not contemplate this drastic change in existing 
practices when the 1956 act was enacted, and realizes that the use of 
Federal funds for reimbursement to the States for this purpose will 
increase substantially, thereby reducing the amount of Federal funds 
available for construction of highways. 

The committee recommends an amendment to section 111 of the 
Federal-Aid Highway Act of 1956, to authorize the Secretary of Com- 
merce to reimburse a State from Federal funds for the cost of relocation 
of utility facilities necessitated by construction of a project on any of 
the Federal-aid highway systems, whenever a State under State laws 
is required to pay for all or any part of such cost. Federal funds shall 
be used for such reimbursement in the same proportion as such funds 
are expended on the project, not to exceed 70 percent of such cost 
which the State is obligated to pay. Such reimbursement would be 
made only after presentation of satisfactory evidence to the Secretary 
of Commerce that the State has paid such cost from its own funds. 
These amended provisions would only apply to Federal-aid highway 
projects covered by formal project agreements executed by the Secre- 
tary subsequent to the date of enactment of this act. 

Under this proposed amendment, it was the intent of the committee 
that reimbursement to the States from Federal funds for utility relo- 
cations would be made only on the basis of State funds actually ex- 
pended for such purposes, and not for funds paid, advanced, donated, 
or contributed, by or from any other source. 

A summary of State legislative action with respect to the authoriza- 
tion of utility relocation costs is as follows: 

In all, 40 States have considered legislation which would provide 
for payment by the State of the cost of relocating utility facilities 
during the 1956 and 1957 sessions. Of these, 39 were considered 
during the past year. Massachusetts enacted its reimbursement 
statute in 1956. 
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During the 1957 session: 

(a) Such proposals were favorably considered in 21 legislatures; 
15 became law—Connecticut, Delaware, Florida, Idaho, [llinois, 
Maine Minnesota, Montana, Nebraska, New Mexico, North Dakota, 
Oklahoma, Tennessee, Texas, and Utah; while 6 were vetoed— 
Colorado, Kansas, New York, Pennsylvania, Rhode Island, and Wyo- 
ming. 

(6) In 18 legislatures, such measures were either defeated, with- 
drawn or not acted on: Alabama, Arizona, Arkansas, California, 
Georgia, Indiana, lowa, Maryland, Michigan, Missouri, New Hamp- 
shire, Ohio, Oregon, South Dakota, Vermont, Washington, West 
Virginia, and Wisconsin. 

(c) The Legislatures of Kentucky, Mississippi, and Virginia did not 
meet during 1957, while no measures of this type were introduced in 
Louisiana (budget session only), Nevada, New Jersey, North Carolina, 
and South Carolina. In addition, studies of the obetliots of utility 
relocation and its cost were authorized in Arkansas, Michigan, and 
Minnesota. New York and Washington adopted laws which limited 
reimbursement to municipally owned facilities. Of all the measures 
proposed, regardless of final disposition, 38 related either to all 
Federal-aid highway projects or the Interstate System alone, while 
only those in California and Connecticut related to all State highways. 
Of the 16 relocation laws passed 

(1) Ten relate only to projects on the Interstate System— 
Delaware, Florida, Illinois, Maine, Mi.anesota, Nebraska, North 
Dakota, Oklahoma, Tennessee, and Texas. Five relate to all 
Federal-aid projects—Idaho, Massachusetts, Montana, New 
Mexico, and Utah. One relates to all State maintained high- 
ways—Connecticut. 

(2) The laws of Massachusetts and Illinois give the highway 
authorities discretion in the matter of whether or not the utilities 
should be paid for relocating facilities. 

(3) Nebraska and North Dakota specifically made reimburse- 
ment subject to existing contracts between the utilities and the 
State or local governments. 

While only New Mexico and Texas provided that existing 
contracts are not a bar to payment, it is apparent from the 
language of the laws of the other 12 States that such contracts 
are not an obstacle to reimbursement. (Minnesota is now in the 
process of rewriting its existing utility contracts on this point.) 
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CONTROL OF ADVERTISING 


The Committee on Public Works has been concerned for some time 
over the prospects of having an excessive number of signs and outdoor 
advertising billboards loc ated along the new highways comprising the 
National Sy stem of Interstate and Defense Highways. When a 
Federal-aid highway bill was reported to the Senate by the committee 
in 1955 it included provisions to permit the Secretary of Commerce 
to acquire exclusive advertising rights on lands adjoining the rights-of- 
way acquired and not exceeding 500 feet therefrom. This provision 
would have applied only to those States which had no access control 
laws and which requested the Secretary to acquire rights-of-way for 
the Interstate System. The advertising rights so acquired by the 
Secretary would have been conveyed to the States at the same time 
the right-of-way itself was so conveyed. That provision was deleted 
from the bill on the Senate floor. 

During the Ist session of the 85th Congress, a bill, S. 963, was 
referred to the committee for consideration. That bill would encourage 
and assist the State to regulate the use of and to improve areas adjacent 
to the Interstate Svstem by directing the Secretary of Commerce to 
prepare and publish recommended standards for the regulation and 
control of advertising signs, displays, and devices within or adjacent 
to the rights-of-way of such system, with limitations on the types of 
signs to be permitted, subject to agreements between the States and 
the Secretary of Commerce covering projects, and increasing the 
Federal share of projects covered by such agreements by three-fourths 
of 1 percent of the total cost thereof. The Secretary would apply the 
standards established to federally owned or controlled lands on which 
the Interstate System is located. 

The subcommittee held public hearings on S. 963 for a total of 
7 days. receiving testimony from about 70 persons and organizations. 
The subcommittee approved the bill with amendments, but it was not 
approved by the full committee. 

During the present session of the 85th Congress, two additional 
bills (S. 3041 and S. 3218) relating to control of advertising adjacent 
to the Interstate System, were referred to the Committee on Public 
Works. The subcommittee held hearings on the 3 related bils on 
March 10, 1958, receiving testimony and statements from 30 witnesses. 
After considering the matter, an amendment, including certain features 
of the pending bills, was adopted by the committee for inclusion in 

3414. 

Some States now have laws that permit a certain degree of contro! 
over the location, erection, or maintenance of commercial signs and 
outdoor advertising adjacent to their highways. This State control 
varies in scope and effectiveness between the different States, and the 
committee feels that Federal leadership is essential if adequate control 
of advertising along the Interstate System is to be achieved. The 
committee believes that uncontrolled advertising along such system 
will decrease its efficiency, impair its safety qualities and detract from 
the enjoyment of the users. 

Federal regulation prohibits the erection of signs on rights-of-way 
on Federal-aid ane and rights-of-way and adajcent areas over 
federally owned or controlled lands, but the F ederal Government does 
not now have authority to control advertising on private lands 
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along the Interstate System, or to use Federal-aid highway funds to 
acquire advertising easements, except in certain limited instances 
under section 11 of the Federal Highway Act of 1940, where the acqui- 
sition of such rights alone would be sufficient for preservation of the 
natural beauty. 

It has been realized that the rapid, efficient, pleasant, and safe 
movement of motor vehicles depends upon proper development i in the 
roadside areas, as well as on the highway itself. Unregulated signs 
may distract the attention of the motorists and also offend esthetically 
by destroying the natural beauty of the landscape. With much of 
the Interstate System extending through open areas and on new 
locations which are not presently zoned for any type of development, 
it could become lined with signs and displays unless some form of 
regulation is exercised for preservation of its natural beauty and the 
safety of its users. 

There appears to be a widespread feeling throughout the country 
that advertising adjacent to the Interstate System should be regulated 
in order to preserve the beauty and pleasing character of the natural 
landscape and in the interest of highway safety, and that the Federal 
Government has an obligation to take appropriate action to encourage 
such regulation. This feeling is based largely on the fact that high- 
way-user taxes, collected by the Federal Government, will provide 
90 percent of the funds spent on construction of the Interstate System. 

The committee believes that this system belongs to all the people 
of the Nation, and should be protected against factors which decrease 
its safety, and efficiency. It is of the opinion that immediate regulation 
of advertising adjacent to the Interstate System is urgent and neces- 
sary, and that further delay in obtaining such regulation will result 
in additional expense, permit completion of sections of the highway 
without regulation, and make later regulation much more difficult. 

By its action in approving the Federal-Aid Highway Act of 1956, 
the Congress recognized that the character and nature of the Inter- 
state System imposed an obligation on the Federal Government for its 
improvement, completion, and protection. The provisions of that 
act require that the right-of-way for the Interstate System be adequate 
to permit construction of projects to meet approved geometric and 
construction standards; that access points not be added without the 
prior approval of the Secretary of Commerce; and that service sta- 
tions or other commercial establishments se rving motorists not be 
permitted on the rights-of-way; thus recognizing that the movement 
of motor vehicles rapidly, efficiently, pleasantly, and safely, depends 
upon both the roadway itself and the adjacent areas. 

The committee was of the opinion that erection of signs and adver- 
tising along the Interstate System should be regulated, and that 
additional legislation was required if effective regulation was to be 
accomplished and the system fully preserved. 

The committee recognized that the obligation of the Federal Govern- 
ment with reference to the protection and preservation of the Inter- 
state System must be carried out in a manner consistent with the 
historic rights of the States. The initiation and prosecution of con- 
struction of the Federal-aid highway programs, including the Inter- 
state System, is vested in the States rather than the Federal Govern- 
ment, and the States should have an opportunity to accept or reject 
the proposal to regulate advertising on lands under their control, and 
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if accepted they should be the ones to determine the method by which 
such regulation would be accomplished. The committee believed, 
however, that some incentive for action by the States should be pro- 
vided, and that such incentive should not materially increase the cost 
of completing the system, or hinder or delay the objective of complet- 
ing the system within the period specified in the act. 

The amendment recommended by the committee embodies the ideas 
and proposals of the majority of the members of the committee, and 
was adopted after much discussion and deliberation. It declares it 
to be in the public interest for the Federal Government to assist States 
to regulate the use of and to improve areas adjacent to the Interstate 
System, and establishes the procedure for carrying out the desired 
objectives. It offers an incentive to the States for control and im- 
provement of areas adjacent to the Interstate System for preservation 
of natural beauty, scenic attractions, and sites of historical significance. 

The manner of conforming with the standards established by the 
Secretary of Commerce in accordance with the amendment is left 
entirely to the States. They can meet the problem in any desired 
manner, by amendment to the State constitution, by law, by zoning, 
by use of powers of eminent domain, police powers, or by acquisition 
of easement. The amendment specifically provides, however, that 
the Federal share payable to any project shall not include any costs 
incurred in carrying out any eter te nt entered into pursuant to the 
act. The amendment does provide, however, that the cost of acquisi- 
tion of the advertising rights when acquired, shall be considered a part 
of the cost of construction of a project and Federal funds may be used 
to pay the Federal pro rata share of such cost, with reimbursement to 
the State not to exceed 5 percent of the cost of the right-of-way for the 
project. Estimates of costs for carrying out the provisions of this 
section varied widely, and were the subject of considerable contro- 
versy. The committee believes that the costs will be very moderate 
when compared with the benefits that will be derived from the regula- 
tion proposed. 

SECTION-BY-SECTION ANALYSIS 


An analysis of the bill as amended by full Committee on Public 
Works is as follows: 
Section 1 
Section 1 of the bill authorizes the appropriation of $900 million for 
each of the fiscal years 1960 and 1961 for expenditure on the regular 
Federal aid highway systems. The sum authorized for each fiscal year 
shall be available for expenditure on the systems on the same percent- 
age basis as provided io the preceding Federal-aid highway acts. The 
division between the highway classifications is as follows 
45 percent ($405 million) for projects on the Fede ral-aid primary 
bighway system, 
30 percent ($270 million) for projects on the Federal-aid second- 
ary system, and 
25 percent ($225 million) for projects on the Federal-aid primary 
highway system in urban areas, and for projects on approved 
extensions of the Federal-aid secondary system within urban 
areas. 
The bill provides that the sums shall be apportioned among the 
States in the manner and in accordance with the formulas established 
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by previous acts, and shall be available for expenditure for 2 years 
after the close of the fiscal year for which sums are authorized. Any 
amounts so apportioned that remain unexpended at the end of such 
period shall lapse. These funds would be matched by the States on a 
50-50 basis as provided by existing law. 

The bill further provides that the Secretary of Commerce may dis- 
charge his responsibility relative to plans, design, contract awards, 
inspection, and construction of secondary projects by his receiving 
and approving a certified statement by the State highway department 
that the design and construction of such projects have been in accord- 
ance with the standards and procedures of the respective State, ap- 
proved by the Secretary in accordance with the objectives of the Fed- 
eral-Aid Highway Act of 1950, with satisfactory assurances that such 
secondary projects shall be adequately maintained. 


Section 2 


This section authorizes the appropriation of an additional amount of 
$400 million for fiscal year 1959, which is in addition to $875 million 
authorized by the Federal-Aid Highway Act of 1956, and which has 
already been apportioned to the States, for expenditure on the regular 

Federal-aid systems. This sum would be apportioned to the States 
saaodiable upon enactment of the act with division between the 
classifications on the same percentage basis as in previous acts and 
this act, as follows: 

45 percent ($180 milion) for projects on the Federal-aid primary 
highway system, 
30 percent ($120 million) on the Federal-aid secondary system, 
and 
percent ($100 million) for projects on extensions of these 
systems in urban areas. 

The sums would be apportioned among the States in the manner and 
in accordance with formulas in existing — and shall be available for 
expenditure on contracts awarded prior to December 1, 1958, which 
shall provide for completion of construction prior to December 1, 1959, 
any funds so apportioned that remain unexpended, within the defini- 
tion in section 1 (b), on December 1, 1958, shall lapse. The sums so 
apportioned shall be available for expenditure for projects on the 
Federal-aid primary, secondary, or urban systems, without limitation 
as to the percentage to be utilized on any system, thus permitting 
transfer or interchange of apportionments between these systems. 

The Federal share payable to any project constructed with these 
funds shall be increased to 70 percent of the total cost thereof, plus a 
percentage of the remaining 30 percent of such cost in any State 
containing unappropriated and unreserved public lands and nontaxable 
Indian lands, individual and tribal, exe ‘eeding 5 percent of the total. of 
all lands therein, equal to the percentage that the area of such lands 
in such State is of its total area, provided that such Federal share 
payable on any project in any State shall not exceed 95 percent of the 
total cost of such project. 

Subsection 2 (e) authorizes the appropriation of $115, million which 
may be used by the Secretary of Commerce, upon the request of any 
State, to assist the State in matching the Federal funds apportioned 
to the State under this section, provided that the amount of. such 
increase of the Federal share on account of any project shall not 
exceed two-thirds of the State’s share of the cost of such project. 
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The total amount of such increases in the Federal share made pursuant 
to this subsection shall be reimbursed to the Federal Government by 
making deductions of sums equal to the amounts expended for 
projects on the Federal-aid primary, secondary, and urban systems, in 
two equal amounts from the apportionments to such State for 
expenditure on said highways for the fiscal years 1961 and 1962. 

Approval by the Secretary of Commerce of any project on which 
the Federal share is increased shall be deemed a contractual obligation 
of the Federal Government for the payment of such increase in the 
Federal share, and such funds shall be deemed to have been expended 
when so obligated. It is declared to be the intent of the Congress 
that the sum authorized under section 2 shall be supplementary to, and 
not in lieu of, any sum heretofore or herein authorized for expenditure 
on the Federal-aid primary, secondary, or urban highway systems, 
and is made available for immediate acceleration of the rate of highway 
construction on these systems beyond that being accomplished with 
funds otherwise authorized. 

Section 3 

Section 3 authorizes an appropriation of $36 million for forest 
highways for each of the fiscal years 1960 and 1961, and $34 million 
for forest dev elopment roads and trails for the same period, with a 
provision that the funds available for forest development roads and 
trails shall also be available for adjacent vehicular parking areas and 
sanitary, water, and fire-control facilities. Provision for advisory 
public hearings with respect to timber-access roads are continued but 
are made permissive rather than mandatory. Apportionment of the 
forest highway funds made by the Secretary of Commerce to the 
States for fiscal year 1959 is approved, but apportionment of such 
funds authorized for fiscal years 1960 and 1961, shall be on the same 
percentages as the forest highway funds were apportioned for expendi- 
ture in each State, Alaska, or Puerto Rico, for fiscal year 1958. This 
section provides that not to exceed $500,000 or 5 percent, whichever 
is lesser, of the amounts apportioned to a State for expenditure on 
the Federal-aid primary, secondary, or urban systems, may be trans- 
ferred by any State to augment apportionments made to such State 
for forest highway projects under this section, and such sums so 
transferred may be expended in the same manner as authorized forest 
highway funds without requiring State-matching funds. 

The Secre tary of Commerce, in cooperation with appropriate State 
officials in each State containing a national forest, is authorized to 
make a study to determine the forest roads of primary importance 
which are within, adjoining, or adjacent to a national forest and have 
not been designated as forest highways; the amount necessary to 
complete construction of all forest highways; the amounts necessary 
for each fiscal year 1962 through 1971, to survey, construct, recon- 
struct, and maintain forest highways, and forest roads of primary 
importance which are within, adjoining, or adjacent to a national 
forest, if such roads were forest highways; and the method by which 
the preceding determined amounts should be apportioned for expendi- 
ture in the several States. The Secretary shall report the results of 
such study to the President and the Congress on or before January 

1960. 
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Section 4 

Subsection (a) provides an authorization of $20 million for each 
of the fiscal years 1960 and 1961, for the construction, reconstruction, 
and improvement of roads, trails, and bridges in national parks, 
monuments, and other areas administered by the National Park 
Service, including approach roads. 

Subsection (b) would authorize the sum of $16 million for each of 
the fiscal years 1960 and 1961, for construction, reconstruction, and 
improvement of authorized yarkways. 

Subsection (c) would authorize $12 million for each of the fiscal 
years 1950 and 1961, for construction, reconstruction, and improve- 
ment of roads and bridges within Indian reservations and to provide 
access to Indian reservation and Indian lands. Funds under this 
authorization would not be available for maintenance of such roads. 


Section 6 

Section 5 provides authorization of $4 million for each of the fiscal 
years 1960 and 1961, for survey, construction, reconstruction, and 
maintenance of important Federal-aid highways lying entirely within 
the public domain. 
Section 6 

This section grants authority to the Secretary of the department 
charged with the administration of such funds, to incur obligations, 
approve projects, and enter contracts, under authorizations provided 
in this bill for forest highways, forest development roads and trails, 
park roads and trails, parkways, Indian roads, and public lands 
highways, upon apportionment or up to 1 year in advance of the year 
for which such funds are authorized. Funds shall be deemed to have 
been expended when obligated by the contractual obligations, and 
funds remaining unexpended 2 years after the close of the fiscal year 
for which authorized shall lapse. 
Section 7 

Section 7 amends section 108 (b) of the Federal-Aid Highway Act 
of 1956 by increasing the authorization for fiscal year 1959 by $200 
million, and that for each of the fiscal years 1960 and 1961 by $300 
million, for expediting the construction, reconstruction, and improve- 
ment of the National System of Interstate and Defense Highways, 
including extensions thereof through urban areas. The additional 
amount authorized for fiscal year 1959 shall be apportioned imme- 
diately upon enactment of this act, in the manner now provided by 
law and in accordance with formulas established by law. 


Section 8 

This section gives approval to the estimate of cost of completing 
the Interstate System, transmitted to Congress in compliance with 
section 108 (d) of the Federal-Aid Highway Act of 1956, published as 
House Document No. 300, 85th Congress, 2d session, as the basis 
for making the apportionment to the States of the funds authorized 
for the Interstate System for the fiscal year 1960. 


Section 9 


Section 9 authorizes and directs the Secretary of Commerce to 
apportion among the several States in the manner provided by law, 
all of the funds authorized for the fiscal years 1959 and 1960, for the 
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Interstate System, and the Federal-aid primary, secondary, and urban 
systems, notwithstanding the provisions of section 209 (g) of the 
Highway Revenue Act of 1956. 


Section 10 

This section authorizes the Secretary of Commerce to make pay- 
ments for the United States pro rata share of the value of materials 
which have been stockpiled in the vicinity of such construction or 
reconstruction in conformity with plans and specifications for Federal- 
aid highway projects. 
Section 11 

This section amends section 111 of the Federal-Aid Highway Act 
of 1956, to authorize the Secretary of Commerce to reimburse a State 
from Fede 7 funds for the cost of relocation of utility facilities 
necessitated by construction of a project on the Federal-aid primary, 
secondary, urban, or interstate systems, whenever a State under 
State law is required to pay for all or any part of such cost. Federal 
reimbursement shall be made in the same proportion as Federal funds 
are expended on the project, not to exceed 70 percent, and shall be 
made only after presentation of satisfactory evidence to the Secretary 
of Commerce that the State has paid such cost from its own funds. 
The se amended provisions shall apply only LO Federal-aid highway 
projects covered by formal project agreements executed by the 
Secretary subsequent to the date of enactment of this act. 
Section 12 

Subsection (a) outlines the national policy to promote the safety, 
convenience, and enjoyment of public travel and the free flow of 
interstate commerce and to protect the public investment in the 
anne System of Interstate and Defense Highways, and declares 
it to be in the public interest to encourage and assist the States to 
ofeather the use of and to improve areas adjacent to the Interstate 
System by controlling the erection and maintenance of outdoor 
advertising signs, displays, and devices adjacent to that system. 

The national policy is declared that the erection and maintenance 
of outdoor advertising signs, displays, or devices within 660 feet of 
the edge of the right-of-way and visible from the main traveled way 
of all portions of the Interstate System should be regulated, con- 
sistent with national standards to be prepared and promulgated by 
the Secretary, which shall provide for: (1) Directional or other official 
signs or notices that are required or authorized by law; (2) signs 
advertising the sale or lease of the property upon which they are 
located; (3) signs not larger than 500 square inches advertising activ- 
ities being conducted at a location within 12 miles of the point at 
which such signs are located; and (4) signs erected or maintained 
pursuant to authorization in State law and not inconsistent with the 
established national policy and standards, and designed to give 
information in the specific interest of the traveling public. 

Subsection (b) authorizes the Secretary of Commerce to enter into 
agreements with any State for carrying out the national policy estab- 
lished by this act with respect to the Interstate System within the 
State. Such agreement shall include provisions for regulation and 
control of the erection and maintenance of advertising signs, displays, 
and other advertising devices in conformance with established stand- 
ards, and may include provisions for preservation of natural beauty, 
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prevention of erosion, landscaping, reforestation, development of view- 
points for scenic attractions accessible to the public without charge, 
and erection of markers, signs, or plaques, and development of areas 
related to sites of historical significance. 

Within the discretion of the Secretary and consistent with the 
national policy, any such agreement may provide for exclusion from 
application of the national standards, segments of the Interstate 
Svstem which traverse incorporated municipalities wherein the use 
of real property adjacent thereto is subject to municipal regulation 
or control, or which traverse other areas where the land use is clearly 
established by State law as industrial or eT or which are 
built on rights-of-way wholly acquired before July 1, 1956. 

Subsection (c) provides for an increase of one- Nall of 1 percent of 
the Federal share payable on account of the total cost of any project 
on the Interstate Svstem constructed with interstate funds, within 
any State to which the national policy and an agreement applies, such 
cost to exclude any additional cost that may be incurred in carrying 
out the agreement. The increase in the Federal share payable shall 
be paid only from appropriated funds and not from the ae trust 
fund. This subsection also provides for a period until July 1, 1961, 
for States to enter into agreements under this act, which outdid permit 
covering projec t agreements now in effect. 

This ae is effective notwithstanding the provision of existing 
law that the Commissioner of Public Roads shall not, as a condition of 
approval of any project for Federal aid, require any State to acquire 
title to, or control of, any marginal land along the proposed highway 
in addition to that reasonably necessary for road surfaces, median 
strips, gutters, ditches, and side slopes and sufficient width to provide 
service roads for adjacent property to permit safe access at controlled 
locations in order to expedite traffic, promote safety, and minimize 
roadside parking. 

Subsection (d) authorizes the Secretary of Commerce to make such 
arrangements and enter into such agreements with the agency having 
jurisdiction over public lands or reservations of the United States 
upon which any portion of the Interstate System is located or is 
adjacent thereto, as may be necessary to carry out the national policy 
set forth in this section, and directs such agency to cooperate with the 
Secretary for these purposes. 

Subsection (e) provides for considering the cost of acquisition of 
the right to advertise or regulate advertising in an area adjacent to the 
right-of-way of a project on the Interstate System as a part of the cost 
of construction of such project, and Federal funds may be used to 
pay the Federal pro rata share of such cost, provided that reimburse- 
ment to the State shall be limited to that portion of such cost which 
does not exceed 5 percent of the cost of the right-of-way for such 
project. 

Se ction 13 

This section provides that existing provisions of the Federal-aid 
highway acts specified not inconsistent with this act shall remain in 
full force and effect, and for the repeal of all acts or parts of acts incon- 
sistent with this act and that this act shall take effect upon its passage. 


Section 14 
Section 14 provides that this act may be cited as the “‘Federal-Aid 
Highway Act of 1958.”’ 
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FEDERAL-AID 
CHANGES IN 


In compliance with subsection 


HIGHWAY ACT OF 


1958 


EXISTING LAW 


4) of rule XXIX of the Standing 


Rules of the Senate, changes in existing law made by the bill, as 


reported, are shown as follows: 
ExistinGc Law 
Public Law 627, 84th Congress 


SEC. 102. FEDERAL-AID HIGH- 
WAYS. 


(a) (1) AUTHORIZATION OF ApP- 
PROPRIATIONS.—For the purpose 
of carrying out the provisions of 
the Federal-Aid Road Act ap- 
proved July 11, 1916 (39 Stat. 
355), and all Acts amendatory 
thereof and supplementary thereto, 
there is hereby authorized to be 
appropriated for the fiscal year 
ending June 30, 1957, $125,000,000 
in addition to any sums heretofore 
authorized for such fiscal year; the 
sum of $850,000,000 for the fiscal 
year ending June 30, 1958; and the 
sum of $875,000,000 for the fiscal 
year ending June 30, 1959. The 
sums herein authorized for each 
fiscal year shall be available for 
expenditure as follows: 

(A) 45 per centum for proj- 
ects on the Federal-aid pri- 
mary highway system. 

(B) 30 percentum for proj- 
ects on the Federal-aid sec- 
ondary highway system. 

(C) 25 per centum for proj- 
ects on extensions of these 
systems within urban areas. 

(2) APPORTIONMENTS.—The 
sums authorized by this section 
shall be apportioned among the 
several States in the manner now 
provided by law and in accordance 
with the formulas set forth in 
section 4 of the Federal-Aid High- 
way Act of 1944, approved De- 
cember 20, 1944 (58 Stat. 838): 
Provided, That the additional 
amount herein authorized for the 
fiscal year ending June 30, 1957, 
shall be apportioned immediately 
upon enactment of this Act. 


SUBSTITUTE LANGUAGE IN BILL AS 
REPORTED 


SEC. 1 FEDERAL-AID HICH- 
WAYS. 


(a) (1) AUTHORIZATION OF AP- 
PROPRIATIONS.—For the purpose of 
carrying out the provisions of the 
Federal-Aid Road Act approved 
July 11, 1916 (389 Stat. 355), and 
all Acts amendatory thereof and 
supplementary thereto, there 
hereby authorized to be appropriated 
the sum of $900,000,000 for the 
fiscal year ending June 30, 1960; 
and the sum of $900,000,000 for the 
fiscal year ending June 30, 1961. 
The sums herein authorized for each 
fiscal year shall be available for 
expenditure as follows: 

(A) 45 per centum for proj- 
ects on the Federal-aid primary 
highway system. 

(B) 30 percentum for proj- 
ects on the Federal-aid second- 
ary highway system. 

(C) 25 per centum for proj- 
ects on extensions of these sys- 
tems within urban areas. 

(2) APPORTIONMENTS.—The 
sums authorized by this section shall 
be apportioned among the several 
States in the manner now provided 
by law and in accordance with the 


1 s 


formulas set forth in section 4 of the 


Federal-Aid Highway Act of 1944, 
approved December 20, 1944 (58 
Stat. 838). 
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(c) TRANSFERS OF APPORTION- 
MENTS.—Not more than 20 per 
centum of the respective amounts 
apportioned to a State for any 
fiscal year from funds made avail- 
able for expenditure under clause 
(A). clause (B). or clause (C) of 
subsection (a) 
may be transferred to the appor- 
tionment made to such State under 
anv other of such clauses, except 
that no such apportionment may 
be increased by more than 20 per 
centum by reason of transfers to 
it under this subsection: Provided, 
That such transfer is requested 
by the State highway department 
and is approved by the Governor 
of such State and the Secretary of 
Commerce as being in the public 
interest: Provided further, That 
the transfers hereinabove permit- 
ted for funds authorized to be 
appropriated for the fiscal years 
ending June 30, 1958, and June 30, 
1959, shall likewise be permitted 
on the same basis for funds which 
may be hereafter authorized to be 
appropriated for any subsequent 
fiscal year: And provided further 
That nothing herein contained 
shall be deemed to alter or impair 
the authority contained in the 
last proviso to paragraph (b) of 
section 3 of the Federal-Aid High- 
way Act of 1944. 


(1) of this section, 


SEC. 103. FOREST HIGHWAYS AND 
FOREST DEVELOPMENT 
ROADS AND TRAILS. 

(a) AUTHORIZATION OF APPRO- 
PRIATIONS.—For the purpose of 
carrying out the provisions of 
section 23 of the Federal Highway 
Act of 1921 (42 Stat. 218), as 
amended and supplemented, there 
is hereby authorized to be appro- 
priated (1) for forest highways the 
sum of $30,000,000 for the fiscal 
vear ending June 30, 1958, and a 
like sum for the fiscal year ending 
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SUBSTITUTE LANGUAGE IN BILL AS 
REPORTED 


Not included. 


Change [shall] to may. 
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Existinc Law SUBSTITUTE LANGUAGE IN BILL AS 
REPORTED 


June 30, 1959; and (2) for forest 
development roads and trails the 
sum of $27,000,000 for the fiscal 
vear ending June 30, 1958, and a 
like sum for the fiscal vear ending 
June 30, 1959: Provided, That 
with respect to any proposed 
construction or reconstruction of a 
timber access road, advisory public 
hearings [shall] be held at a place 
convenient or adjacent to the area 
of construction or reconstruction 
with notice and reasonable oppor- 
tunity for interested persons to 
present their views as to the practi- 
eability and feasibility of such 
construction or reconstruction: 
Provided further, That hereafter 
funds available for forest highways 
and forest development roads and 
trails shall also be available for 
adjacent vehicular parking areas 
and for sanitary, water, and fire 
control facilities: And provided 
further, That the appropriation 
herein authorized for forest high- 
ways shall be apportioned by the 
Secretary of Commerce for ex- 
penditure in the several States, 
Alaska, and Puerto Rico in accord- 
ance with the provisions of section 
3 of the Federal-Aid Highway 
Act of 1950. 


Section 104 


(c) INDIAN RESERVATIONS AND Change [improvement, and 
LANDS, -For the construction, maintenance ] to reconstruction and 
[improvement, and maintenance] improvement. 
of Indian reservation roads and 
bridges and roads and bridges to 
provide access to Indian reserva- 
tions and Indian lands under the 
provisions of the Act approved 
May 26, 1928 (45 Stat. 750), there 
is hereby authorized to be auppro- 
priated the sum of $12,000,000 for 
the fiscal year ending June 30, 

1958, and a like sum for the fisea] 
year ending June 30, 1959: Pro- 
vided, That the location. type, and 
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design of all roads and bridges con- 
structed shall be approved by the 
Secretary of Commerce before any 
expenditures are made thereon, 
and all such construction shall be 
under the general supervision of 
the Secretary of Commerce. 


Section 108 


(b) AUTHORIZATION OF APPRO- 
PRIATIONS. For the purpose of 
expediting the construction, re- 
construction, or improvement, 
inclusive of necessary bridges and 
tunnels, of the Interstate System, 
including extensions thereof 
through urban areas, designated 
in accordance with the provisions 
of section 7 of the Federal-Aid 
Highway Act of 1944 (58 Stat. 
838), there is hereby authorized 
to be appropriated the additional 
sum of $1,000,000,000 for the 
fiscal year ending June 30, 1957, 
which sum shall be in addition to 
the authorization heretofore made 
for that year, the additional sum 


of $1.700.000,000 for the  fiseal 
vear ending June 30, 1958, the 


additional sum of $2,000,000,000 
for the fiscal year ending June 30, 
1959, the additional sum _ of 
$2,200,000,000 for the fiscal year 
ending June 30, 1960, the addi- 
tional sum of $2,200,000,000 for 
the fiseal year ending June 30, 
1961, the additional sum _ of 
$2,200,000,000 for the fiscal year 
ending June 30, 1962, the addi- 
tional sum of $2,200,000,000 for 
the fiscal year ending June 30, 
1963, the additional sum _ of 
$2,200,000,000 for the fiscal year 
ending June 30, 1964, the addi- 
tional sum of $2,200,000,000 for 
the fiscal year ending June 30, 
1965, the additional sum _ of 
$2,200,000,000 for the fiscal year 
ending June 30, 1966, the addi- 
tional sum of $2,200,000,000 for 
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(6) AuTHORIZATION OF APPRO- 
PRIATIONS.—For the purpose of 
expediting the construction, recon- 
struction, or improvement, inclusive 
of necessary bridges and tunnels, of 


the Interstate System, ineluding 
extensions thereof through urban 
areas, designated in accordance 


with the provisions of section 7 of 
the Federal-Aid Highway Act of 
1944 (68 Stat. 838), there is hereby 
authorized to be appropriated the 
additional sum of $1,000,000,000 


for the fiscal year ending June 30, 


1957, which sum shall be in addi- 
tion to the authorization heretofore 
made for that year, the additional 
sum of $1,700,000,000 for the fiscal 
year ending June 30, 1958, the 
additional sum of $2,200,000 ,000 


for the fiscal year ending June 30, 


1959, the additional sum of 
$2,500,000,000 for the fiscal year 
ending June 30, 1960, the addi- 
tional sum of $2,500,000,000 for 
the fiscal year ending June 30, 
1961, the additional sum of 
$2,200,000,000 for the fiscal year 
ending June 30, 1962, the addi- 
tional sum of $2,200,000,000 for 
the fiscal year ending June 30, 
1963, the additional sum _ of 
$2,200,000,000 for the fiscal year 
ending June 30, 1964, the addi- 
tional sum of $2,200,000,000 for 
the fiscal year ending June 30, 
1965, the additional sum _ of 
$2,200,000,000 for the fiscal year 
ending June 80, 1966, the addi- 
tional sum of $2,200,000,000 for 
the fiscal year ending June 80, 
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the fiscal year ending June 30, 
1967, the additional sum _ of 
$1,500,000,000 for the fiscal year 
ending June 30, 1968, and the 
additional sum of $1,025,000,000 
for the fiscal year ending June 30, 
1969. 
Section 209 (2°) 


ADJUSTMENTS OF APPOR- 
TIONMENTS.—The Secretary of the 
Treasury shall from time to time, 
after consultation with the Secre- 
tary of Commerce, estimate the 
amounts which will be available in 
the Highway Trust Fund (exclud- 
ing repayable advances) to defray 
the expenditures which will be re- 
quired to be made from such fund. 
In any case in which the Secretary 
of the Treasury determines that, 
after all other expenditures re- 
quired to be made from the High- 
way Trust Fund have been de- 
frayed, the amounts which will be 
available in such fund (excluding 
repayable advances) will be insuffi- 
cient to defray the expenditures 
which will be required as a result of 
the apportionment to the States 
of the amounts authorized to be 
appropriated for any fiscal year for 
the construction, reconstruction, 
or improvement of the Interstate 
System, he shall so advise the 
Secretary of Commerce and shall 
further advise the Secretary of 
Commerce as to the amount 
which, after all other expenditures 
required to be made from such 
fund have been defrayed, will be 
available in such fund (excluding 
repayable advances) to defray the 
expenditures required as a result of 
apportionment to the States of 
Federal-aid highway funds for the 
Interstate System for such fiscal 
year. The Secretary of Com- 
merce shall determine the percent- 
age which such amount is of the 
amount authorized to be appro- 
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1967, the additional sum _ of 
$1,500,000,000 for the fiscal year 
ending June 30, 1968, and the 
additional sum of $1,025,000,000 


for the fiscal year ending June 30, 


1969. 


Provisions suspended for 1959 


and 1960. 
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priated for such fiscal year for 
the construction, reconstruction, 
or improvement of the Interstate 
System, and, notwithstanding any 
other provisions of law, shall there- 
after apportion to the States for 
such fiscal year for the construc- 
tion, reconstruction, or improve- 
ment of the Interstate System, in 
lieu of the amount which but for 
the provisions of this subsection 
would be so apportioned, the 
amount obtained by multiply- 
ing the amount authorized to be 
appropriated for such fiscal year 
by such percentage. Whenever 
the Secretary of the Treasury 
determines that there will be avail- 
able in the Highway Trust Fund 
(excluding repayable advances) 
amounts which, after all other ex- 
penditures required to be made 
from such fund have been de- 
frayed, will be available to de- 
fray the expenditures required as 
a result of the apportionment of 
any Federal-aid highway funds for 
the Interstate System previously 
withheld from apportionment for 
any fiscal year, he shall so advise 
the Secretary of Commerce and 
the Secretary of Commerce shall 
apportion to the States such por- 
tion of the funds so withheld from 
apportionment as the Secretary of 
the Treasury has advised him 
may be so apportioned without 
causing expenditures from the 
Highway Trust Fund for the 
Interstate System to exceed 
amounts available in such fund 
(excluding repayable advances) to 
defray such expenditures. Any 
funds apportioned pursuant to the 
provisions of the preceding sen- 
tence shall remain available for 
expenditure until the close of the 
third fiscal year following that in 
which apportioned. 
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Public Law 87, 67th Congress, 
Section 13, Second Paragraph 
That the Secretary of Agricul- 

ture may, in his discretion, from 

time to time, make payments on 
such construction or reconstruc- 
tion as the work progresses, but 
these payments, including previ- 


ous payments, if any, shall not be 
more than the United States pro 
rata part of the value of the labor 
and materials which have been 
actually put into such construction 
or reconstruction in conformity to 
said plans and specifications. 


Public Law 627, 84th Congress 


». 111. RELOCATION OF UTILITY 
FACILITIES. 


AVAILABILITY 


SEC 


OF FEDERAL 


FuNps FOR REIMBURSEMENT TO 
STATES.—Subject to the condi- 
tions contained in this section, 
whenever a State shall pay for 
the cost of relocation of utility 
facilities necessitated by the con- 
struction of a project on the 


Federal-aid primary or secondary 
systems or on the Interstate Sys- 
tem, including extensions thereof 
within urban areas, Federal funds 
may be used to reimburse the 
State for such cost in the same 
proportion Federal funds are 
expended on the project: Provided, 
That Federal funds shall not be 
apportioned to the States under 
this section when the payment to 


as 
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Change period to a comma, and 
add the following: 

plus the United States pro rata part 
of the value of the materials which 
have stockpiled in the vicinity 
of such construction or reconstruc- 
tion in conformity to said plans and 
specifications. 


been 


SUBSTITUTE LANGUAGE IN BILL as 
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Section lla 


““(qa) AVAILABILITY OF FEDERAL 
Funps ror REIMBURSEMENT TO 
STaTves.—Whenever a State under 


State law is required to pay for all 
or any part of the cost of relocation 
of utility facilities necessitated by 
the construction of a project on any 
of the Federal-aid highway systems, 
Federal funds may be used to re- 


imburse the State for such cost in 
the same proportion as Federal 
funds are expe nided on the project 


not to exceed 70 per centum of such 
cost which the State is obligated to 
pay: Provided, That SUC h re im- 
bursement shall be made only after 
evidence satisfactory to him shall 
have been pre sented to the Secre tary 
substantiating the fact that the 
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the utility violates the law of the 


State or violates a legal contract 
between the utility and the State. 
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State has paid such cost from its 
own funds.” 

(b) This section shall apply only 
with respect to Federal-aid highway 
projects covered by formal project 
agreements executed by the Secretary 
subsequent to the date of enactment 
of this Aet. 








SUPPLEMENTAL VIEWS OF SENATORS NEUBERGER AND 
KUCHEL ON SECTION 12 


In the provisions of section 12, this bill offers Federal financial 
assistance to the people of any State of the Union, who, through their 
State government, wish to preserve the scenic beauty and grandeur 
of the countryside along the new National System of interstate high- 
ways, both by re asonable standards of control of advertising bill- 
boards and by affirmative measures such as, for instance, landscaping, 
planting of trees and shrubs, erosion control, and development of 
viewpoints and historical sites. A State government wishing to 
participate in this program will be offered the opportunity, by enter- 
ing into agreements with the Secretary of Commerce consonant with 
the policy standards of the section, to obtain an additional one-half 
percent in Federal aid above the 90 percent Federal share of the cost 
of the interstate highways. Further, the State may include in the 
cost of rights-of-way purchased for the interstate highways, to be 
reimbursed 90 percent from Federal funds, up to 5 percent in addi- 
tional costs that it may incur in acquiring control over advertising 
rights along these rights-of-way. 

As a measure to protect the interests of the traveling public in the 
appearance of and the view from the new traffic arteries being built 
with their taxes, these provisions are extremely modest. We are 
disappointed that stronger provisions, more likely to be effective, 
could not win the support of a majority of this committee. We 
believe that adequate provision for all legitimate and necessary needs 
and purposes of signs along the interstate highways in open country 
was made in the amendment we or iginally submitted to the committee, 
which covered: 

1) Directional or other official signs or notices that are re- 

quired or authorized by law. 

(2) Signs advertising the sale or lease of the property upon 
which they are located. 

(3) Signs advertising activities being conducted upon the 
property on which such signs are located. 

(4) Signs erected or maintained pursuant to authorization 
in State law and not inconsistent with the national policy and 
standards of this section, and designed to give information in 
the specific interest of the traveling public. 

In the present section 12, the third provision has been amended in 
a manner which will confront the States and the Secretary of Com- 
merce with a difficult additional challenge of administration. We re- 
gret that this change will add to the burden of drafting regulations 
and standards to cover an additional class of signs which should other- 
wise have been provided for within the fourth class. We believe that 
section 12, as now written, can stand no further weakening amendment 
without the risk that it may become so feeble as to be a deception to 
the thousands of men and women who individually and collectively 
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have urged the Congress to provide a measure of roadside protection 
for the new highways. 

We support and urge enactment of the present section 12, however, 
because it does constitute, for the first time, recognition by the Con- 
gress of a legitimate public interest in these main transcontinental 
travel routes beyond the mere construction of the paved surface itself. 


HIGHWAYS TIE TOGETHER A SINGLE NATION 


The new 41,000-mile National System of Interstate Highways is 
designed to become the great network of high-speed, limited-access 
roads for long distance automobile travel across our land. That is 
the concept which has justified its almost total Federal financing. 
Americans in our time have become a traveling people, and we travel 
largely by private automobile. With the prospects for greater leisure 
time, this will be even more true of the coming generation for whom 
we today are planning and building this magnificent road system. 
Families from New England who visit our western national parks; 
busloads of midwestern school children coming to view the Nation’s 
historical shrines in the Capital, Virginia, and Pennsylvania; vacation- 
ists from New York and Chicago on their way to the gulf; all will 
traverse many States on their journeys along the new highways. And 
all will have contributed to the 90 percent Federal share of the high- 
way costs, whatever their home States or their destinations may be. 

Can we say to these millions of individual American tourists and 
travelers—and taxpayers—that so far as Congress is concerned the 
publie interest in the highways ends in laying down the ribbons of 
concrete and steel along which they must journey? If we deliver 
them, imprisoned within these narrow grooves cut across our country, 
as a captive audience into the hands of any and all advertisers who 
have the price of a billboard adjoining the right-of-way, can we tell 
them that this is no concern of ours? 

The contrasts between the two courses the Congress may take are 
already plain for all to see who travel the New York State Thruway, 
the new Washington-Baltimore Parkway, or other protected high- 
ways and compare them with older, unprotected roads. Roadside 
signboard control has been the rule in some of the most scenic areas 
in the world, such as Hawaii and Alaska, Switzerland and Austria. 
We would offer Americans of all States an opportunity to follow this 
enlightened course. 


CHOICE OF ACTION LEFT ENTIRELY TO STATE GOVERNMENTS 


Many proponents of roadside protection urged upon us direct 
Federal action to prohibit or limit the construction of advertising 
billboards along the interstate highways directed at the travelers on 
these roads. It should be clearly understood that this bill does not 
contain any provisions of that kind, except with respect to Federal 
public lands themselves. 

The decision whether to act, and through what means, is left to the 
separate States. Some State governments have found that they can 
control billboards and other roadside development by direct laws and 
regulations. They may continue to do so and qualify for the one-half 
percent incentive bonus provided in this bill. Other State govern- 
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ments may wish to purchase the legal right to such controls under 
State laws in conjunction with buying the Interstate highway rights- 
of-way themselves. They may follow this approach under the bill 
and include the added costs (up to 5 percent) in computing the 
reimbursable Federal share. Some State governments may not wish 
to participate in any plan of roadside protection. This bill will not 
touch them. We recognize regretfully that to that extent, it will by 
no means be effective for the whole Interstate Highway System; but 
we repeat that in this bill there is no Federal compulsion with respect 
to the highways in any State. There is only an offer of assistance 
to any State wishing to act under its own laws to protect the interstate 
highway roadsides within its borders. 

The provisions of section 12 have been drafted to offer the greatest 
possible measure of flexibility to take into account differences in the 
legal and factual situations within different States. The agreements 
between a State and the Secretary of Commerce may, within the 
limits of the overall policy standards of the bill, exclude parts of the 
interstate highways passing through any incorporated municipalities 
that have legal control over the adjacent real property, if these do not 
wish to join in being included. They may exclude segments of the 
Interstate System traversing zones established as industrial or com- 
mercial by State law. They may exclude segments of rights-of-ways 
wholly ene before the beginning of the interstate highway pro- 
gram, July 1, 1956. Further recognition of State law is included in 
the references of the bill to classes of signs which may be provided for 
in the policy standards and regulations. 

In short, it is difficult to conceive of a bill which more fully recog- 
nizes and defers to State initiative in accomplishing its objectives. 


OPPOSITION OF OUTDOOR ADVERTISING INDUSTRY 


We recognize, of course, that claims of invasion of State jurisdiction 
over roadsides have largely come not from States, but from the bill- 
board industry itself. 

In raising these claims, the industry does not point to a record of 
support for the exercise of that State jurisdiction. To the contrary, 
the industry has consistently fought State regulatory legislation as 
vehemently as it has this bill. As we have show n, the present pro- 
posal is actually wholly contingent on voluntary and independent 
State action. What the industry claims, then, is that it is wrong for 
Congress even to offer assistance to those States which wish to act to 
let travelers enjoy their landscape. Actually, several States have 
already begun action which might qualify them for the benefits of 
this bill. 

Not only is State action left paramount, but provision has been 
made by the committee for the reasonable advertising needs of off- 
highway businesses that must be able to reach and attract travelers 
on the new expressways. We have recognized that limited-access 
roads bypass many hotels, motels, resorts, ‘and other tourist facilities 
which are accessible only by leaving the interstate highway at an exit 
to seek them out. A State may wish, in regulating signboards con- 
sistent with the policy standards of this bill, to make provision for 
signs informing the traveler of such facilities accessible to him from 
the next exit. This bill permits recognition of such State regulation 
in the agreements for Federal assistance. 
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Thus the claims which the Congress is called upon to balance in 
acting on section 12 of this bill ultimately are reduced to the financial 
interest of the billboard industry itself, as against the interest of the 
traveling public in the undisturbed view of the American countryside 
surrounding our magnificent new transcontinental highways, free from 
the blatant attacks of billboard salesmanship. We believe the e quities 
in this choice are plain. 

The entire value of the advertising billboards themselves is created 
only by the location and construction of the highway along which it is 
erected. That highway is built with the taxes of the traveler. He 

can turn off his radio, skip the ads between the editorial matter pro- 

vided him by his newspaper or magazine—must he subject himself 
passively to advertising signs along his roadsides that are made possible 
only by his gasoline and other taxes? 

Finally, what is involved in this bill is only roadside protection 
along some 40,000 miles of new interstate highways that will be built 
in the years immediately ahead. This is less than 3 percent of the 
approximately 1,500,000 miles of surfaced public roads and highways 
in our country. Nothing i in this bill deals with the other 97 percent, 
nor even with the $2,200 million in new appropriations which Congress 
is at this same time authorizing for primary, secondary, and urban 
roads outside the Interstate System. Can the billboard ‘industry be 
heard to say that it will be destroyed by the mild and moderate meas- 
ures proposed in this bill for the new cross-country, limited-access 
Interstate System alone? 

Men and women from every corner of the United States, who have 
no selfish economic stake in this question, have urged the Congress to 
provide some protection for the scenic beauty and grandeur of these 
new highways. We believe the Congress can no longer evade its 
responsibility for facing up to the decision. The provisions of section 
12 of this bill are the minimum that can be done to assist interested 
State governments to act. We think they should be enacted now. 


Ricuarp L. NEUBERGER. 
Tuomas H. KucHeL 








SEPARATE VIEWS OPPOSING SECTION 11 OF S. 3414 OF 
SENATOR EDWARD MARTIN, SENATOR W. KERR SCOTT, 
SENATOR ROBERT S. KERR, AND SENATOR ROMAN L. 
HRUSKA 


The undersigned oppose inclusion of section 11 of the within bill. 

This section proposes to amend 111 (A) of the Federal-Aid High- 
way Act of 1956, which deals with availability of Federal funds to 
reimburse States for costs of relocating utility facilities. 

Present rule: As contained in section 111: Whenever a State shall 
pay for the cost of such relocation of utilities, Federal funds may be 
used to reimburse the State in the same proportion as Federal funds 
are expended on the project. 

This present rule is the result of well-seasoned legislative process. 
First proposed in the 82d Congress, hearings were had by the Senate 
and House Committees on Public Works in 1952. Extensive hear- 
ings were had in the 83d Congress. In its Federal-Aid Highway Act 
of 1954, the 83d Congress directed the Secretary of Commerce to make 
a study of the subject. The results of that study are contained in 
House Document 127 (84th Cong., Ist sess.) entitled, ‘‘Public Utility 
Relocation Incident to Highway Improvement.” 

The 84th Congress in 1956 enacted the present rule. Legislative 
history shows that the Congress intended and desired that the then 
existing practice of the Bureau of Public Roads be specifically placed 
into statute form (see H. Rept. 2022 on H. R. 10660, at p. 14). In 
part, the report reads: 


The Bureau of Public Roads informed the committee that 
it is its present practice to permit the use of Federal funds 
to reimburse the States for the pro rata share of the cost of 
relocation of utilities when such costs have been paid by a State. 
In order that this procedure may be specifically authorized, 
the committee has in section 113 approved this existing prac- 
tice of the Bureau in order that there will be no question of 
the propriety of so using Federal funds where a State under 
its own laws or practices pays such costs on Federal-aid high- 
way projects. There is no requirement in this section, either 
expressed or implied, that a State must pay all or any part of 
utility relocation costs. [Emphasis supplied.] 


The conferees on the 1956 act in Report No. 2436, June 25, 1956, 
said (p. 34): 


Section 113 of the bill as passed by the House and recom- 
mended and accepted by the conferees recognizes the equity 
of reimbursing utilities for the cost of relocating facilities when 
required for Federal-aid highway projects. Further, this 
section makes it clear that it is the intention of the Federal 
Government to assume its proportionate share of utility relo- 
cation costs whenever a State allows such costs. [Emphasis 
supplied.] 
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It is clear, in view of all this history, that the present rule is the 
result of well considered, mature action. It is bottomed on good 
public policy and sound equitable principles. 

Proposed rule: as contained in section 11: would change the present 
rule in two particulars. It would allow reimbursement: 

(1) If a State law requires the State to pay for all or any part 
of such cost of relocation; and 

(2) With Federal funds for only 70 percent of such cost which 
a State is obligated to pay. 

The only new consideration arising since passage of the act of 1956 
is the enactment in some States of statutes which provide for payment 
of utility relocation where same was not previously the case. The 
majority report, in this regard states: 


The committee did not contemplate this drastic change in 
existing practices when the 1956 act was enacted, and realizes 
that the use of Federal funds for reimbursement to the States 
for this purpose will increase substantially, which will reduce 
the amount of Federal funds available for construction of 
highways. 


In short, the position of the advocates of section 11 is that it was 
fair, equitable and in keeping with public policy to pay such relocation 
costs, until the amount thereof reached a point beyond their original 
contemplation. The increase in amount involved is what caused the 
change; as long as the amount was not large, it was fair; when the 
increase occurred, it became unfair. The increase in charges warped 
the previously held ideas as to propriety and sound public policy. 

This reasoning is reminiscent of the philosophy of Abe Martin when 
he said: “If a man says it is not the money but the principle of the 
thing, he means the money.” 


REASON FOR CHANGE OF STATE LAWS 


It is submitted that there was valid reason for the States to amend 
their laws. The conditions under which utilities agreed to bear the 
burden of relocation costs disappeared, or at the very least were 
radically and substantially changed, with the enactment of Federal- 
Aid Highway Act of 1956. 

In the old days, such relocation costs were encountered on a gradual 
and small scale. They embraced relatively minor operations in type. 
Their sum total was within the reach of the utilities’ ability to fund 
same, whether the utility was publicly, privately, or cooperatively 
owned. 

Under the act of 1956 all of this was heavily changed. A crash 
program of unprecedented scale was inaugurated. Federal funds 
available for highway construction rocketed from $875,000 to $2 bil- 
lion within a single year. Greater increases are scheduled for following 
years. In addition, the type of construction changed. ‘The modern, 
multilane, high speed traffic ways require rights-of-way of spectacular 
width; clove rleafs, overpasses, and underpasses; and long distances 
thereof through urban areas, bringing expressways to the heart of 
metropolitan centers. 

These changes brought about inordinate expenditures for moving 
vast amounts of facilities at a great cost to the users of the utilities. 
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They bring about a tremendously different treatment than when 
highway improvement was a local convenience and local cost, rela- 
tively speaking. 

Under the old order there was not only a smaller cost, but also a 
greater identity between the users of the utilities affected, and the 
taxpayer who provided funds for the highway improvement which 
resulted. 

A special unfairness which results from these costs is attributable to 
the Interstate Highway System. Some communities and some 
utilities will pay the entire load. Most of the communities and 
utilities, many located just a short distance away, will not pay any 
of the load, and yet they will benefit almost as fully from the con- 
struction of the Interstate System. 

Different conditions. Different treatment. State legislatures acted 
accordingly. 

PUBLICLY OWNED UTILITIES 


Under the present rule, special consideration is given to publicly 
owned utilities. See especially paragraph 3 of Bureau of Public 
Roads Policy and Procedure Memorandum 30-4, issued December 
31, 1957. 

This preference will be obliterated by the proposed section 11 in 
most instances. 

It is ventured that municipalities and utility authorities of publicly 
owned classification, the Nation over will be pounding at the doors 
of Congress long before the next session opens, if the proposed section 
is approved. 

SMALL UTILITIES AND MUNICIPALITIES 


Should an Interstate Highway run to the heart of a small utility 
(it might be an REA, a co-op phone company, or electrical distribu- 
tion system, or what have you), or through or near a small city or 
village, it is conceivable that fiscal ruin could be visited upon them. 
This would be brought about if the provision for obligating a State 
to pay relocation costs is lacking in the State law. If that happened 
to be the case, situations of the type suggested are totally beyond 
repair under the proposed section 11. 

It should be clear that the vice of the proposed section 11 lies in 
its depriving the States of the discretion they now have as to when 
and under what conditions relocation costs will be paid. They may 
delegate that discretion to State officials under the present rule and 
provide some degree of flexibility which will make for equity and 
commonsense. ‘This is denied them under section 11. 


SUMMARY OF CASE FOR PRESENT RULE 


But whether the utility is publicly, privately, or cooperatively 
owned, and whether it is large or small, there are valid and sound 
reasons for the present rule: 

1. Relocation costs are legitimate construction costs which 
should be treated as an integral part of the cost of constructing 
Federal-aid highways. 

2. If utilities are required to pay relocation costs utility users 
would be unfairly burdened. They would have to pay for the 
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cost of constructing highways—once as a taxpayer and again as 
a part of the cost of each utility used. This despite the fact 
that utilities and their customers receive no special benefit from 
the new Federal highways. 

3. In many areas smaller local utilities, public and private, 
which happen to be in the path of highway construction, would 
be heavily burdened and possibly forced out of business. 

4. The new Federal-aid highway program because of its 
immense size and complexity would accentuate the burden on 
utility users of all services, electric, gas, water, sewer, and 
communications. 

5. Public rights-of-way are not solely for transportation of 
vehicles but to provide the public with all needed services and 
commodities as roads have always done. The public and not 
just the motorist provides these rights-of-way. 

It is submitted that section 111 of the 1956 act was the result of 
careful deliberation and conclusions reached after consideration of all 
of the facts. To subject it to the proposed amendment would be 
unfair to the respective States and to those comparatively few members 
of the public who would be affected because of their misfortune in 
using services of utilities in the paths of Federal-aid highway projects. 

Epwarp MartINn. 
W. Kerr Scort. 
Rosperr S. Kerr. 
Roman L. Hruska. 








SEPARATE VIEWS OPPOSING SECTION 12 OF S. 3414 OF 
SENATOR ROBERT S. KERR, SENATOR W. KERR SCOTT, 
SENATOR EDWARD MARTIN, AND SENATOR ROMAN L. 
HRUSKA: 


The undersigned object to section 12 of S. 3414, which adds a new 
section 122 to the Federal-Aid Highway Act of 1956. It is an effort 
to prohibit advertising of a certain type along the entire system of 
the Interstate Highway System. 

We think section 12 is open to most serious objections. It is 
entirely extraneous and totally unrelated to the worthy and important 
purposes and provisions of S. 3414, which is a regular biennial con- 
struction act, appropriating several billion dollars to expedite the 
construction of the Interstate and Defense Highway System. 

The section was added by a vote of 7 to 6. It was added with 
reckless disregard of the fact that such a controversial subject hi ampers 
and needlessly delays the enactment of emergency highway legislation. 

Section 12, in substance, makes the Secretary of Commerce a czar 
over the regulation of outdoor advertising within 660 fe et of the outer 
edge of the highway rights-of-way. While section 12 purports to set 
certain standards for the guidance of the Secretary, ‘it nullifies those 
standards completely by requiring that all highway advertising shall 
be “consistent with national standards to be prepared and promul- 
gated by the Secretary.”’ This is a grant of power for the regulation 
of thousands of businesses in the United States that is entirely 
unprecedented in the unlimited and arbitrary power it vests in a 
public official. 

While in its final form the bill uses the word “regulation,” its 
sponsors have consistently used the word ‘‘prohibit,”” and the power 
granted the Secretary is adequate to support prohibition. 

Section 12 is justified by its sponsors on the ground that it promotes 
beauty and esthetics (whatever that may be) and turns the Interstate 
System of Highways into scenic parkways. But at the same time, it is 
directed to only one narrow field of restriction; namely, that of 
advertising. 

It defeats the very purpose of its sponsors, because it ignores 
hundreds of notorious eyesores such as junkyards, hogpens, garbage 
dumps, automobile graveyards, dilapidated buildings, and scores of 
other unsightly objects along the right-of-way, which it must be 
conceded by the sponsors are fully as distasteful to them as are 
advertising signs. 

It would appear that if the real desire of the sponsors of the measure 
is to construct a national system of scenic parkways, then the matter 
should be approached from the standpoint of the zoning of all areas 
adjacent to the highway system and not in an attempt to specifically 
prohibit one type of business to the exclusion of many others. 

But section 12 is objectionable on other grounds most serious. 

It attempts to induce, by the expenditure of Federal money, the 
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legislatures of the States to pass legislation which they might not 
otherwise pass, in a form to be prom al ated by the Secretary of Com- 
merce, in order to obtain Federal funds. The pattern is set here for 
the total destruction of the rights of the States by the offering of 
Federal money to them to take action. The same principle may be 
applied to any other type of legislation which is without the constitu- 
tional power of the Federal Government, but which it is now sought 
to achieve by the offering of money to the States. 

If similar offers to State legislatures of millions of dollars to pass 
legislation in conformity with somebody’s wishes were made by anyone 
other than the Congress, such action would be characterized by very 
unpleasant language. 

In the beginning the proposals now set forth in section 12 were 
proposals for direct Federal action, that the Federal Government con- 
demn these 660-foot strips along the highways, or that it undertake 
to zone them. It now seems to be admitted by the proponents of the 
legislation that the condemnation of such strips by the Federal Gov- 
ernment is not constitutionally possible, since there is no taking of 
property, merely a restriction on use of property. In any event, such 
a program necessitating outright condemnation would cost so many 
billion dollars that the plan is totally infeasible. It likewise seems now 
to be admitted that there is no Federal police power under the Con- 
stitution that will permit the Congress to zone areas adjacent to 
Federal highways. 

Therefore, the present legislation is designed, by the offering of 
money by the Congress, to induce the doing of something by the 
States that the Congress itself lacks the power to do. The establish- 
ment of the principle that by the influence of money the Federal 
Government can indirectly exercise powers which it does not directly 
possess under the Constitution, sets a pattern for the destruction of 
State and local government to which we cannot subscribe, no matter 
how laudatory the alleged purposes may be. 

It is said that the offering of these sums of money is merely to 
“induce” State action. The practical fact is that it controls State 
action. One witness before the committee testified, frankly, that 
Maryland passed a highway advertising bill this year because of the 
hope that it would receive as a result of that passage $8 million of 
additional funds for roadbuilding—this statement from one of the 
sponsors of the Maryland legislation. 

In other words, we are setting here the pattern, by offering ‘“‘induce- 
ment”? money, for the passing of State legislation in a form directed by 
the Secretary of Commerce, and the State is barteri ing away for dollars 
its constitutional right of self-government by the exercise of its police 
power. 

There can be no question that the States, under our constitutional 
system, possess the basic police power necessary to control this situa- 
tion within certain constitutional limitations. ‘To induce the exercise 
of that power by the use of money to conform, not to local wishes, but 
to the wishes of a Federal official, is subversive 6f our entire constitu- 
tional system of separation of powers. 

But section 12 raises other grave legal problems to which we can- 
not subscribe. It authorizes the Sec retary of Commerce to enter into 
agreements with State highway departments to carry out the national 
policy, and in return for those agreements, offers hundreds of millions 
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of dollars of bonuses set forth in the act. Yet it must be perfectly 
clear that the State highway departments have no authority to enter 
into contracts on behalf of the sovereign States unless specifically au- 
thorized by the legislatures of the States, and no action by the Con- 
gress can endow a State highway department with authority which it 
does not otherwise have. 

Here is a statute which authorizes the Secretary of Commerce to 
make a contract with the highway department of the State to deal 
with the uses of land of third parties. Yet the Secretary of Commerce 
is contracting on a matter with reference to which Congress has no 
power to act; namely, the regulation of the uses of private property. 
The State highway department has no authority to make such a con- 
tract except by authority of its legislature. So here is the anomalous 
situation: Two parties, neither having legal authority to act, con- 
tracting to control the property rights of a third party, namely, the 
lands and the property of thousands of land owners throughout the 
Nation. 

Section 12 is also highly discriminatory among the several States. 
Some States have already passed laws controlling advertising along 
their highways. Are these States to receive a bonus for something 
which they have already done? Other States are prohibited by their 
constitutions from the expenditure of State highway funds for other 
than the construction of roads. Does this legislation contemplate an 
attempt to force these States to change their State constitutions in 
order to receive their share of the Federal handout? 

Furthermore, under the decisions of the supreme courts of most of 
the States, the zoning of property for purely esthetic purposes, which 
would be required of the States under this bill, is an unconstitutional 
exercise of the police power. Are the States whose laws and courts 
prohibit zoning for esthetic purposes to be denied their share of the 
Federal handout? 

The regulation of the uses of real property for purely esthetic 
purposes has been repeatedly denied by the courts of all of the States 
because of the utter impossibility of any tangible definition of the 
words “esthetic” and “beauty.’”’ The problem is the same as is the 
problem of censoring movies, books and similar things on the grounds 
of obscenity or public morals. Who shall say? The standards of 
esthetics are completely undefinable. Are we to have natural beauty 
as the Secretary likes it, or as the people through their legislatures 
like it? What may be beautiful to one is distasteful to another, and 
that which is distasteful to some is acceptable to others. 

Yet this legislation undertakes, if they are to get their share of the 
Federal handout, to compel the States to pass laws affecting the use of 
millions of acres of real property throughout the U nited States by 
prohibiting its use for advertising purposes, while permitting its use 
for hundreds of other much more objectionable purposes. How can 
such legislation, even by the States, be sustained, and is it not highly 
discriminatory among the various uses of real property when the 
States undertake to pass such legislation? 

Discussing still more detailed implic ations of the bill, may we point 
out the conception, as section 12 recites, that one of its purposes is 
“to protect the public investment in the National System of Interstate 
and Defense Highways.” If that is a sound ground for Federal 
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inducement of State legislation, why does it not apply equally well to 
all other large Federal investments? 

If there is a power here to control advertising “to protect the invest- 
ment” in highways, why is there not an equal power, by the use of 
Federal funds, to induce states to zone property around all public post 
offices, Federal buildings and other Federal] structures? 

The pattern here set justifies the ultimate encroachment of the 
Federal Government into local communities and rural areas throughout 
the United States for any and all kinds of Federal control which is 
beyond the direct constitutional power of the Congress. 

In an apparent endeavor to placate the owners of small businesses, 
restaurants, motels, service stations, etc., the bill permits, section 
12 (a) (3), signs not larger than-500 square inches, advertising activ- 
ities conducted within 12 miles of the point of the sign. This, it seems 
to us, is a perfectly specious provision. Such a sign is approximately 
2 feet square, and being located at a distance from the highway, is 
utterly unreadable and valueless, especially for night drivers. 

The proponents of this legislation have seemed to ignore at all times 
the fact that the new highway system is a nonaccess system; that there 
is no possibility by reason of the nature of the highway of the encroach- 
ment up to the edge of the paving of many of the things about which 
complaint is made. There can be no restaurants, filling stations, 
drive-ins and other places of business immediately adjacent to the 
driving surface of the road, as are so frequently depicted with reference 
to many old highways. Such places cannot exist along a nonaccess 
highway, since they cannot be gotten to or from the highway. 

The following section, 12 (a) (4), is a legal jungle and if enacted, is 
provocative of litigation for years to come. 

For instance, (1) it permits signs “pursuant to authorization in 
State law.’”’ Does that mean ‘“‘permitted’’? If so, there are thou- 
sands of miles of the highway system where State law permits adver- 
tising. Does it mean “specifically and affirmatively authorized’’? 
If so, it again requires legislative action by State legislatures or city 
councils. 

(2) “* * * and not ine ‘onsistent with the national policy and 
standards of this section.’”” The standards of this section are the 
wishes of the Secretary of Commerce and can amount to a prohibition, 
making the language potentially meaningless. 

(3) “* * * and designed to give information in the specific interest 
of the traveling public.” No one can define the “spec ‘ific interest” 
of the traveling public, and is advertising designed to ‘give informa- 
tion” or to promote business? 

These three qualifications, coupled together in one paragraph, are 
not only impossible of definition, but contain ambiguities which should 
be beneath the dignity of the Congress to enact. 

Section 12 is tantamount to the repeal of all municipal zoning 
ordnances of all of the areas within the United States which are now 
zoned by local authority. No matter what may have been the city 
or village plan, it if does not conform to the wishes of the Secretary 
of Commerce, then the State must either forfeit millions of dollars 
or it must repeal its municipal zoning ordnances, so far as they are 
adjacent to the highway system. 
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The amount of money which the taxpayers are being required to 
pay to beautify these highways, at one-half of 1 percent, is somewhere 
from 200 to 300 million dollars, depending entirely upon the ultimate 
cost of the Federal system. At a time of unbalanced budgets and 
unemployment, the appropriation of $200 million, not for the purpose 
of aiding employment, but for the purpose of throwing sliotitande of 
people out of employment, hardly conforms to the current needs of 
the country. It was estimated by witnesses before the committee, 
representing labor, that the number of jobs affected by this legislation 
may reach as high as 50,000. 

For all of the foregoing reasons—because the matter is not one of 
primary Federal jurisdiction; because of its profound effects upon 
the constitutional system of the country; because of the tremendous 
power over business that it places in the hands of a single Federal 
official; because of its effect upon the thousands of landowners in the 
United States, in restricting the use of their property without com- 
pensation; and because of ambiguities and difficulties in the termi- 
nology of the legislation itself—we believe that section 12 should be 
deleted from the bill. 

Ropert S. Kerr. 
W. Kerr Scorr. 
Epwarp Martin. 
Roman L. Hruska. 








ADDITIONAL VIEWS OF SENATOR MARTIN OF 
PENNSYLVANIA AND SENATOR HRUSKA 


We concur with the majority in the provisions of S. 3414 which 
have for their purpose the acceleration of the interstate and regular 
Federal-aid highway programs in order to expedite construction and 
to provide increased employment opportunities in this period of 
economic recession. 

We are opposed to the inclusion of section 12, having to do with 
outdoor advertising adjacent to the highway rights-of-way, first, 
because it has no Cuaien upon the building of roads and therefore 
should be considered in a separate bill, and, second, because the con- 
trol of such advertising is a matter which should come under the 
exclusive jurisdiction of the States. 

For some years we have witnessed the usurpation of State functions 
by the Federal Government and the gradual watering down of State 
authority. In section 12 of this bill we have another example of 
this—proposing the use of Federal highway funds, not for the build- 
ing of roads, but to bribe the States that are willing to surrender 
another portion of their sovereignty and to submit to restrictions 
imposed by Washington upon their right to segiainte in the matter of 
billboard control within their own borders. 

In this connection it should be recalled that many States have 
enacted legislation carrying out the desire of their people for bill- 
board regulation and control without looking to the Federal Treasury 
for an inducement to do so. 

It is our belief that the trust fund provisions of the Federal-Aid 
Highway Act of 1956 should be maintained and that the 50-50 ratio 
of Federal-State expenditures on the ABC roads should be continued. 


Epwarp MartTIN. 
Roman L. Hruska. 
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ADDING CERTAIN LANDS LOCATED IN IDAHO AND 


WYOMING TO THE CARIBOU AND TARGHEE NATIONAL 
FORESTS 


Marcu 24 (legislative day, Marcu 17) 1958.—Ordered to be printed 


Mr. Nevupercer, from the Committee on Interior and Insular 
Affairs, submitted the following 


REPORT 


[To accompany §. 1748] 


The Committee on Interior and Insular Affairs, to whom was 
referred the bill (S. 1748) to add certain lands located in Idaho 
and Wyoming to the Caribou and Targhee National Forests, having 
considered the same, report favorably thereon with amendments 
and recommend that the bill, as amended, do pass. 

The amendments are as follows: 

At page 4, line 16, strike the period and add the following language: 

: Provided, That any acquired lands hereby incorporated into 
the national forest shall be subject to the laws and regulations 
applicable to national-forest lands acquired under the Act 
of March 1, 1911 (36 Stat. 961), as amended. 


At page 4, line 22, strike the period and add the following language: 


and shall be subject to the laws and regulations applicable to 
national forest lands acquired under the Act of March 1 
1911 (36 Stat. 961), as amended. 


; 


At page 5, line 6, strike the period and add the following language: 
, hor to prejudice the sale or lease by the Secretary of the 
Interior of lands for which application is now pending under 
the Act of June 1, 1938 (52 Stat. 609), as amended, or any 
similar authority. 
PURPOSE OF S. 1748 
The bill proposes to add to the Caribou and Targhee National 
Forests certain lands which have been withdrawn or acquired in con- 
nection with the Palisades Reservoir reclamation project in Idaho. 
Inasmuch as the legislation would be advantageous to the Department 
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of Agriculture, the committee has unanimously recommended its 
enactment. 

The bill would not increase Federal land ownership. It would give 
national] forest status to lands acquired for the reclamation project 
which are inside the Caribou National Forest boundaries. In addi- 
tion, by extension of the Targhee National Forest boundaries, the 
bill would give national forest status to all Federal lands now in a 
narrow corridor between these two national forests, including those 
acquired or hereafter acquired in connection with the reclamation 
project. This would permit uniform development of the area, enable 
the Secretary of Agriculture to administer recreation on both sides of 
the reservoir and foster greater governmental efficiency. 


PURPOSE OF THE AMENDMENTS 


The amendments adopted by the committee were suggested by the 
Departments of Agriculture and the Interior. The first two amend- 
ments make existing and future acquired lands subject to develop- 
ment of all mineral resources. By the third amendment, approxi- 
mately 180 acres of public domain lands in the affected area on which 
Small Tract Act filings have been made prior to the introduction of 
this legislation would be excepted from the bill’s provisions and would 
not be accorded national forest status; this would permit the Small 
Tract Act filings to be perfected by the Bureau of Land Management. 


AGENCY REPORTS 


Set forth below are the favorable reports of the Department of Agri- 
culture and the Department of the Interior. 


DEPARTMENT OF AGRICULTURE, 
Washington D. C., February 17, 1958. 
Hon. James E. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
United States Senate 


Dear Senator Murray: This is in reply to your letter of April 3 
1957, requesting a report on S. 1748, a bill, to add certain lands loc mine 
in Idaho and Wyoming to the Caribou and Targhee National Forests. 

We recommend enactment of 5S. 1748 with amendments as suggested 
below. 

This bill would: (1) Extend the exterior boundaries of the Targhee 
National Forest in Idaho and Wyoming to include about 22,000 addi- 
tional acres in and near the Palisades reclamation project; (2) give 
national forest status to lands within this extension and ewtuee 
in the Targhee and Caribou National Forests now owned (about 
15,700 acres) or later acquired by the United States in connection with 
Palisades project; (3) direct the Secretary of Agriculture to make 
available to the Department of the Interior such lands as may be 
needed for the Palisades project; an (4) authorize the Secretaries of 
the two departments to enter into agreements with respect to the 
administration of, and accounting for and use of revenues from lands 
made available to the Department of the Interior. Privately owned 
lands within the national-forest boundaries would in no way be 
affected by the bill. 
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The Palisades Reservoir is created by a dam in the Snake River in 
sec. 17, T. 1 S., R. 45 E., in Idaho. In this particular area the Snake 
River is the easterly boundary of the Caribou National Forest. 
From % mile to 4 miles on the other side of the river is the westerly 
boundary of the Targhee and Bridger National Forests, mainly the 
Targhee. This narrow corridor which now separates the national 
forests would be eliminated if the bill were enacted. The Palisades 
Reservoir now occupies (a) some national-forest lands, (6) certain 
lands inside the Caribou National Forest boundary acquired by the 
Bureau of Reclamation, and (c) public domain and Bureau of Recla- 
mation acquired lands comprising part of the corridor between the 
national forests. About 70 percent of the described land is within 
the reservoir limits; the remainer closely adjoins it. 

The bill would not increase Federal ownership. It would give 
national-forest status to lands acquired for the reclamation project 
which are inside the Caribou National Forest boundaries. In addition, 
by extension of the Targhee National Forest boundaries the bill 
would give national-forest status to all Federal lands now in the 
corridor between the two national forests, including those acquired 
wr hereafter acquired in connection with the reclamation project. 

The giving of national-forest status to lands inside national-forest 
boundaries and acquired in connection with a reclamation project is 
in accord with the policy recommended to you by this Department on 
March 21, 1957 in its report on S. 60 and adopted by the Interior and 
Insular Affairs Committee in its favorable report on S. 60. 

This would permit uniform development of the area, enable the 
Secretary of Agriculture to administer recreation on both sides of the 
reservoir, and foster greater governmental efficiency. 

The Palisades Reservoir offers many opportunities for public 
recreation use. Much of this use will be on lands adjoining or tributary 
to the reservoir in the form of camping, picnicking, summer homes, 
boat landing facilities and similar uses. Camp and picnic ground 
facilities valued at $148,000 have been installed by the Department 
of Agriculture with funds provided by the Department of the Interior 
as part of the construction authorization. A part of existing and 
future facilities are or will be on lands acquired by the Bureau of 
Reclamation, or lands outside present national-forest boundaries. 
There is a large job of maintaining and servicing recreational facilities 
and planning and installing those required to meet future demand. 
The Department of Agriculture has personnel in the vicinity and 
supervises recreational and other land-use adtivities on nearby and 
intermingled national-forest lands. Funds appropriated for the 
national forests are available only for use on, or for protection of, 
national-forest lands. They cannot be used to build or service facilities 
or to develop or administer Bureau of Reclamation acquired lands or 
other Federal lands outside the national forest. 

It is suggested that the bill be amended in order to make existing 
and future acquired lands subject to development of all mineral 
resources. This can be accomplished as follows: 

Page 4, line 16. Strike the period and add “; Provided, That any 
acquired lands hereby incorporated into the national forest shall be 
subject to the laws and regulations applicable to national-forest lands 
acquired under the Act of March 1, 1911 (36 Stat. 961), as amended.” 
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Page 4, line 22. Strike the period and add “and shall be subject to 
the laws and regulations applicable to national forest lands acquired 
under the Act of March 1, 1911 (36 Stat. 961), as amended.” 

[t is the interpretation of this Department that the language of 
section 4 (a) would not preclude the making of desirable land exchanges 
within national-forest boundaries from time to time under other ap- 
plicable authority. 

It has come to our attention that prior to introduction of S. 1748 
there were filed with the local office of the Bureau of Land Manage 
ment, pursuant to the Small Tracts Act of June 1, 1938, as amended 
(43 U.S. C. 682a), several small-tract purchase applications involving 
public domain lands described in the bill. These applications involve 
lands in the EXNWY, of sec. 8 and NY¥NWY of sec. 17, T. 2 5., R. 
16 K. These subdivisions, particularly the N’%NW*% of section 17, 
are suitable for public use in connection with the Palisades Reservoir, 
and we believe that the long-term public interest will be served best 
by retaining them in public ownership and including them in the 
national forest as provided by this bill. Such action would remove 
them from the operation of the aforementioned act of June 1, 1938 
as amended. However, if the Congress determines that the above- 
described subdivisions should remain subject to the Small Tracts Act, 
so as to permit adjudication of applications therefor filed prior to intro- 
duction of the bill, we would not object to amendment of 5. 1748 to 
eliminate them from its provisions. This could be accomplished 
follows: 

Page 2, line 25. Strike the words “half of section 8; the west half 
of section 17;” and insert in lieu thereof “half of the northwest quarter 
and the southwest quarter of section 8; the south half northwest 
quarter and the southwest quarter of section 17;” 


The Bureau of the Budget advises that there is no objection to the 
submission of this report. 
Sincerely yours, 


KE. T. Benson, Secretary 


DePARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Wash ington, Pa bruary P1. 1958. 
Hon. James E. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
United States Senate, Wash ington, on Pe, 

Dear Senator Murray: A report has been requested from this 
Department on S. 1748, a bill to add certain lands located in Idaho 
and Wyoming to the Caribou and Targhee National Forests. 

Subject to your committee’s consideration of an amendment set 
forth hereafter, we recommend enactment of S. 1748. 

The bill proposes to add to the Caribou and Targhee National 
Forests certain — which have been withdrawn or acquired i in con- 
nection with the Palisades Reservoir reclamation project in Idaho. 
This will, we understand, be advantageous to the Department of 
Agriculture and will not be disadvantageous to this Department. 

“We point out, however, that there are outstanding a small number 
of applications under the Small Tracts Act and similar authorities for 
lands covered by the bill. We believe that S. 1748 should be amended 
to permit these applications to be perfected. This can be accom- 
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plished by changing the period at the end of section 4(a) to a comma 
and adding “‘nor to prejudice the sale or lease by the Secretary of the 
Interior of lands for which application is now pending under the Act 
of June 1, 1938 (52 Stat. 609), as amended, or any similar authority.” 
The Bureau of the Budget has advised that there would be no 
objection to the submission of this report to your Committee. 
Sincerely yours. 
Frep G. AANDARL, 
Assistant Secretary of the Interior. 


O 
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LAND EXCHANGE, GUNNISON NATIONAL MONUMENT, 
COLO. 


Marcu 24 (legislative day, Marcu 17), 1958.—Ordered tobe’ printed 


Mr. NevperGer, from the Committee on Interior and Insular Affairs, 
submitted the following 


REPORT 
{To accompany 8. 1697] 


The Committee on Interior and Insular Affairs, to whom was re- 
ferred the bill (S. 1697) to authorize the exchange of certain lands at 
Black Canyon of the Gunnison National Monument, Colo., and for 
other purposes, having considered the same, report favorably thereon 
with amendments and recommend that the bill, as amended, do pass. 

The amendments are as follows: 

At page 1, line 3, beginning with the word “That’’, strike all the 
language up to and including line 9, and insert in lieu thereof the fol- 
lowing: 

That in order to bring about desirable land use and owner- 
ship adjustments relating to certain private and federally 
owned lands within the Black Canyon of the Gunnison 
National Monument, Colorado, and in order to facilitate 
the administration of such monument, the Secretary of 


At page 3, line 3, strike the number “86” and insert the number 
«QQ? 


PURPOSE OF 8. 1697 


S. 1697, if enacted, would enable the Department of the Interior 
to acquire private inholdings within the Gunnison National Monument 
which are blocking plans for development in the area. 

A recent Government resurvey of lands within the Gunnison Na- 
tional Monument has demonstrated the existence of errors in a plat 
based on an 1884 survey. Through the land exchanges authorized 
by this bill, the Government would acquire a privately owned tract 
which would permit the development of suitable roads, a headquarters, 
campgrounds, and other visitor-use facilities. Development of these 
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features is impossible until the tract of land in question is brought 
into Federal ownership. 

The contemplated exchanges would be on a basis of equal value. 
The land to be exchanged by the Government will subsequently be 
excluded from the exterior boundaries of the monument, thus fully 
achieving the desired consolidation of Federal holdings in this area 


AGENCY REPORTS 


The favorable reports of the Department of the Interior and the 
Bureau of the Budget are set forth below. 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., January 14, 1988. 
Hon. James E. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
United States Senate, Washington, D. C. 

DeAR Senator Murray: Your committee has requested a report 
on S. 1697, a bill to authorize the exchange of certain lands at Black 
Canyon of the Gunnison National Monument, Peon and for other 
purposes. This bill would permit the exchange of 52.45 acres of Fed- 
eral land in the national monument for 45.55 acres of private land 
therein. These properties are of approximately equal value. 

We recommend the enactment of this bill if amended as hereafter 
indicated. 

Private inholdings at Black Canyon of the Gunnison National 
Monument, Colo., constitutes a problem in that area. The develop- 
ment of suitableroads, headquarters area, campgrounds, visitor-use 
facilities, employee residences, and other facilities proposed under our 
mission 66 program relating to the national-park system are practically 
stalmated in this particular monument until certain privately owned 
tracts are acquired by the Government. 

This proposed exchange is in the interest of the Federal Government 
and would help to resolve the inholding problem by promoting the 
consolidation of Federal holdings in that area. In addition, it would 
assist the owner of the private property that would be conveyed to 
the United States in settling certain matters relating to the use and 
ownership of his property. Private surveys made several years ago 
relating to this private property apparently created an erroneous 
belief on the part of the owner as to the boundaries of the area owned 
by such person. We believe this has now been clarified and will be 
fully resolved by the proposed exchange. 

Our investigation of this proposal indicates the desirability of 
some clarification in the bill in order to avoid any unwarranted impli- 

cation concerning Federal obligations with respect to the private 
properties that would be involved in the exchange. Also, such 
clarification is desirable in order to obviate a precedent that would be 
undesirable from the standpoint of the future management and 
administration of the public lands. While no change in the substance 
of the bill would result, we recommend that the explanation and 
justification for the proposed exchange, as set forth in the first part 
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of the bill, be revised in accordance with the following suggested 
amendment: 

Beginning on line 3, page 1, strike out the language up to and includ- 
ing line 9, on page 1, and insert in lieu thereof the following: ‘“That in 
order to bring about desirable land use and ownership adjustments 
relating to cer rtain private and federally owned lands within the Black 
Canyon of the Gunnison National Monument, Colorado, and in order 
to facilitate the administration of such monument, the Secretary of’’. 

An additional amendment is desired also in order to correct a typo- 
graphical error in the bill. We recommend accordingly that on page 3, 
line 3, the number “86” immediately preceding the word ‘‘degrees” be 
changed to read ‘‘88.”’ 

The Bureau of the Budget has advised us that there would be no 
objection to the submission of this report to your committee. 

Sincerely yours, 
Rocrr C. Ernst, 
Assistant Secretary of the Interior. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BuREAU OF THE BuDGET, 
Washington, D. C., January 13, 1958. 
Hon. James E. Murray, 
Chairman, Committee on Interior and Insular Affairs, 
United States Senate, Washington, D. C. 

My Dear Mr. Cuarrman: This is in reply to your request for the 
views of this Bureau on 8S. 1697, a bill to authorize the exchange of 
certain lands at Black Canyon of the Gunnison National Monument, 
Colo., and for other purposes. 

S. 1697 would enable the Department of the Interior to acquire 
private inholdings within the monument which are blocking plans 
for development of the area. The Secretary of the Interior, in a 
separate report he is making to your committee on this bill, recom- 
mends certain amendments to protect Federal interests. T he Bureau 
of the Budget recommends enactment of S. 1697 if amended as recom- 
mended by the Secretary. 

Sincerely yours, 
Rosert E. Merriam, 
Assistant Director. 
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EQUIPMENT ALLOWANCE FOR RURAL CARRIERS 


Marcu 24 (legislative day, Marcu 17), 1958.—Ordered to be printed 


Mr. Jounston of South Carolina, from the Committee on Post Office 
and Civil Service, submitted the following 


REPORT 


[To accompany 8. 3050) 


The Committee on Post Office and Civil Service, to whom was 
referred the bill (S. 3050) to increase the equipment maintenance 
allowance for rural carriers, and for other purposes, having considered 
the same, report favorably thereon with an amendment “and recom- 
mend that the bill, as amended, do pass. 


COMMITTEE AMENDMENT 
Page 1, line 10, strike out “$4.50” and insert ‘$3.50’. 
STATEMENT 


The bill would increase the basic equipment allowance for rural 
carriers of the Post Office Department to 11 cents per mile from the 
present rate of 9 cents per mile, and as amended provides a minimum 
allowance of $3.50 per day. In actual operation, this means that a 
rural carrier with a route of 32 miles or less would receive the $3.50 
minimum allowance, whereas carriers with routes in excess of 32 miles 
would receive 11 cents per mile. 

Present law provides that in addition to the basic allowance of 9 
cents per mile carriers serving “heavily”? patronized routes may be 
given an extra amount which, together with the mileage allowance, 
will not exceed a total of $3 per day. In other words, a rural carrier 
serving a route of less than 33 miles deemed by the Post Office Depart- 
ment to be “heavily”? patronized, receives the basic 9 cents per mile 
and may be given an additional allowance which will not increase his 
total equipment allowance to more than $3 per day. This limitation 
prevents a rural carrier having a route of 33 miles or over from receiv- 
ing any additional allowance even though he is serving a route deemed 
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to be “‘he avily”” patronized because his basic mileage allowance is in 
excess of the $3 ceiling. 

The bill would ¢ hange existing law in this regard by providing that 
the Postmaster General may give rural carriers an allowance of not 
to exceed $2.50 per day for serving routes deemed to be “heavily 
patronized without regard to the basic mileage allowance 


9” 


JUSTIFICATION 
The equipment allowance for rural carriers has not been increased 
since 1951. Since that time the cost of automobiles bas increased over 
30 percent; repairs over 60 perce nt; license and other taxes in excess of 
40 percent; insurance approximately 30 percent; gasoline and oil some 
20 percent; and, other operating costs proportionately. 

Rural carriers are required to provide adequate vehicles to perform 
their daily duties. Convincing testimony was presented during public 
hearings indicating that the current allowance falls short of re imburs- 
ing carriers for their actual expenses incurred in owning and operating 
equipment necessary to the performance of their assigned duties. 
The result is that rural carriers are currently subsidizing the Govern- 
ment by furnishing and operating their vehicles at annual losses 
running from $200 to $500 per annum. 


PUBLIC HEARINGS 


Public hearings were held on February 7, 1958. Several Senators 
and Representatives testified in support of the bill. Also, favorable 
testimony was received from representatives of all interested employee 
groups. The Post Office Department appeared in opposition to the 
bill until such time as it might survey the matter. However, the com- 
mittee suggests that further surveys are not necessary. 


COST 


The Post Office Department estimated that the bill, as introduced, 
would increase expenditures by some $13 million annually but that, as 
amended, the cost would amount to $11,200,000 annually. 


CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as re- 
ported, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italic) : 


Section 609 (a) or THE PostaL Fre_p Service ComprENsATION AcT 
oF 1955 


(Sec. 609. (a) In addition to the compensation provided in the 
Rural Carrier Schedule, each rural carrier shall be paid for equipment 
maintenance a sum equal to 9 cents per mile for each mile or major 
fraction of a mile scheduled. The Postmaster General may pay 
such additional equipment maintenance allowance as he determines 
to be fair and reasonable, not in excess of $3 per day when combined 
with the equipment maintenance allowance provided by the preceding 
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sentence, to rural carriers entitled to additional compensation under 
section 302 (c) of this Act for serving heavily patronized routes. Pay- 
ments for such equipment maintenance shall be made at the same 
periods and in the same manner as payments of regular compensation. J 

Src. 609. (a) In addition to the compensation provided in the Rural 
Carrier Schedule, each rural carrier shall be paid for equipment main- 
tenance a sum equal to (1) 11 cents per mile for each mile or major 
fraction of a mile scheduled or (2) $3.50 per day, whichever is greater. 
In addition to the allowance provided by the preceding sentence, the 
Postmaster General may pay such amount as he determines to be fair 
and reasonable, not in excess of $2.50 per day, to rural carriers entitled 
to additional compensation under section 302 (c) of this Act for serving 
heavily patronized routes. Payment for such equipment maintenance 
shall be made at the same periods and in the same manner as payments 


of regular compensation. 
yy res oa 
VW 
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TULELAKE AREA—MINIMUM WHEAT ALLOTMENT 


Marcu 25 (legislative day, Marcu 17), 1958.—Ordered to be printed 


Mr. Exvtenper, from the Committee on Agriculture and Forestry, 
submitted the following 


REPORT 
[To accompany 8. 3120] 


The Committee on Agriculture and Forestry, to whom was referred 
the bill (S. 3120) to exempt the production of durum wheat in the 
Tulelake area, Modoe and Siskiyou Counties, Calif., from the acreage- 
allotment and marketing-quota provisions of the Agricultural Adjust- 
ment Act of 1938, as amended, having considered the same, report 
thereon with a recommendation that it do pass with amendments. 

This bill, with the committee amendment to its text, provides for a 
minimum wheat-acreage allotment in the Tulelake area for 1958 and 
1959 of 8,000 acres. The additional acreage would be allotted within 
the area on the basis of relative needs, tillable acreage, and other 
factors; and, if planted, would be taken into account in establishing 
future State, county, and farm allotments. No farm receiving addi- 
tional acreage could participate in the wheat-acreage reserve program, 
and no wheat produced thereon would be eligible for price support. 

The Tule lake division of the Klamath project was developed by the 
Bureau of Reclamation and released by it for homesteading by World 
War I and II veterans. It is estimated that more than 95 percent of 
those now farming in the area are such veterans. 

The area has a very short growing season, and only a few crops can 
be raised. Prior to 1952, the two principal crops were potatoes and 
malting barley. Durum wheat was introduced in 1952, and was 
found to provide a desirable rotation. Following potatoes, it re- 
moves the excess nitrogen left in the soil from the previous year’s 
potato crop and makes possible the growing of low nitrogen content 
barley in the succeeding 2 years. In addition, the diversion of 
acreage in other areas from allotment crops has increased barley 
production on the west coast to such an extent as to reduce sub- 
stantially the income to be obtained from that crop by these farmers. 
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During 1956 and 1957 producers in this area planted durum wheat 
under the special durum-wheat provisions of section 334 (e) of the 
Agricultural Adjustment Act of 1938, and have developed a good 
local market for such wheat, which cannot be economically satisfied 
by wheat from other areas. However, acreage planted pursuant to 
section 334 (e), which has now expired, is not counted in computing 
future allotments. Consequently, this area has a very low production 
history, and very low allotments, in relation to acreage actually 
planted. The acreage planted in 1956 was 6,738 acres and in 1957 
was 4,569 acres. The acreage allotted in 1958 is 546 acres. By 
providing a minimum allotment of 8,000 acres for 1958 and 1959, the 
bill would provide these farmers with a needed cash crop, permit good 
rotation, and provide a supply for the market which has been 
developed in the area. 

The bill has been limited to 1958 and 1959. The history built up 
during these 2 years, together with acreage from the national allot- 
ment reserve and the history obtained therefrom, is e xpec ted to provide 
these farmers with fair and equitable allotments in the future. 

The report of the Department of Agriculture is attached. The 
committee amendment was prepared by the Department subsequent 
to its report to provide the legislative action to which it would not 
object. 


DEPARTMENT OF AGRICULTURE, 
Washington, dD. ( 
Hon. ALLEN J. ELLENDER, 
Chairman, Committee on Agriculture and Forestry, 
United States Senate. 

Dear Senator EvLenpER: This is in reply to your request of 
January 25, 1958, for a report on S. 3120, a bill to exempt the produc- 
tion of durum wheat in the Tulelake area, Modoc and Siskiyou 
Counties, Calif., from the acreage-allotment and marketing-quota 
provisions of the Agricultural Adjustment Act of 1938, as amended. 

This Department does not recommend the enactment of 5S. 3120. 

This bill would amend section 334 of the Agricultural Adjustment 
Act of 1938, as amended, so as (1) to exempt from the wheat-acreage 
allotment and marketing-quota provisions of the act the production 
of durum wheat (class II) in the portions of Modoc and Siskiyou 
Counties, Calif., that comprise the area known as the Tulelake 
division of the Kalmath project of California, and (2) to make durum 
wheat (class II) produced in such area ineligible for price support 
under section 101 of the Agricultural Act of 1949, as amended. 

Our principal objection to this bill stems from the fact that it 
would establish a precedent which could be used by other groups 
of wheat producers or producers of other basic agric ultural commodi- 
ties as a basis for similar requests for exemption from acreage allot- 
ments and marketing quotas. Such requests, if granted, could work 
to the disadvantage of producers in other areas and would be in- 
consistent with the real purpose and objectives of the production 
adjustment programs. It is obvious that sing bill was designed to 
eo unlimited production of durum wheat in the Tulelake are: 
of California for the purpose of supplying the’ entire west coast with 
oafficie nt macaroni products made from locally produced hard amber 
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durum wheat to replace the supply of such products which is now 
being shipped to the coast from other areas of production. 

Although we are opposed to this bill, we are sympsthetic to the 
Tulelake Basin farmers’ problem and appreciate the fact that existing 
legislation will not permit the establishment of 1958 wheat-acreage 
allotments for farms in the area which will reflect their operation during 
recent years. Therefore, the Department would not object to legis- 
lative action which would provide the area with a reasonable wheat- 
acreage allotments for 1958 and subsequent years to be apportioned 
by the Secretary, through the local committee, among the farms 
within the area on the basis of tillable acreage crop rotation practices, 
type of soil, and topography. 

Whatever the amount of the allotment acreage that may be legisla- 
tively provided for the area, we would recommend that such acreage 
be in addition to the national wheat-acreage allotment for 1958 but 
as part of the national allotment for 1959 and subsequent years. 

The Bureau of the Budget advises that there is no objection to the 
submission of this report. 

Sincerely yours, 
True D. Morss, 
Acting Secretary. 


CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as re- 
ported, are shown as follows (existing law proposed to be omitted is 
enclosed in black brac kets, new matter is printed in italics, existing 
law in which no change is proposed i is shown in roman): 


AGRICULTURAL ADJUSTMENT Act or 1938 


Sec. 334. (a) The national acreage allotment for wheat, less a re- 
serve of not to exceed 1 per centum thereof for apportionment as 
provided in this subsection, shall be apportioned by the Secretary 
among the several States on the basis of the acreage seeded for the 
produc tion of wheat during the ten calendar years ‘immediately pre- 
ceding the calendar year in which the national acreage allotment is 
determined (plus, in applicable years, the acreage diverted under 
previous agricultural adjustment and conservation programs), with 
adjustments for abnormal weather conditions and for trends in acre- 
age during such period.'’ The reserve acreage set aside herein for 
apportionment by the Secretary shall be used to make allotments to 
counties, in addition to the country allotments made under subsection 
(b) of this section, on the basis of the relative needs of counties for 
additional allotment because of reclamation and other new areas 
coming into the production of wheat during the ten calendar years 

! The following proviso would be added by H. R. 11086 which has been passed by the House and Senate, 
but has not yet been approved by the President: 

‘Provided, That in establishing State acreage allotments the acreage seeded for the production of wheat 
plus the acreage diverted for 1959 and any subsequent year for any farm on which the entire amount of 
the farm marketing excess is delivered to the Secretary or stored in accordance with applicable regula- 
tions to avoid or postpone payment of the penalty shall be the base acreage of wheat determined for the 
farm under the regulations issued by the Secretary for determining farm wheat acreage allotments for 
such year, but if any part of the amount of wheat so stored is later depleted and penalty becomes due by 
reason of such depletion, for the purpose of establishing State wheat acreage allotments subsequent to 


such depletion the seeded plus diverted acreage of wheat for the farm for the year in which the excess 
was produced shall be reduced to the farm wheat acreage allotment for such year.” 
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ending with the calendar year in which the national acreage allotment 
is proclaimed. 

(b) The State acreage allotment for wheat, less a reserve of not to 
exceed 3 per centum thereof for apportionment as provided in sub- 
section (c) of this section, shall be apportioned by the Secretary 
among the counties in the State, on the basis of the acreage seeded 
for the production of wheat during the ten calendar years immedi- 
ately preceding the calendar year in which the national acreage allot- 
ment is determined (plus, in applicable years, the acreage diverted 
under previous agricultural adjustment and conservation programs), 
with adjustments for abnormal weather conditions and trends in acre- 
age during such period and for the promotion of soil-conservation 
practices.” 

(c) The allotment to the county shall be apportioned by the Secre- 
tary, through the local committees, among the farms within the county 
on the basis of past acreage of wheat tillable acres, crop-rotation prac- 
tices, type of soil, and topography. Not more than 3 per centum 
of the State allotment shall be apportioned to farms on which wheat 
has not been planted during any of the three marketing years imme- 
diately preceding the marketing year in which the allotment is made. 


* * *~ a” = *x * 


“(4) Notwithstanding any other provision of this Act the Secretary 
shall increase the acreage allotments for the 1958 and 1959 crops of 
wheat for farms in the irrigable portion of the area known as the Tule- 
lake Division of the Klamath project of California located in Modoc 
and Siskiyou Counties, California, as defined by the United States 
De partment of Interior, Bureau of Reclamation, and hereinafter referred 
to as the area. The increase for the area for each such crop shall be 


de acta by adding to the total allotments established for farms in the 
area for the particular crop without regard to this subsection, hereinafter 
referred to as the original allotments, an acreage sufficient to make 
available for each suc h crop a total allotment of ¢ ight thousand acres for 
the area. The additional allotments made available by this subsection 
shall be in addition to the National, State and county allotments other- 
wise established under this Act, but the acreage planted to wheat pursu- 


2 The following proviso would be added by H. R. 11086 

Provided, That in establishing county acreage allotments the acreage seeded for the production of 
wheat plus the acreage diverted fer 1959 and any subsequent year for any farm on which the entire 
smount of the farm marketing excess is delivered to the Secretary or stored in acecrdance with applic- 
able regulations to avoid or postpone payment of the penalty shall be the base acreage of wheat deter- 
mined for the farm under the regulations issued by the Secretary for determining farm wheat acreage 
allotments for such year, but if any part of the amount of wheat so stored is later depleted and penalty 
becomes due by reason of such depletion, for the purpose of establishing county acreage allotments 
subsequent to such depletion the seeded plus diverted acreage of wheat for the farm for the year in 
which the excess was produced shall be reduced to the farm wheat acreage allotment for such year.” 
rhe following would be added by H. R. 11086: 
‘For the purpose of establishing farm acreage allotments—(i) the past acreage of wheat on any farm for 
1958 shall be the base acreage determined for the farm under the regulations issued by the Secretary for 
determining 1958 farm wheat acreage allotments; (ii) if subsequent to the determination of such base 
acreage the 1958 wheat acreage allotment for the farm is increased through administrative, review, or 
court proceedings, the 1958 farm base acreage shall be increased in the same proportion; and (iii) the past 
acreage of wheat for 1959 and any subsequent year shall be the wheat. acreage on the farm which is not in 
excess of the farm wheat acreage allotment, plus, in the case of any farm which is in compliance with its 
farm wheat acreage allotment, the acreage diverted under such wheat allotment programs: Provided, 
That for 1959 and subsequent. years in the case of any farm on which the entire amount of the farm 
marketing excess is delivered to the Secretary or stored in accordance with applicable regulations to avoid 
or postpone payment of the penalty, the past acreage of wheat for the year in which such farm marketing 
excess is so delivered or stored shall be the farm base acreage of wheat determined for the farm under the 
regulations issued by the Secretary for determining farm wheat acreage allotments for such year, but if 
any part of the amount of wheat so stored is later depleted and penalty becomes due by reason of such 
depletion, for the purpose of establishing farm wheat acreage allotments subsequent to such depletion 
the past acreage of w son at for the farm for the year in which the excess was produced shall be reduced to 
the farm wheat acreage allotment for such year.” 





. rr 
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ant to such increased allotments shall be taken into account in establish- 
ing future State, county, and farm acreage allotments. The Secretary 
shall apportion the additional allotment acreage made available under 
this subsection between Modoc and Siskiyou Counties on the basis of 
the relative needs for additional allotments for the portion of the area in 
each county. The Secretary shall also allot such additional acreage to 
individual farms in the area for which an application for an increased 
acreage is made on the basis of tillable acres, crop rotation practices, type 
of soul and topography, and taking into account the original allotment 
for the farm, vf any. 


O 
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Mr. Magnuson, from the Committee on Interstate and Foreign 
(Commerce, submitted the following 


REPORT 
[To accompany 8. 2617] 


The Committee on Interstate and Foreign Commerce, to whom was 
referred the bill (S, 2617) to amend the Migratory Bird Hunting Stamp 
Act of March 16, 1934, as amended, having considered the same, 
report favorably thereon with an amendment and recommend that 
the bill, as amended, do pass. 

Public hearings were held by your committee on this legislation, and 
everyone desiring to testify was given an opportunity to be heard. All 
witnesses, including conservation and wildlife groups, expressed their 
unqualified approval of the bill herewith reported. Assistant Secre- 
tary of the Interior for Fish and Wildlife, Mr. Ross Leffler, charac- 
terized the legislation as one of the most important pieces of conserva- 
tion legislation to come before the Congress in many years. 


PURPOSE OF THE BILL 


2617, as amended and approved by unanimous vote of your com- 
eae proposes an increase in the cost of migratory bird hunting 
stamps (duck stamps) from $2 to $3. The revenue thus produced 
(after deducting the cost of printing and distributing the stamps) 
would be used solely for the location, ascertainment, and acquisition 
of lands for migratory-bird refuges and waterfowl-production areas. 

Under the terms of this bill, the Secretary of the Interior would 
have discretionary authority to open a maximum of 40 percent of 
any refuge to the hunting of migratory waterfowl. Presently, this 
authority is limited to 25 percent of the land acres acquired with 
duck-stamp funds. Frequently, the checkerboard pattern which has 
resulted from the use of several sources of funds in refuge land acqui- 
sition makes the opening of even 25 percent of the lands acquired 
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with duck-stamp funds impracticable. Each waterfowl area has indi- 
vidual characteristics which require greater latitude in management 
than is now permissible. Discretionary latitude in the opening of 
national waterfowl-refuge lands to public hunting would make it 
possible to compensate for seasonal variations in the quality of feed- 
ing and resting grounds resulting from water conditions and many 
other factors bevond the control of management. A further con- 
sideration is the frequent need of allowing additional hunting to cope 
with problems of waterfowl depredation or to allow for an adequate 
harvest of species in abundance. It would also make it possible to 
take prompt corrective action in dealing with devastating eruptions 
of botulism or other waterfowl] diseases 

To further implement the manageme nt features referred to and to 
enhance opportunities for saving the remaining small marshes in the 
principal waterfowl-production areas of the United States, the 
amended bill would give special recognition to the desirability of 
bringing these lands under Federal control, while at the same time 
permitting waterfowl hunting to continue unabated. The production 
grounds of the Dakotas, Minnesota, and Montana represent the 
principal waterfowl-breeding grounds in the continental United States. 
A program of preservation through control by Federal acquisition of 
fee title or lease agreement is contemplated to insure the continued 
availability of these lands for breeding purposes. One of the chief 
objections on the part of the landowners under present law would be 
the inevitable curtailment of hunting. Obviously, it would not be 
feasible to open to hunting either 25 or 40 percent of each 2- to 10-acre 
marsh. Moreover, these areas freeze over early and offer only limited 
hunting opportunities. Since hunting activities would in no way 
interfere with the primary purpose for which these areas will be 
established, it is proposed that they be designated as management 
areas not subject to any statutory restriction with respect to hunting. 


LAND ACQUISITION 


The Fish and Wildlife Service of the Department of the Interior 
estimates that at the present rate of acquisition it will take over 100 
years to secure the needed lands. Under S. 2617, as amended, with 
the entire proceeds from the sale of duck stamps being used for land 
acquisition (ess the charges by the Post Office Department) it is 
estimated that desired land can be obtained in from 20 to 25 years. 

The average cost of land today is $40 per acre as compared to $3 
per acre at the time of the original act in 1934. 

At this time migratory bird refuge lands, through purchase and 
donation consist of approximately 3% million acres. 

The primary purpose of raising the duck stamp from $2 to $3 
and using all of the funds for land acquisition (less Post Office ex- 
pense) is to acquire vital waterfowl habitat while the opportunity to 
do so still exists. Available information on waterfowl habitat indi- 
cates that 12,500,000 acres should be in public control. Of this 
total it is estimated that about 5 million acres will be secured by the 
States, leaving 4 million acres to be purchased by the Secretary of 
the Interior from the $3 duck-stamp fund. 
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EFFECTIVE DATE OF THE LEGISLATION 


An effective date for the proposed increase in the price of the duck 
stamp would be fixed at July 1, 1959, to avoid unnecessary fiscal 
complications. Likewise, to permit an essential realinement of the 
fiscal program of the Bureau of Sport Fisheries and Wildlife, July 1, 
1960, would be fixed as the date following which the net proceeds 
from duck-stamp revenues would be devoted exclusively to land 
acquisition. 


MIGRATORY BIRD HUNTING STAMP FUNDS 


Since March 16, 1934, the enactment date of the act, $54,029,540 
has been realized from the sale of duck stamps. Of this amount only 
$7,449,908 has been used for land acquisition. The balance of the 
fund has gone to the Post Office Department for stamp costs, enforce- 
ment $6,490,950, research $2,287,519, refuge maintenance $18,395,573, 
refuge development $10,513,588, engineering $676,650, administra- 
tion $1,925,814, and wetland and river-basin studies $681,670. 


SUMMARY OF FUNDS AVAILABLE 


The funds available under the migratory bird conservation (duck 
stamp) account follow: 
Unobligated balance in account as of July 1, 1958___.-- -u---.-. $2, 736, 007 


Estimated migratory bird hunting stamp sale receipts for fiscal year 
1958, July 1, 1958, to June 30, 1959, 2,225,000 stamps, at $2 each. 4, 500, 000 


Estimated total oe available to finance fiscal year 1959 
program, July 1, 1958, to June 30, 1959__-_--- duweryyie> ao; ORT 
Fiscal year 1959 program estimates as per statement attac hed._.._- 5, 048, 000 


Note.—The foregoing is tabulated on p. 687 of the budget of the U. 8. Government for the fiscal year 
ending June 30, 1959. 


STATEMENT OF ACCOUNT PROGRAM 


A statement of the migratory bird conservation account (duck 
stamp) program for fiscal year 1959 follows: 
|. National wildlife refuges: 


Operation and maintenance 
Land acquisition. __.._--.--- 


_. $1, 754, 000 
..-- 1, 600, 000 


Subtotal _ __- Sl ae ; ; aid 3, 354, 000 


2. Management and enforcement: 
Enforcement 


+1 1, 000 
Management_________- 


bs 711 
seca ‘ ncaa 241, 000 


Subtotal aS ates ; 952, , 000 
3. Wildlife research_-- % . a 283, 000 
!. Wetlands habitat prese rvation ; ; ord ; 185, 000 
5. General administrative expenses = 274, 000 
Total ; 5, ; O48, 000 
Estimated unobligated balance in account as of July 1, 1959__.____ 2, 188, 007 


There is attached hereto comments from the Department of Justice, 
the Comptroller General of the United States, and the Department of 
the Interior on S. 2617. 
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DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., February 14, 1958. 
Hon. WarREN G. Maanuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

Dear SENATOR MacGnoson: This is in response to your request for 
the Department’s views on S. 2617, a bill to amend the Migratory 
Bird Hunting Stamp Act of March 16, 1934, as amended. 

We recommend that S. 2617 not be enacted. 

Oe the bill would modify the existing act in the following 
ways: (1) Not less than 65 percent of the revenues shall be available for 
the loc: ey ascertainment, and acquisition of inviolate migratory bird 
refuges, (2) not more than 15 percent shall be available for adminis- 
tration, enforcement, and regulatory investigations in connection with 
the act and the costs of printing and selling the duck stamps, and 

) the remainder to be available for development and maintenance of 
the refuges. 

Assuming the same level of duck-stamp revenues as is presently 
received, the 65-percent provision for land acquisition would mean 
earmarking $2,925,000 for this purpose. This would leave a total of 
$1,575,000 available for refuge development and maintenance, enforce- 
ment, regulatory surveys, research, wetlands-preservation investiga- 
tions, administration and the costs of printing and handling the 
stamps as omens with $3,100,000 budgeted for these programs in 
the fiscal year 1958. These programs are essential to the welfare of 
migratory birds and cannot be reduced without serious adverse effect 
on the proper management of this resource. While the increased 
funds for land acquisition, as insured by earmarking, are badly needed 
and will be very helpful for preserving essential waterfowl habitat, it 
should be pointed out that this increase will not be sufficient to com- 
plete the needed acquisition program within the time that these 
water areas will still be available. 

We believe the authority to acquire waterfowl-production areas by 
purchase, lease, or exchange is a desirable provision. Although we 
now have authority to acquire lands and waters for refuge purposes, 
the spelling out of the authority for the small marsh or pothole acquisi- 
tion is desirable, particularly the feature that exempts such lands 
from being considered inviolate refuges. We believe the primary 
value of these areas is for waterfowl production and hunting could be 
permitted without any objectionable consequences. 

The Bureau of the Budget has advised that there is no objection to 
the submission of this report to your committee. 

Sincerely yours, 
Ross LEeFFLer, 
Assistant Secretary of the Interior. 








or 
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DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D. C., March 11, 1958. 


Hon. Warren G. Maanuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 


Drar Senator Maanuson: The Senate Committee on Interstate 
and Foreign Commerce has before it for consideration S. 2617, a bill 
to amend the Migratory Bird Hunting Stamp Act of March 16, 1934, 
as amended. 

In its present form the bill would modify the existing act in the fol- 
lowing respects: (1) Not less than 65 percent of the revenues derived 
from the sale of migratory bird hunting stamps, commonly referred 
to as duck stamps, would be available for the location, ascertainment, 
and acquisition of inviolate migratory-bird refuges; (2) not more than 
20 percent would be available for administration, maintenance, and 
development of refuges and for surveys and investigations involving 
migratory waterfowl; and (3) the remaining 15 percent would be avail- 
able for enforci ‘ing laws for the protection of migratory birds and for the 
cost of printing and distributing the duck stamps. 

On February 14, 1958, this Department recommended that this 
bill not be enacted. This adverse recommendation was prompted by 
the fact that no basis exists for earmarking 65 percent, in contrast to 
some other percentage, for land acquisition and, more importantly, 
by the knowledge that such earmarking of the revenues from the 
present $2 duck stamp would fall short of meeting the immediate 
needs for land acquisition. This legislation has since received further 
study and it has been concluded that the widespread demand and 
recognized need for an accelerated program of refuge land acquisition 
can best be met by two major changes in the law which provides the 
source of funds for purchasing refuge lands. 

The first of the suggested changes proposes an increase in the cost 
of the duck stamp from $2 to $3 and the second would authorize the 
use of the revenues thus produced (after deducting the cost involved 
in the printing and sale of the stamps) for land acquisition and inci- 
dental administrative expenses. In addition to the need for amend- 
atory legislation to increase the price of the duck stamp and authority 
to utilize the net proceeds of duck-stamp sales for refuge-land acquisi- 
tion, certain other amendments to the present act are desirable to 
facilitate better management of refuge lands. To accomplish the 
obec tives hereafter explained in greater detail, we recommend that 

2617 be amended to conform to the accompanying draft and urge 
th at, as so ame nded, the bill receive prompt and favorable consider- 
ation by the Congress. 

2617, if amended to read as indicated in our suggested revision, 
would accomplish the following objectives: 
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I 


The price of the duck stamp would be increased from the present 
price of $2 to $3. With the increased cost of land, equipment, and 
materials and higher salaries and wages since the last increase in the 
price of the duck stamp effected in 1949, such a price increase is 
essential to produce more revenue from the sportsmen who primarily 
benefit from this program, and thus make it possible to increase mate- 
rially the rate of progress in the acquisition and eventual development 
of migratory-bird refuges. 

There has been considerable discussion during the past 2 years 
concerning the necessity for increasing the price of the duck stamp. 
At the September 1957 meeting of the International Association of 
Game, Fish and Conservation Commissioners (the official organiza- 
tion of the State fish and game conservation departments), a resolution 
was adopted which included, among other features, the recommenda- 
tion that the price of duck stamps be increased to $3. Similerly, the 
advisory committee to the Assistant Secretary for Fish and Wildlife, 
a group composed of leading conservationists, made a like recom- 
mendation at its December 1957 meeting. Several of the State 
federations of sportsmen’s clubs and regional game associations have 
adopted similar resolutions. Consequently, we believe there will be 
general support for the increase in the price of duck stamps provided 
such an increase is accompanied by assurances to the contributing 
sportsmen that there will be an accelerated program of acquisition of 
waterfowl! habitat. 


I] 


After deducting the cost of printing and distributing the duck 
stamps, all of the revenues would be available for expenditure for the 
location, ascertainment, and pa sag lena of lands for migratory-bird 
refuges and waterfowl-production are 

At the present time, the four akin ‘councils and the Fish and 
Wildlife Service are cooperating in the development and implementa- 
tion of long-range plans for the management of waterfowl in each 
flyway, including the acquisition of necessary habitat. It is con- 
templated that there will be a State-by-State appraisal of the re- 
maining habitat and a determination of the areas which should be 
preserved and by which governmental agency. This cooperative 
venture is fully in keeping with the concept of State-Federal partner- 
ship. The States have demonstrated a deep interest in and a willing- 
ness to share the burdens incident to the management of these valuable 
resources. These surveys and appraisals of the remaining habitat 
are in process or about to begin and will form the basis of future 
acquisitions. Although final figures are not now available to indicate 
the total acreage to be acquired by the Federal Government, it is 
obvious that funds in much larger amounts must be devoted to 
land purchases than has been possible during past years if we are 
to preserve as waterfowl habitat even a minimum portion of the 
remaining areas of marsh and wetlands. 

The primary objective of our present proposal is to acquire vital 
waterfowl habitat while the opportunity for such an accomplishment 
is still available even though it may be necessary to defer for some 
years the development of these lands. The loss of such lands through 
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drainage and subsequent use for agricultural, urban, and industrial 
development continues at a rapid pace and only by placing such lands 
under Federal control through purchase or lease can we hope to pre- 
serve sufficient acreage to provide essential breeding, feeding, resting, 
and wintering areas in this country to accommodate the needs of 
migratory waterfowl. 

Although it is estimated that it will cost an average of $40 per acre 
for the land and expenses incident to acquisition, this cost is relatively 
insignificant when compared to what the cost would be following 
improvement and development by the landowners. 

Not all of the habitat to be acquired wil] require development or 
extensive maintenance. However, some areas will require improve- 
ment for maximum waterfowl-use purposes, but this improvement 
will be undertaken only on the basis of actual need, as determined by 
the Department in keeping with Federal responsibilities and require- 
ments. In conducting our future programs following the enactment 
of this legislation, we will request funds through the normal budgetary 
processes for the development, maintenance, and operation of refuges, 
to carry on law enforcement, and to conduct the surveys and research 
which are essential to the proper management of our migratory-bird 
resources. 


II 


The Secretary of the Interior would have discretionary authority 
to open a maximum of 40 percent of any refuge to the hunting of 
migratory waterfowl. Presently, this authority is limited to 25 per- 
cent of the land acres acquired with duck-stamp funds. Frequently, 
the checkerboard pattern which has resulted from the use of several 
sources of funds in refuge land acquisition makes the opening of even 
25 percent of the lands acquired with duck-stamp funds impracticable. 
Kach waterfowl area has individual characteristics which require 
greater latitude in management than is now permissible. Discre- 
tionary latitude in the opening of national waterfowl-refuge lands to 
public hunting would make it possible to compensate for seasonal 
variations in the quality of feeding and resting grounds resulting from 
water conditions and many other factors beyond the control of manage- 
ment. <A further consideration is the frequent need of allowing addi- 
tional hunting to cope with problems of waterfowl depredation or to 
allow for an adequate harvest of species in abundance. It would also 
make it possible to take prompt corrective action in dealing with 
devastating eruptions of botulism or other waterfowl diseases. 


IV 


To further implement the management features referred to under 
Ill and to enhance opportunities for saving the remaining small 
marshes in the principal waterfowl-production areas of the United 
States, the proposed substitute bill would give special recognition to 
the desirability of bringing these lands under Federal control, while at 
the same time permitting waterfowl hunting to continue unabated. 
The production grounds of the Dakotas, Minnesota, and Montana 
represent the principal waterfowl-breeding grounds in the continental 
United States. A program of preservation through control by 
Federal acquisition of fee title or lease agreement is contemplated to 
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insure the continued availability of these lands for breeding purposes. 
One of the chief objections on the part of the landowners under present 
law would be the inevitable curtailment of hunting. Obviously, 1 

would not be feasible to open to hunting either 25 or 40 percent of 
each 2- to 10-acre marsh. Moreover, these areas freeze over early and 
offer only limited hunting opportunities. Since hunting activities 
would in no way interfere with the primary purpose for which these 
areas will be established, it is proposed that they be designated as 
management areas not subject to any statutory restriction with respect 
to hunting. 

\ 


An effective date for the proposed increase in the price of the 
duck stamp would be fixed at July 1, 1959, to avoid unnecessary 
fiscal complications. Likewise, to permit an esse ‘ntial realinement of 
the fiscal program of the Bureau of Sport Fisheries and Wildlife, 
July 1, 1960 would be fixed as the date following which the net 
proceeds from duck-stamp revenues would be devoted exclusively to 
land acquisition. 

The Bureau of the Budget has advised that there is no objection 
to the submission of this report to vour committee. 

Sincerely vours, 
Ross LEFFLER, 
Assistant Secretary of the Intervor. 


DEPARTMENT OF THE INTERIOR, 
OFFICE OF THE SECRETARY, 
Washington, D). (;. Varch ti. 1958, 
Hon. WarrEN G. MaGnvson, 
United States Senate, Washir gton, D. CG. 

Dear Senator MacGnuson: It is my pleasure to call your attention 
to the recent announcement by Secretary of the Interior Fred A. 
Seaton that the Department has proposed to the Congress further 
amendments to the Migratory Bird Hunting Stamp Act which would 
significantly speed up migratory waterfowl refuge acquisition. 

As I view the matter in the light of personal knowledge and experi- 
ence gained over a period of 30 years while a member of the Pennsyl- 
vania Game Coinmission, the proposal recommended by the 
Department represents the most forward-looking and progressive step 
toward the acquisition of vital migratory waterfowl habitat since the 
inception of the Migratory Bird Conservation Act of February 18, 
1929. 

The plan is reflected in some detail in the enclosed copy of this 
Department’s report to you, as chairman of the Committee on Inter- 
state and Foreign Commerce, which was accompanied by a draft of 
legislation recommended as a substitute for S. 2617. That bill would 
have earmarked for land acquisition purposes not less than 65 percent 
of the revenues derived from the sale of the so-called duck stamp. A 
similar report has been sent to Chairman Herbert C. Bonner of the 
House Merchant Marine and Fisheries Committee. This report was 
similarly accompanied by a draft of a bill recommended as a substitute 
for H. R. 624 and several other bills in the House of Representatives 
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which are designed to give impetus to the acquisition of lands for 
refuge purposes. 

Under the Department’s suggested legislation, the price of the 
duck stamp would be increased from $2 to $3 and all of the revenues 
thus produced (after deducting the cost of printing and distributing 
the stamps) would be devoted to land acquisition. This would 
produce more than $6 million annually which would be used to round 
out some of our present incomplete refuges, to acquire additional 
waterfowl-refuge lands, and perhaps even more importantly, to 
acquire through purchase, lease, or donation some of the fast-dis- 
appearing small marsh and wetland areas which are so essential to 
the continued production of waterfowl in this country. 

As pointed out in the Department’s report, the primary objective 
of our present proposal is to acquire vital waterfow] habitat while the 
opportunity to do so is still available, even though it may be necessary 
in some cases to defer the development. 

While the primary need is to acquire additional lands to be pre- 
served as waterfowl habitat, I can also. envisage a bonus benefit to 
the fish and shellfish resources of the Nation, particularly those which 
are found along the South Atlantic and gulf coasts. The number and 
magnitude of the manmade changes in the estuaries, sloughs, marshes, 
lagoons, and swamps that fringe these coasts have been increasing 
steadily to meet the needs of our growing population and industry. 

Coastal marsh areas provide an essential and unique habitat for 
important game, sport fish, commercial fish, and shellfish resources. 
Not only do these areas provide wintering grounds and food for ducks 
and other waterfowl, they also provide forage and cover for wild 
furbearers such as muskrat, mink, and raccoons. They constitute the 
nursery ground for many kinds of fish and shellfish ; comprising spawn- 
ing grounds for some, and feeding grounds for others. Fish of both 
commercial and sport species, including menhaden, shad, striped bass, 
croakers, weakfish, and tarpon, are reared in these coastal marsh 
areas during their early stages. Shrimp, oysters, and clams, which 
support important commercial fisheries, spend at least part of their 
lives in this inshore environment. The extent to which these coastal 
areas can be placed in Federal ownership to insure continued habitat 
for migratory waterfowl will also contribute to the preservation of 
inshore environment of the type upon which other species of game 
animals, furbearers, fish, and shellfish are dependent. 

In proposing that all of the net revenues from duck-stamp sales be 
utilized for land acquisition we are not overlooking the necessity for 
funds with which to continue to perform other essential functions 
relating to the preservation and management of our migratory-bird 
resources, including the need for carrying out an effective law-enforce- 
ment program and the survey and research activities which form the 
basis for our annual migratory bird hunting regulations. In conduct- 
ing our future programs, following the enactment of the le gislation 
proposed by the Department, we will request funds through the normal 
budgetary processes for the development, maintenance, and operation 
of refuges, to carry on law enforcement, and to conduct the survey 
and research activities which furnish the key to the promulgation of 
regulations permitting a proper harvest of migratory game birds. | 
am confident that the Bureau of the Budget and the Congress will be 


S. Rept. 1426, 85-2——_2 
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responsive to our requests and that on the basis of clearly demon- 
strated need we shall be able to obtain adequate appropriations with 
which to perform these tasks. 

Other significant features of the proposed legislation are described 
in the report to your committee and are discussed in the enclosed 
copy of a statement presented on March 6 by Director Janzen, of 
the Bureau of Sport Fisheries and Wildlife, before a subcommittee 
chaired by you when it consi le red 5. 2617. Should you desire addi- 
tional information concerning any aspect of the Department’s pro- 
posals, we should be only too glad to supply it 

These proposals have the personal interest and endorsement of 
Secretary Seaton. We hope they meet with the favor of yourself and 
others who are interested in the preservation, protection, and proper 
management of the Nation’s valuable migratory-bird resources. 

~ Sincerely yours, 
Ross Lerrier, Assistant Secretary. 


DEPARTMENT OF JUSTICE, 
Wash ington, dD. “$28 March 7, 1988. 
Hon. WarREN G. MaGnuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

Dear Senator: This is in response to your request for the views of 
the Department of Justice concerning the bill (S. 2617) to amend the 
Migratory Bird Hunting Stamp Act of March 16, 1934, as amended. 

The bill would amend section 4 of the Migratory Bird Hunting 
Stamp Act of March 16, 1934 (48 Stat. 451), as amended, by decreasing 
the percentage of the moneys received from the sale of Federal migra- 
tory bird hunting stamps for the location, ascertainment, acquisition, 
administration, maintenance, ges development of suitable areas for 
inviolate migratory-bird sanctuaries, and allocating such funds for 
certain of such purposes, by nak ing a ‘proportion of any area acquired, 
in the discretion of the Secretary of ie Interior, free from the prohibi- 
tions against the taking of birds, nests, or eggs, and by authorizing the 
Secretary to use funds — r the act or appropriations for the above 
purposes for acquiring by lease, purchase, or exchange small wetland 
and pothole areas which would not be classified as national wildlife 
refuges or be subject to the inviolate sanctuary provisions of the act. 

Whether the bill should be enacted involves questions of policy on 
which the Department of Justice prefers to make no recommendation. 
However, the committee may wish to give consideration to the follow- 
ing suggestions resulting from the examination made of the bill: 

Page 1, line 4: Include citation to appropriate section of the United 
States Code, in view of the reference to the United States Code on 
page 2, line 7. 

Page 2, lines 8-14: The exception should be clarified. The entire 
proviso beginning on the first line is new, and the prohibition as to 
the shooting of birds seems to be prospective and the phrase ‘not 
prior to July 1, 1952” to be inconsistent. 

Page 3, section 3. In view of the apparent authorizati ion to use 
the funds under subsection (a) which are therein limited to areas for 
migratory bird sanctuaries under the Migratory Bird Conservation 
Act for a different purpose, acquisition of small areas in which the 
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birds are not to be protected the language as to the funds to be avail- 
able should be clarified. 
The Bureau of the Budget has advised that there is no objection to 
the submission of this report. 
Sincerely yours, 
LAWRENCE E. WaLsu, 
Deputy Attorney General. 


CompTrRoLLER GENERAL OF THE UnNrrep States. 
Wash ington, July 31, 1957. 
Hon. Warren G. Magnuson, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

Dear Mr. CuarrmMan: Further reference is made to your letter of 
of July 24, 1957, acknowledged July 25, requesting our comments on 
S. 2617, 85th Congress. The bill would amend the Migratory Bird 
Hunting Stamp Act of March 16, 1934, as amended. 

The General Accounting Office has no information as to the need 
for, or desirability of, this bill. Consequently, we have no comments 
to make regarding its merits. 


[t is suggested however, that lines 7 and 8 of page 2 be amended 
by striking out the words “715i of this title’ and inserting in place 
thereof the words ‘10 of the Migratory Bird Conservation Act (45 
Stat. 1224), as amended.” Also, it appears that the word ‘‘not” in 
line 11, page 2 of the bill should be the word ‘nor.”’ 

Pursuant to your request, this letter is submitted in triplicate. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 
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CHANGES IN EXISTING LAW 


In compliance with subsection 4 of rule X XIX of the Standing 
Rules of the Senate, changes in existing law made by the bill are shown 
as follows (existing law proposed to be omitted is enclosed in brackets; 
new matter is printed in italic; existing law in which no change is 
proposed is shown in roman): 


Titte 16, Unrrepv States Copr, Huntine Stamp Tax 
* * * * * * * 


718a. Hunting stamp for taking migratory waterfowl. 

No person * * * shall take any migratory waterfowl unless * * * 
he carries * * * an unexpired Federal migratory-bird hunting 
stamp ais 

718b. Issuance of stamp; fees. 

The stamps required by section 718a of this title shall be issued 
and sold by the Post Office Department under regulations prescribed 
by the Postmaster General: Provided, That the stamps shall be sold 
at all post offices of the first- and second-class and at such others as 
the Postmaster General shall direct. For each such stamp sold under 
the provisions of this section there shall be collected by the Post Office 
Department the sum of [$2.] $3. * * * 


* * * * * * * 


718d. Disposition of receipts from sale of stamp. 

All moneys received for such stamps shall be accounted for by the 
Post Office Department and paid into the Treasury of the United 
States, and shall be reserved and set aside as a special fund to be 
known as the migratory bird conservation fund, to be administered 
by the Secretary of the Interior. All mone ys rec ‘eived into such fund 
are appropriated for the following objects and shall be available 
therefor until expended: 

[(a) Not less than 85 per centum shall be available for the location, 
ascertainment, acquisition, administration, maintenance, and develop- 
ment of suitable areas for inviolate migr atory- -bird sanctuaries, under 
the provisions of sections 715-715d, 715e, 715f-715k, and 7151-715r 
of this title, to be expended for such purposes in all respects as moneys 
appropriated pursuant to the provisions of said sections; for the ad- 
ministration, maintenance, and development of other refuges under 
the administration of the Secretary of the Interior, frequented by 
migratory game birds; and for such investigations on such refuges and 
elsewhere in regard to migratory waterfowl as the | Secretary of the 
Interior may deem esse ntial for the highest utilization of the refuges 
and for the protection and increase of these birds: Provided, That in 
the discretion of the Secretary of the Interior not to exceed 25 per 
centum at any one time, of any area acquired in accordance with the 
provisions of sections 718-718h of this title, may be administered 
primarily as a wildlife manage mePt area not subject to the prohibi- 
tions against the taking of birds, « ‘nests or the eggs thereof, as con- 
tained in section 715i of this title, except that no such area ‘shall be 
open to the shooting of migratory birds when the population of such 
birds frequenting the area or in the migrations utilizing such area is on 
a decline, nor prior to July 1, 1952, or the date upon which the same 
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has been fully developed as a management area, refuge, reservation, 
or breeding ground, whichever is later. 

[(b) The remainder shall be available for expenses in enforcing and 
in executing sections 718—718h, 715—715d, 715e, 715f-715k, 7151-7 15r, 
and 703-711 of this title, and any other Act to carry into effect any 
treaty for the protection of migratory birds, including personal serv- 
ices in the District of Columbia and elsewhere, and also including 
advance allotments to be made by the Secretary of the Interior to the 
Post Office Department at such times and in such amounts as may be 
mutually agreed upon by the Secretary of the Interior and the Post- 
master General for direct expenditure by the Post Office Department 
for engraving, printing, issuing, selling, and accounting for migratory 
bird hunting stamps and mone ys received from the sale the reof, per- 
sonal services in the District of Columbia and elsewhere, and for such 
other expenses as may be necessary in executing the duties and fune- 
tions required of the Postal Service by section 718—-718h of:this title: 
Provided, That the protection of said inviolate migratory-bird sanc- 
tuaries shall be so far as possible, under section 715p of this title.J 

(a) So much as may be necessary shall be used by the Secretary of the 
Interior to make advance allotments to the Post Office Department at such 
times and in such amounts as may be mutually agreed upon by the 
Secretary of the Interior and the Postmaster General for direct expenditure 
by the Post Office Department for engraving, printing, issuing, selling, 
and accounting for migratory bird hunting stamps and moneys received 
from the sale thereof. 

(6b) Except as authorized in sul section (c) cf this section, the remainder 
shall be available for the location, ascertainment, and acquisitu mn of 
suitable areas for migratory bird refuges under the provisions cf the 
Migratory Bird Conservation Act and for the administrative costs in- 
curred in the acquisition of such areas: Provided, That not to exceed 4 
per centum at any one time of any area ae heretofore has been or 
which hereafter may be acquired, reserved, or set apart for the use of the 
Department of the Interior as an Scalia sanctuary for migratory 
birds under any law, proclamation, or Executive order may be admin- 
istered by the Secretary of the Interior, in his discretion, as a wildlife 
management area u ithin which the taking of migratory game birds may 
be permitted under such regulations as he may prescribe . Promded 
further, That, notwithstanding the fact that such lands constitute public 
property, the Secretary of the Interior shall comply with the requirements 
of section 4 of the Administrative Procedure Act (60 Stat. 238) in issuing 
regulations pursuant to the preceding proviso. 

(c) The Secretary of the Interior is authorized to utilize funds made 
available under subsection (b) of this section for the purposes of such sub- 
section, and such other funds as may be appropriated for the purposes of 
such subsection, or of this subsection, to acquire, or defray the expense in- 
cident to the acquisition by gift, devise, lease, purchase, or exchange of, 
small wetland and pothole areas, interests therein, and rights-of-way to 
provide access thereto. Such small areas, te be designated as ‘‘Waterfowl 
Production Are as, may be acquired without regard to the limitations and 
requirements of the Migratory Bird Conservation Act, but all of the pro- 
visions of such Act which govern the administration and protection of 
lands acquired thereunder, except the inviolate sanctuary provisions of 
such Act, shall be applicable to areas acquired pursuant to this subsection. 
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Sec. 4. The amendment made by the first section of this Act shall 
hecome effective on July 1, 1959. The amendment made by section 2 of 
this Act making available the net proceeds of all moneys received in the 
migratory bird conservation fund for the location, ascertainment, and 
acquisition of Waterfowl Production Areas and suitable areas for migra- 
tory bird refuges shall become effective on July 1, 1960. The remaining 
amendments made by this Act shall become effective on the date of the 
enactment of this Act. Any unobligated balance remaining in the migra- 
tory bird conservation fund on June 30, 1960, shall thereafter be available 
for expenditure only for the purposes specified in the Migratory Bird 


‘Hunting Stamp Act of March 16, 1934, as amended by this Act. 


O 
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EXPORT CONTROL ACT EXTENSION 


READING "ROOM 


Marcu 26 (legislative day, Marcu 17, 1958).—Ordered to be printed 


Mr. Fu.sricut, from the Committee on Banking and Currency, sub- 
mitted the following 


REPORT 


{To accompany §. 3093] 


The C onto on Banking and Currency, to whom was referred 
the bill (S. 3093) to extend for an additional pe riod of 2 years the au- 
thority ¥ regulate exports contained in the Export Control Act of 
1949, having “considered the same, report favorably thereon without 
amendment and recommend that the bill do pass. 


PURPOSE OF THE BILL 


5. 3093 as introduced and reported by the committee would extend 
the E xport Control Act of 1949 for a period of 2 years from its present 
termination date of June 30, 1958. This act, which is administered 
by the Secretary of Commerce by delegation from the President, 
authorizes regulation of exports on the basis of standards relating to 
national security, foreign policy, and domestic shortages. 


GENERAL STATEMENT 


The President recommended an extension of the Export Control 
Act in his budget message of January 13, 1958, and in his Economic 
Report of January 20, 1958. On January 20, 1958, the Secretary of 
Commerce transmitted a draft of a bill extending the act, together 
with a letter of justification. Favorable reports on S. 3093 were 
received from the Department of State and the Department of De- 
fense, and the Treasury Department stated in a report that it had 
no objection to the enactment of the bill. Hearings were held on 
March 13, 1958, and favorable testimony was received from the 
Departments of State and Commerce. No opposition has been made 
known to the committee. 


20006 











2 EXPORT CONTROL ACT EXTENSION 
'HE EXPORT CONTROL ACT OF 1949 


The Export Control Act authorizes the President to prohibit or 
curtail the exportation from the United States, its Territories, or 
possessions of any articles, materials, or supplies, including technical 
data. Rules and regulations may be issued, which may apply to 
financing, transporting, or other servicing of exports or participation 
therein, to the extent necessary to achieve effective enforcement. 
The act declares it to be the policy of the United States to use export 
controls: 


to the extent necessary (a) to protect the domestic economy 
from the excessive drain of scarce materials and to reduce the 
inflationary impact of abnormal foreign demand; (b) to fur- 
ther the foreign policy of the United States and to aid in ful- 
filling its international responsibilities; and (c) to exercise the 
necessary vigilance over exports from the standpoint of their 
significance to the national security. 


The act directs the agency exercising the authority to seek informa- 
tion and advice from executive departments and independent agencies 
concerned in the exports; to use private competitive trade channels as 
far as practicable; and to consult with all branches of the trade con- 
cerned. A fine and imprisonment are provided for violations of the 
act, or of any regulations, orders, or licenses under it. The act con- 
tains investigatory powers; a provision for confidential treatment of 
information received; an exemption from all but section 3 of the 
Administrative Procedure Act; and a provision for quarterly reports 
to the Congress. Under the amendment recommended by the com- 
mittee, the act would expire on June 30, 1960, or upon any prior date 
which Congress, by concurrent resolution, or the President may 
designate. 


SECURITY CONTROLS AND SHORT SUPPLY CONTROLS 


The controls under the Export Control Act are basically of two 
types—security and short supply. 

Security export controls are designed to regulate and, where appro- 
priate, stop the flow of strategic commodities moving directly or 
indirectly to the Sino-Soviet bloc. 

Short-supply controls are applied in order to carry out the policy of 
protecting the domestic economy from an excessive drain on scarce 
materials. 

SECURITY CONTROLS 


A need for controls over exports of strategic commodities will 
probably continue for some time in the future. The major effort of 
the Department of Commerce in this field has been directed to keep- 
ing strategic goods from moving directly or indirectly to the Sino- 
Soviet bloc. In addition, the Department of Commerce has used the 
authority of the Export Control Act to put into effect the policy of 
embargoing all shipments from the United States to Communist 
China and North Korea 

During 1957 the policy toward Poland was revised and Poland is 
now accorded more favorable treatment than other eastern European 
countries. The new policy, in addition to simplifying trade controls 
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toward Poland, permits the licensing of commodities on the positive 
list of controlled commodities, which were formerly denied to Poland, 
under circumstances where it can be demonstrated that the com- 
modities involved are in reasonable quantities and necessary for the 
Polish economy. The changed regulations were designed to carry out 
this country’s policy of increased trade with Poland in accordance 
with the more general United States foreign policy objective of helping 
any nation to exercise the freedom and independence desired by its 
people. 

The committee is concerned that the administration of these con- 
trols should be guided by the most up-to-date information and that a 
realistic policy should be followed with respect to the exercise of con- 
trols. The committee noted that the Export Control Act itself per- 
mits the President and his delegates ample discretion to vary the 
restrictions on exports from time to time as may be appropriate in the 
light of changing circumstances in this country and abroad and in the 
light of changes in foreign policy and national security requirements. 


SHORT-SUPPLY CONTROLS 


As of January 1, 1958, the following commodity groups were subject 

short-supply export controls: diamond bort and powder, influ- 
enza vaccine (Asian strain), iron and steel scrap, nickel, including 
scrap, poliomyelitis (Salk) vaccine, rerolling, relaying, and used steel 
rails. However, influenza vaccine (Asian strain) and iron and steel 
scrap are licensed freely for export, no quantitative restrictions being 
in force at the present time and the restrictions being retained only 
to keep a close watch over exports. 

At the time of the last extension of the act, 1956, iron and steel scrap 
were in short supply; domestic prices of these commodities were high 
and some shortages were reported. Since that time, the Department 
of Commerce has made a study of the scrap situation and has filed 
several reports with the Congress. It appears from the most recent 
report, the Supplemental Report on Iron and Steel Scrap of February 
21, 1958, that the supply is now adequate, that prices have dropped 
sharply, and that the current exports, although substantial, are not 
having an adverse effect upon domestic supply or prices. 


CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the joint resolu- 
tion, as reported, are shown as follows (existing law proposed to be 
omitted is enclosed in black brackets, new matter is printed in italics, 
existing law in which no change is proposed is shown in roman): 


Export Contrrout Act or 1949 
* * f * * 
TERMINATION DATE 
Sec. 12. The authority granted herein shall terminate on [June 30, 
1958] June 30, 1960, or upon any prior date which the Congress by 


concurrent resolution or the President may designate. 


O 
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\ir. Henninas, from the Committee on the Judiciary, 
submitted the following 


REPORT 
[Pursuant to 8S. Res. 56, as extended, 85th Cong., Ist sess.] 


The Standing Subcommittee on National Penitentiaries, of the 
Committee on the Judiciary, pursuant to Senate Resolution 56,* 
agreed to January 30, 1957, which provided that the Committee on 
the Judiciary, or any duly authorized subcommittee, examine, investi- 
vate, and inspect national penitentiaries in accordance with the 
committee’s jurisdiction specified by rule 25 of the Standing Rules of 
the Senate and report its findings to the Senate, reports as follows: 

During the Ist session of the 85th Congress, members and repre- 
sentatives of the subcommittee have visited the detention head- 
quarters at 427 West Street, New York, N. Y., the correctional 
institutions at Danbury, Conn., and Englewood, Colo., the Alcatraz 
Penitentiary at San Francisco, Calif., McNeil Island Penitentiary in 
Washington, the correctional institutions at La Tuna, Seagoville, and 
Texarkana, Tex., and the Federal penitentiary at Atlanta, Ga. 

It is the considered view of the committee that the Standing Sub- 
committee on National Penitentiaries, which has been in existence 
since the 80th Congress, has been highly useful and effective in 
promoting morale among the inmates and administrative personnel 
in our Federal penal institutions. The subcommittee affords the 
personnel of Federal penal institutions an opportunity to bring their 
problems in regard to discipline, food, health, and recreation for 
inmates directly to the attention of Members of the Senate. It also 
provides Members of the Senate with an opportunity to speak directly 
to inmates and to hear any grievances which they may feel they have 
and to tell their stories to an outside observer. 

The subcommittee has incurred no expenditures for staff personnel 
during the past session and its modest expenditures have made it 

*On January 29, 1958, by an order of the Senate the time for filing reports was extended to February 21, 


1958, and by a further order on February 21, 1958, was extended to March 17, 1958. On March 17, 1958, 
by order of the Senate the time was further extended to March 31, 1958. 
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possible for members of the committee personally to visit Federal 
penal institutions. 

The committee takes this opportunity to commend the work of 
James V. Bennett, Director, Bureau of Prisons. It is the view of the 
committee that Mr. Bennett is a dedicated public servant who is 
carrying out a difficult assignment in a manner which is a model of 
Government service. The rehabilitation program and the various 
vocational guidance programs which Mr. Bennett and those associated 
with him have undertaken, the caliber of the men he has selected as 
wardens and other members of the staffs of the several reformatories 
and penitentiaries, have convinced the committee that the Federal 
penal institutions could not be under the direction of a better qualified 
Director. 

Attached hereto and made a part of the body of this report are 
the individual comments, findings, and recommendations of (1) Sena- 
tor Thomas C. Hennings, Jr., chairman of the subcommittee; (2) 
Senator Olin D. Johnston; (8) Senator William Langer; and (4) 
Senator Roman L. Hruska, a member of the committee authorized 
by the subcommittee to visit Federal penal institutions on behalf of 
the subcommittee. 


STATEMENT OF THomAS C. HENNINGS, JR., UNITED STATES SENATOR 


During the vear 1957, I held several conferences and discussions 
with Mr. James Bennett, Director of the Bureau of Prisons. At these 
meetings, we discussed the advances made by our Federal prison sys- 
tem and also many of its problems. In this way, I was able to keep 
abreast of many of the administrative problems facing our whole 
Federal prison system. 

I also sent two members of my staff to visit the National Training 
School for Boys. 

Dr. Louis Jacobs, Director of the school, spent several hours talking 
to them and showing them the institution. The school is organized 
to give the maximum in individual training and guidance to the boys 
who are sent there. There is a concentrated effort to discover, if not 
solve, the problems of each boy with the hope that he will not break 
the law again after his release. 

A vocational school is conducted as well as a purely scholastic 
school. The type of training and education given to a boy sent to 
the school depends on his intelligence, prior e ducation, and his desires. 
Maintenance of the school and its equipment is conducted solely by 
the boys under close supervision of their shop instructors. 

The staff appears to be most competent and many of them have 
been with the school for many years. 

The school is not a security or lockup prison. The gates are always 
open. The boys are merely watched by the staff and kept busy from 
the time they arise in the morning until they retire in the evening. 

The boys are all allowed to participate in most sports and the school 
has had an outstanding football and basketball squad over the years. 

The school apparently is making a real contribution to our society. 

In addition to the visit to the National Training School, I had 
members of my staff visit the Children’s Center at Laurel, Md. 

Juvenile delinquents are sent to this center, which is maintained 
by the District of Columbia. One of the center’s main problems is 
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the shortage of staff members. Members of my staff also visited 
Dr. Fritz Radl at the Public Health Institute. Dr. Radl is conducting 
experimentations in how to treat delinquent children so they can 
become useful citizens. 


Unirep States SENATE, 
CoMMITTEE ON THE JUDICIARY, 
January 18, 1958. 
Hon. Tuomas C, HEeNNINGs, 
Chairman, Subcommittee on National Penitentiaries, 
Committee on the Judiciary, United States Senate, 
Washington, D. C. 

Duar Tom: I want to give you a brief report on two recent visits 
to our Federal prisons as a member of the Subcommittee on National 
Penitentiaries. 

On October 29, 1957, I visited the United States penitentiary at 
Atlanta, Ga. 

[ found cellhouse (A) where the inmates are housed in group cells 
quite crowded. The cells were intended for 4 men, though many of 
them house as many as 8 inmates; consequently, there is a continuing 
shortage of housing accommodations in Atlanta. 

Cellhouse (C) was also visited. The cell units were built to accom- 
modate a single occupancy, though the warden, by reason of inade- 
quate space, must house two men in each cell. 

The crowded conditions in the Atlanta Penitentiary, without excep- 
tion, present the most serious problem facing this institution today. 
There are many young offenders in the Atlanta institution. The con- 
finement and training of these young offenders are greatly retarded 
by reason of the overcrowded condition existing there. 

There is a great need for an adequate re ligious center at the Atlanta 
institution. Space should be available where the inmates may repair 
for quiet meditation. 

The industries at the institution seem well organized and many of 
the men are engaged in productive work as well as vocational training. 
Mail bags, mail booklets, tarpaulins, litter covers, and other useful 
articles are manufactured at Atlanta for the Post Office and National 
Defense Departments. The earnings from the production of the 
plants at the penitentiary will approximate the total appropriations 
for the operation of the entire institution. 

The dining rooms are well painted and kept in attractive condition. 
The other improvements have been varied since my last visit to this 
institution. 

As in many of our Federal prisons, the turnover in personnel handi- 
caps the administration. This is largely due to inadequate pay sched- 
ules. I recommend that a comparative study be made of this 
particular problem in order to bring the level of salaries to a basis 
comparable with that paid for like positions in the State, municipal, 
and private employment. 

I found the warden and his assistants very helpful and appreciative 
of my visit. I believe these visits are a source of encouragement to 
the officers as well as to the inmates. 

On December 3, 1957, I visited the Federal correctional institution 
at Seagoville, Tex. This institution is about 15 miles distant from 
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Dallas. By comparison with other institutions, Seagoville is unique. 
Security is maintained by skilled and intelligent staff supervision be- 
cause there are no guard towers, lighted fences, or other ordinary 
means of restraint. The custodial record is unusually good with walk- 
aways of less than 1 percent. The inmates are of the selective type 
and the institution, unlike others, is not overcrowded. It can ac- 
commodate 551 but its present population is only 493. 

The violators kept here come principally from Texas, Oklahoma, 
Arkansas, and Louisiana. There were many types of violators here. 
Among the entire group of inmates were those ranging from narcotic 
violators, car thieves, postal and liquor law violators. Their sentences 
ranged from 6 —" to life imprisonment. The age group was from 
18 to 84, though the great majority was in the 21-to-40-vear range. 

The living quarters were inspected, and I found them in excellent 
condition. 

The institution has an educational department where over 45 per- 
cent of its population is enrolled in evening educational classes. 
About 6 percent are engaged in correspondence courses, and another 
10 percent is in a beginner group, learning to read and write. 

There is a craft shop at the institution where about 70 percent of 
the inmates work with their hands, making plastics, woodwork, 
weaving, and similar craft undertakings. 

The central recreation room is available to the men, where they may 
entertain themselves. The outdoor recreational facilities permit base- 
ball, softball, vollevball, and other types of clean and helpful sports. 

The facilities for religious exercises are inadequate, though a chapel 
is expected to be erected if and when adequate funds are made avail- 
able. The social educational program is advanced and is being con- 
ducted in a highly suecessful manner. 

The work program is varied and attractive. It ery considerable 
vocational training. There are shops engaged in sheet metal work, 
plea plumbing, electrical, painting, and aanentey. There is a 

garment factory on the premises where about 90 are employed; 
faraiiare refinishing shop where about 30 percent of the inmates are 
working. The Defense De partment and the Veterans’ Administration 
are beneficiaries of the products of these workshops 

A productive farm is operated by the institution which provides it 
with much of its meat and other food products. It is contemplated 
that a slaughterhouse and cannery will be constructed in the near 
future. 

Like the other institutions in our penal system, there is too great 
a turnover in the operating personnel. This is due, as stated above, to 
inadequate pay necessitating, in some instances, dual employment in 
order that the officers may maintain themselves and their dependents 
I recommend again that a comparative study be made of this problem 
which applies to all our penal institutions. 

The warden and other officers were delighted at the inspection | 
made. I cannot recommend too strongly that these visitations be made 
by members of the subcommittee more frequently. 

With kindest personal regards, I am 

Sincerely vours, 
¥ Ouin D. Jonnston, 
United States Senator 
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Unitep States SENATE, 
COMMITTEE ON ForEIGN RELATIONS, 
September 10, 1957. 
Hon. Tuomas C. HEenntnGs, Jr., 
Chairman, Subcommittee on National Penitentiaries, 
Committee on the Judiciary, 
United States Senate, Washington, D. C. 

Drar Mr. Cuatrman: On Labor Day, September 2, 1957, I visited 
the Federal prison at Danbury. Everything was clean and in good 
shape in all departments that were inspected. 

The $200,000 addition to the industry building is progressing slowly 
but continuous progress is being made. The only other new construc- 
tion consisted of enlarging the officers’ mess adjacent to the dining hall. 
The smaller quarters previously occupied by the officers’ mess will be 
used as a sitting-room facility for inmates. 

Holidays are observed at Danbury in the same way that they would 
be on the outside. In the morning, a field day or track meet was held 
and the men were attending a moving picture in the afternoon when 
I was there. 

A new bake shop has been completed since my last visit which is 
turning out very fine baked goods. Mr. DeJulia, who is in charge of 
the bake shop, is also conducting a vocational training course in cook- 
ing for the inmates. The course is 30 weeks, including 50 hours of 
classroom instruction and 6 hours a day of practical cooking. Upon 
completion of the course, a chef’s certificate is earned by eac h success- 
ful student 

The officers of the institution and the men both seem to be gratified 
by the fact that they are now receiving surplus butter and cheese. 

Warden Hegstrom and Assistant Warden Joyce are considerably 
disturbed by the low rate of pay received by the Federal employees at 
Danbury. They pointed out that they are experiencing great diffi- 
culty in obtaining good men. The State of Connecticut is paying 
more for beginners in the State prisons than is the Federal Govern- 
ment. Lieutenants receive higher rate of pay from the State than 
do captains in the Federal employ. Warden Hegstrom said that this 
is very evident when they are visited by State training groups, who 
seem to be of much higher caliber than the men they are able to 
obtain. 

Warden Hegstrom also stated that he wished something could be 
done about the inequities which exist in the retirement program for 
prison employees in comparison to other Fede re al departments. 

Attached is a menu for the period of August 23 to September 1, 1957, 
which may be of interest to the committee. 

With kind regards, I am 

Sincerely, 
WiLuiAM LANGER. 








Day and date 


Friday, Aug. 23 


Saturday, Aug. 24 


Sunday, Aug. 25 


Monday, Aug. 26. 


Tuesday, Aug. 27 


Wednesds 


ay, Aug. 28 


Thursday, Aug. 29 
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S. DEPARTMENT OF JUSTICE, BUREAU OF 


PRISONS 


10-day menu for the period Aug. 23-—Sept. 1, 1957 


Breakfast 


Chilled tomato juice. 
Assorted cereals. 
Cornmeal mush. 
Fresh milk and sugar. 
Bread and butter. 
Coffee. 

Fruit stollen. 


Stewed 
prunes. 

Puffed rice. 

Steamed oatmeal. 

Fresh milk and sugar. 

Bread and butter. 

Coffe 


Jelly buns (2 each 


apricots and 


UOrange. 

Wheaties. 

Hot farina, 

Fresh milk and sugar. 
Bread and butter. 
Coffee. 

Blackberry muffins (2). 
Buttered toast. 


Stewed peaches. 
Cornflakes. 

Fresh milk and sugar. 
Bread and butter. 
Coffee 

Hot griddle cake 


Figs. 
Bran flakes. 

W hole wheat cereal. 
Fresh milk and sugar. 
Bread and butter 
Coffee 


Hot cinnamon coffeecak 











Co 

Creamed chipped beef o 
ef } 

( e biscuit 

Stewed pear 

Puff j ‘ 

Fried cornm 1 

i lk and l 

B d and butt 

{ ‘ 5 ) 

Grilled bac 

Fried pot 








S ¢ prico 

Vi t t 

Fresh m uga 
Br 

( ‘ 

( d 

Bi toas 


Dinner 


Corn chowder with crou- 
tons 

Baked cod creole. 

Mashed potatoes. 

Buttered lima beans. 

Cream slaw, 

Lemon cake 

Vienna bread. 

Coffee. 

Barley soup with croutons 

Lamb fricassee with fresh 
vegetables 

Boiled rice. 

Savory green beans 

Garden salad. 

Hot biscuits and jelly. 

Spiced apple sauce. 

Tea 

Beef broth with rice with 
courtons, 

Tenderized Swiss steak. 


Julienne sauce 
Mashed potatoes 
‘ } 


Seuccotasn 

Sliced tomatoes 

Hot rolls and t 

Ice cream. ( 

Minestrone soup with 
croutons, 

Italian spaghetti with meat 


¢ 








offes 


tered string beans 





Fruit jello. 
Asparagus soup with crou- 
tor 

Breaded pork chop. 

sh noodle 


Candied carro 


Grape-ade 








Lpple celery nd nut 
salad 
weet uy I 
ASSO land butter 
} ywder witha ou 
Cold platt 

I eo 

P<¢ to sa 

i to 1 





Supper 


Corn chowder with crou- 
tons. 

Baked macaroni au gratin. 

Boiled egg. 

Buttered mixed vegetables. 

Spiced pickled beets. 

A pple delight. 

Hot rolls and butter, 

Bread. Cocoa. 

Barley soup with croutons. 

Barbecued frankfurters. 

Sauerkraut 

Boiled potatoes. 

Sweet pickle relish. 

Finger rolls. Bread 

Chocolate meringue pud- 
ding. 

Coffee. 

Beef broth with rice with 
croutons 

Grilled bacon 

Baked lima beans. 

Farm greens 

Catsup Pickled onions. 

Assorted breads and butter. 

Apple pie and cheese. 

Hot chocolate. 








Minestrone soup with 
croutons 
Baked meat patty. 
Brown gravy. 
Home fried potatoes. 
Buttered peas. 
shredded carrots 
W hole wheat bread. 
Coconut cake, 
Coffe Milk 
Yankee bean soup with 
crouton 
w England boiled 





linner 


rned beef and 

Boiled potatoes 
i carrots 

d beets 

S i cucumbers. 

Mustard 

Rye bread, 1 


Bread puddit 


elted butter. 


Coffee, 


Fish chowder with crou- 
Beef goulash with noodles 
AA t 

MI otatoes 

(at apt ilad 

Roll Bread. 

Fruit cobbler 

Hot cocoa 


Vegetable soup with crou- 
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10-day menu for the period Aug. 23—Sept. 1, 1957—Continued 











Day and date Breakfast Dinner Supper 
Saturday, Aug. 31_.| Chilled grapefruit juice. | Cream of tomato soup | Cream of tomato soup 
Assorted dry cereals. with croutons. with croutons, 
| Fresh milk and sugar. Baked beef hash with egg. | Baked link sausage. 
Bread and butter. Sliced cheese. Catsup. | Hot corn cakes. 
| Coffee. | Buttered peas. | Sirup. Butter. 
| Fruit snails. | Pickled beets. | Home fried potatoes. 
Cinnamon toast. | Hot rolls and butter. | Catsup. Tea. 
Bread. Jello. Cocoa. Spiced apple cobbler. 
Sunday, Sept. 1 Fresh fruit. Onion soup with cheese | Onion soup with cheese 
Corn flakes, croutons. croutons. 
Hot cereal. Roast pork loin. Grilled cheese sandwiches 
Fresh milk and sugar. Sage dressing, | (2), 
Bread and butter, Brown gravy. | Duchess potatoes. 
Coffee. Jelly. Mashed potatoes. Salmon salad. 
Iced raisin sweetbread Green lima beans. Sliced tomatoes. 
Tossed salad. | Buttered squash. 
French rolls and butter. Cream puff, 
Ice cream, Coffee. | Fruit ade, 


UNITED STATES SENATE, 
CoMMITTEE ON THE JUDICIARY, 
January 29, 1958. 
Hon. THomas HENNINGS, 
Chairman, Senate Judiciary Subcommittee on Penitentiaries, 
Senate Office Building, Washington, D. C. 

DrEAR SENATOR HeNNINGS: Your cooperation in authorizing me to 
visit three of our Federal penal institutions in October and December 
was most appreciated. This letter is intended as a brief report on 
my impressions of those institutions and their officials. 


1. United States Penitentiary, Alcatraz Island, San Francisco, Calif. 


This institution was visited on October 4, 1957. With the guidance 
of Warden Paul Madigan and members of his staff in their various 
jurisdictions, I was able to observe the operation of almost the entire 
institution. 

My visits included nearly all the shops—the laundry, furniture 
factory, and broom factory—as well as various security operations. 

Especially impressive to me were the many evidences of attaining 
the maximum security standards which are the prime mission of the 
facility. Also the very apparent basis for high maintenance costs. 
These two factors readily form the basis for the relatively high cost 
per capita at Alcatraz. 

The warden and his staff are to be commended for the resoluteness 
and yet the humanity with which, as far as my observations go, they 
accomplish their grim task. 

2, United States Penite ntiary, McNeil Island, Wash. 

This institution was visited on October 7, 1957. Warden David 
Heritage was kind enough to meet me in Tacoma and we remained in 
constant company, along with other members of his staff, during this 
inspection which took the entire day. 

The operation of the various shops and factories was of especial note. 
Because of the differences in the basic purpose of the institutions, 
there is more of this activity at MeNeil than at Alcatraz. 

The shops inspected at McNeil included the furniture repair shop, 
the canning factory, and the typewriter and machine repair shop. 


All were in full operation at the time of my inspection and all seemed 
well organized and disciplined. 
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Especially impressive to me was the educational system at McNeil. 
Obviously, the challenge is great with inmate-students ranging widely 
from absolute illite racy on up in the intelligence scale. The teaching is 
done by noninmates with accredited status. 

It would appear to me, again on the basis of a 1-day inspection, that 
more classrooms could be used to very good advantage at McNeil. 

Warden Heritage is to be especially commended for one change 
which was brought to my attention. That is the improvement in 
the dining room facilities by which the long narrow steel tables are 
being replaced by smaller tables at which inmates may choose their 
own seats and eating partners. This effort to obtain a more conven- 
tional dining atmosphere should be most welcomed by the inmates. 
Its effect should be good. 

Efforts also are under way to obtain more space for office and 
administration work by erecting a balcony floor in the large dining 
hall. This work should relieve crowded conditions in these offices and 
contribute toward improved administration of the institution. 

3. Federal Correctional Institution, Englewood, Colo. 

This institution was inspected on December 14, 1957. Warden 
M. L. Kennedy was kind enough to meet me at the airport upon my 
arrival and an entire day was spent surveying the facilities of this 
institution. 

In addition to the dormitories, classrooms, shops, and offices, I was 
able to look over the extensive agricultural operation, including the 
farm buildings and grounds and the livestock with which the farm 
is stocked. 

The entire institution displays good housekeeping and, as well as 
I could see, there is a good spirit among both the young inmates and 
the teaching and security staff. 

It is necessary and urgent, in my opinion, that this institution ob- 
tain additional classroom space and a suitable gymnasium as soon as 
possible. The edue ee system at Englewood appears to be 
severely handic ‘appe d | Vv the shortage of classrooms 

The gymnasium is very small and dark and completely inadequate. 
A reat deal could be contributed to the program at Englewood by 
construction of a large, well-lighted gymnasium of auditorium capacity. 

Unfortunately, since my inspection was made on a Saturday, the 
shops were not in operation, although I was shown through the prem- 
ises of each. 

In general, however, I felt I obtained a good insight into the spirit 
of the institution and its mission. It is my opinion, on the basis of 
this inspection, that a great deal is being accomplished at Englewood, 
bearing in mind that the predominant emphasis at this institution is 
rehabilitation of young offenders under the Youth Act 

Again, I would like to commend to the subcommittee the courtesy 
and cooperation extended to me by Wardens Madigan, Heritage, and 
Kennedy. 

Sincerely F 
Roman L. Hruska, 
United States Senator from Nebraska. 


om 
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\Ir. Henninas, from the Committee on the Judiciary, submitted the 
following 


REPORT 


Senate Resolution 89, which was adopted by the Senate on June 1, 
1953, provided that the Committee on the Judiciary, or any authorized 
subcommittee thereof, was authorized and directed to conduct a full 
and complete study of juvenile delinquency in the United States. It 
stipulated that such an investigation give special attention to (1) 
determining the extent and character of juvenile delinquency in ie 
United States and its causes and contributing factors, (2) the ade- 
quacy of existing Federal laws dealing with youthful offenders, (3) 
sentences imposed on, or other correctional action taken with respect 
to, youthful offenders by Federal laws dealing with youthful offenders, 
and (4) the extent to which juveniles are violating Federal laws relating 
to the sale or use of narcotics. 

Pursuant to the authorization in Senate Resolution 89, the Senate 
Subcommittee To Investigate Juvenile Delinquency was organized 
and commenced an investigation of juvenile delinquency. Although 
the time limitation of the original resolution was January 31, 1954, 
the Senate has each vear since that time authorized a continuation 
of the study. During 1957 the subcommittee operated pursuant to 
Senate Resolution 52,* agreed to January 30, 1957, as amended by 
Senate Resolution 191. 


1. Tue NATIONAL JUVENILE DELINQUENCY PICTURE 


In previous reports of the subcommittee, it was indicated that the 
upward trend in juvenile delinquency among those in the 10 to 17 years 
of age group has been in evidence since 1948. In 1956, for the eighth 
consecutive year there was a tremendous increase in the number of 
juvenile court cases. During that year, there were 520,000 juvenile 
delinquency cases brought before the juvenile courts. (That year was 
the first time data were collected on a national representative sample 
of juvenile courts by the Children’s Bureau of the Department of 
Health, Education, and Welfare.) This constitutes a 21 percent 

*On January 29, 1958, by an order of the Senate the time for filing reports was extended to February 21, 


1958, and by a further order on Febru: ary 21, 1958, was extended to March 17, 1958. On March 17, 1958, by a 
further order of the Sen: ite, the time was exte nded to Mz arch 31, 1958. 
1 








2 JUVENILE DELINQUENCY 


increase in 1956 over 1955, or the largest yearly increase in any of the 
previous 8 years. This increase seems to be substantiated by the 
eo arrest data for children under 18 which shows a 17 percent in- 

ase in 1956 over 1955. This figure represents 2.2 percent of the 
lg in the 10 to 17 years of age group of our population. 

In the 8-year period from 1948 through 1956, juvenile court cases 
more than doubled while the child population of that age group 
increased only 19 percent. As in previous years, the increase is at a 
much greater rate in rural — as than in urban areas, and the ratio of 
5 boy delinquents to every 1 girl delinquent is still in evidence. 

Based on the Bureau of Census predictions for the number of boys 
and girls in the 10 to 17 year age group in 1965, we will have approxi- 
mately 44 percent more children in this category than in 1956. Once 
again, the subcommittee’s prediction still holds that if our delinquency 
rate continues its upward trend at the same rate it has during the 
vears 1948 through 1956, approximately a million children will appear 
before the courts in 1965. 

In the year 1956, there were upwards of 1,300,000 boys and girls 
coming to the attention of local law-enforcement officers. Approxi- 
mately one-fourth of the nape cases are referred to juvenile courts. 
The remaining juvenile court cases are referred from individuals and 
other agencies in the eet 

Although we feel that much progress has been made in the develop- 
ment of new and dynamic programs for the handling of the delinquency 
problem, we realize that it is an on-going, long-range problem and one 
that requires on-going, long-range scrutiny, evaluation, reevaluation, 
and study. In spite of our progress in the field of delinquency, we 
find a 21 percent increase in juvenile court cases in the latest year for 
which we have complete data—and only 3 percent of this increase 
can be attributed to the increase in population of children of juvenile 
court age. While many may wonder at the apparent lack of success of 
our efforts to combat delinquency, the subcommittee feels that if it 
were not for these efforts our delinquency rates would be increasing 
at an even greater pace than at present. 


II. AcTIvITIES OF THE SUBCOMMITTEE 


During the past 4 years the Subcommittee To Investigate Juvenile 
Delinquency has investigated a number of environmental and psy- 
chological situations, which are all germane to the subject of juvenile 
delinquency. Because of the makeup of the staff, which includes 
people with training in the fields of both law and the social sciences, 
we have been able to go into areas concerning delinquency which 
previously were virgin fields. Because of the nature of the subcom- 
mittee, we have been able to investigate many situations which neces- 
sitated not only the power to subpena and investigate legally, but the 
social-psychological knowledge to interpret and inte lligently react to 
the data we gathered. As a result, the subcommittee has come up 
with many sound bills, reports, and recommendations backed and 
given the sanction of both the legal professions and the behavioral 
and educational sciences. 

Where it was felt Federal action or Federal legislation was necessary 
as a remedy or solution, such action was initiated or the needed legis- 
lation introduced. Where it was felt necessary to make strong recom- 
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mendations to organizations such as the movie industry, the television 
industry, the comic book industry, the post office, and a host of other 
institutions throughout the United States, they have been made 
through the reports of the subcommittee. In addition, attention has 
been focused nationally on many areas throughout the United States 
that had problems that were specific to the area, but also had nation- 
wide implications. This technique has had far-reaching effects in 
stimulating local communities to action, State governments to action, 
and indeed the Federal Government to action. 

In going throughout the country, the subcommittee would gather 
in one place and at one time experts from the many, many fields of 
human endeavor that might touch upon delinquency, and through the 
interchange of ideas we have c rystallized many plans for action, many 
thoughts, and much more competent activity in relation to the delin- 
quency problem. The subcommittee has, in effect, acted as a catalyst, 
bringing about the combination of many heretofore diverse elements 
in the field of juvenile delinquency. By applying the prestige of the 
United States Senate to a situation, we have encouraged and actually 
achieved the difficult task of getting various institutions, organiza- 
tions, and agencies within communities to forfeit the individual nature 
of their activities and to combine and coordinate their efforts in an 
attempt to combat their own delinquency problems. 

The volume of correspondence and the nature of the requests and 
inquiries made to the subcommittee and the stature of the organiza- 
tions requesting the information that we have, testifies to the fact that 
the Nation looks in part to the Federal Government for leadership in 
finding solutions to so vexing a problem. In carrying out its function 
of investigation, study, evaluation, and dissemination of information 
received, the subcommittee has listened to and examined some 1,200 
witnesses in public and executive hearings, studied the programs of 
scores of local community agencies, State agencies, and Federal 
agencies, collected statistics on a great number of factors relating 
to delinquency, analyzed and made recommendations in regard to 
studies and statutes, and conducted a variety of hearings in 26 cities. 

Our most recent effort has been the development of what the 
subcommittee calls a total community plan for the handling of 
juvenile delinquency. The subcommittee observed throughout its 

vears of study that the main problems in the handling of juvenile 
delinquency are (1) the lack of trained and skilled workers in the 
field of delinquency; and (2) where these workers are available to 
agencies, there is a lack of coordination, guidance, and accountability 
by a central administrative body, which in turn waters down their 
effectiveness. In view of the first problem, the subcommittee has 
been steadfastly attempting to get State and city officials to enact 
legislation which would alleviate the shortage of trained personnel 
in this field by providing motivation in the form of funds and grants. 

In relation to the second problem, the subcommittee in December 
1957 planned extensive hearings in the city and State of New York, 
from which it hoped to develop this total community plan to promote 
the concept of a central administrative agency for coordinating the 
activities of all agencies and institutions handling delinquency in any 
one geographical or political area. Information acquired through our 
investigations and from the testimony of the many witnesses from 
public and private agencies in New York is to be incorporated into 
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a detailed and extensive report. From the nature and volume of the 
correspondence received by the subcommittee, we know this informa- 
tion is needed and desired throughout the United States. 

Unfortunately, because of the ‘chairman’s illness we were unable to 
complete the hearings in New York, and we are now in the process 
of gathering a w ealth of data from that city and from that State 
which will be included in a report to be issued this year. 


III. Prosiems Strupiep Durine 1957 


During 1957, the subcommittee, under Senate Resolution 52, as 
amended by Senate Resolution 191, continued its investigations into 
the causes and contributing factors and related areas of juvenile 
delinquency as outlined in the resolutions. 

The subcommittee conducted studies and investigations on a 
limited basis in five major areas. These included (1) the interstate 
traffic in guns and switchblade knives used by many youths and 
youth gangs in large urban areas; (2) the recruitment and induction 
of juvenile offenders and former juvenile offenders into the Armed 
Forces; (3) methods of handling incorrigible and delinquent children in 
the school systems of several large cities; (4) a preliminary investiga- 
tion by subcommittee staff members of a number of State training 
schools with the view of determining how the Federal Government 
can assist in strengthening and improving the treatment programs in 
these schools; and (5) a hearing in New York City which centered 
around that city’s programs for the prevention, treatment, and 
rehabilitation of juvenile delinquents. The ultimate object of these 
hearings is to develop a model system of coordinating the activities in 
any geographic or political area for other cities to utilize in handling 
their juvenile delinquency problem. 


TV. LeGIsLATION OF THE SUBCOMMITTEE 


During the Ist session of the 85th Congress, the subcommittee 
drafted and introduced 11 pieces of legislation which it was believed 
would aid in remedying situations discovered during previous investi- 
gations. Included im this legislation were S. 2558, 2 bill which would 
outlaw interstate transportation of switchblade airs to help keep 
them out of the hands of juveniles; three measures aimed at improving 
facilities and programs for the treatment of juvenile drug addicts were 
introduced as a result of the subcommittee’s hearings on that subject; 
and the so-called omnibus bill, which was introduced in the 84th 
Congress and passed by the Senate near the end of that session, was 
refined in light of later study and reintroduced in the 85th Congress 
as S. 431. This is one of the most important pieces of legislation ever 
to be proposed for alleviating the juvenile delinquency problem across 
the Nation, and, if enacted into law, should greatly increase the effec- 
tiveness of agencies and institutions fighting delinquency. 

Staff members participated in hearings held by other committees 
on bills which were originally introduced by this subcommittee. One 
of these bills, S. 1659, which proposed that the District of Columbia 
enter into the reciprocal enforcement of support agreement with other 
States, was reported out of the District Committee as S. 2032 and 
passed in July of 1957. The passage of this bill closed a great loophole 
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in the welfare services of the District of Columbia and the States 
surrounding it. 

Members of the staff also reevaluated the so-called border legisla- 
tion, which had been introduced in the previous Congress as S. 959. 
The purpose of this bill was 


to prohibit juveniles unaccompanied by parent or guardian 
from going outside the United States without a permit issued 
by the Attorney General for such purpose. 


The object of the original measure was to keep juveniles under 18 
from exposure to prostitution, liquor, narcotics, and pornographic 
literature, which were found to be readily available to them in several 
towns along the United States-Mexico border. Preliminary investi- 
gation indicated that the above conditions still exist. Letters of 
inquiry were sent to the attorneys general of all the Southwestern 
States and to district attorneys of all border towns. Venereal disease, 
nareotics, and prostitution figures were brought up to date to support 
the following proposed legislation—a concurrent resolution requesting 
the President and the Department of State to initiate negotiations for 
a treaty with the Republic of Mexico (1) to control the movement of 
unescorted juveniles entering border communities and (2) to alleviate 
by cooperative action the serious conditions of narcotics traffic, vice, 
and pornography that exist in many Mexican border towns. This 
could be implemented by the utilization of existing statutes whereby 
the Department of State can order the immigration authorities to 
impose departure control through cards of identification. This pro- 
cedure is provided for in the Code of Federal Regulations (title 22, 
par. 53.5, based on sec. 215) of the [Immigration and Naturalization 
Act (Public Law 414, 82d Cong.). While this law authorizes travel 
control over United States citizens only during wartime or in a na- 
tional emergency, Presidential Proclamation 3004, January 23, 1953 
(vol. 18, Federal Register), activates this statute. C onferences were 
held a ‘the subcommittee staff with re presentatives of the Bureau of 
Immigration and Naturalization and the Department of State. The 
subcommittee has failed in its efforts to develop any interest on the 
part of the people concerned with this problem in terms of legislative 
proposals or executive action. 


Switchblade knives 


An investigation was conducted by the staff of the subcommittee 
into the use of dangerous weapons by juveniles, with special emphasis 
on the interstate traffic and importation of switchblade knives. The 
major manufacturers, importers, and many of the major distributors 
of switchblade knives were interviewed and their methods of opera- 
tion studied. 

In an effort to determine the severity of the problem on a com- 
munity level, the major police departments in the United States were 
sent questionnaires. Other questionnaires were mailed to a selected 
number of mail-order purchasers of these knives. 

S. 2558 was introduced in the Ist session of the 85th Congress and 
is presently pending before the Senate Committee on Interstate and 
Foreign Commerce. Under existing law, there is no penal prohibition 
against the interstate movement of switchblade knives. S. 2558, if 
enacted into law, would prohibit interstate traffic in these knives and 
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has special provisions for dealing with those selling to a person under 
the age of 18 years. 

The subcommittee’s investigation disclosed that many of these 
knives were manufactured abroad and distributed by firms in this 
country who handle numerous items in addition to switchblade knives. 

It was established that these items were being widely distributed 
through the mail by distributors to the various States that had local 
laws prohibiting possession, sale, or distribution of switchblade knives. 
This fact, the subcommittee feels, points out the need for Federal 
control of the interstate shipment of these instruments, since local 
legislation is being systematically circumvented through the mail- 
order device. 

In the United States, 2 manufacturers have a combined production 
of over 1 million switchblade knives a year. Both concerns are im- 
portant cutlery manufacturers and the manufacture of switchblade 
knives represents only a small part of their business. It is estimated 
that the total traffic in this country in switchblade knives exceeds 
1,200,000 per year. 

The questionnaires returned by police chiefs throughout the country 
indicate that many switchblade knives have been confiscated from 
juveniles. The police chiefs, almost without exception, indicate that 
these vicious weapons are on many occasions the instrument used by 
juveniles in the commission of robberies and assaults. Of the rob- 
beries committed in 1956, 43.2 percent were by persons under 21 years 
of age. A switchblade knife is frequently part of the perpetrator’s 
equipment in this type of crime. In New York City alone in 1956, 
there was an increase of 92.1 percent of those under 16 arrested for 
the possession of dangerous weapons, one of the most common of 
which is the switchblade knife. 

Out of several hundred questionnaires sent by the subcommittee to 
purchasers of switchblade knives, whose names were derived from a 
distributor’s mailing list, 133 responses have been received. Seventy- 
five percent of the purchasers were under 20 years of age, and of this 
group, 43 percent were between 11 and 15 years of age. Of the 
persons responding to the questionnaire, only a oaaadl portion claimed 
that the knives were secured for a constructive purpose. 

In addition to the interviews with manufacturers and distributors 
and the receipt of information from questionnaires, staff contact was 
made with some of the purchasers in the immediate area and numerous 
retail stores. The proprietors of these stores conceded that the bulk 
of the demand for switchblade knives came from juveniles, some as 
young as 8 or 9 years of age. 

A major outlet for the switchblade knife are military supply stores 
which are located near military installations. Some of the manufac- 
turers and distributors felt that the purchase of these articles by mili- 
tary personnel, even though they might be 17- and 18-year-olds, was 
not objectionable. A questionnaire sent to the provost marshal in 
most of the major Army installations established that the possession 
of these knives was contrary to post regulations and that frequent 
assaults had oecurred in which these knives had been used within the 
confines of the installation. These articles are not used in connection 
with training for military purposes. The one exception is an order for 
automatic-opening knives that was placed by the Department of 
Defense for parachutists to use in cutting their ropes. However, these 
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knives were issued directly to military personnel and were not secured 
through Army-Navy supply stores. 

During 1956 at Fort Bragg, N. C., it was necessary for the military 
police to confiscate from personnel 161 switchblade knives—an average 
of 3 a week. At Fort Sill, Okla., 75 of these knives were confiscated 
as a result of aggravated assault in 1956. In the area of Fort Bliss, 
Tex., alone, there are more than 20 establishments selling these knives. 

One of the largest manufacturers and several of the major distribu- 
tors of switchblade knives said they would be glad to abandon manu- 
facturing and distributing the article if it were banned on a Federal 
footing. 

In response to the subcommittee’s questionnaire, police chiefs from 
all sizable communities, with few exceptions, uniformly supported the 
enactment of legislation prohibiting the interstate traffic in these 
articles. 

Although over 20 States have an explicit prohibition against the 
sale of the automatic-opening knife, and many more have a general 
kind of prohibition against possession with intent to use any kind 
of dangerous article, the dissemination of approximately 1,200,000 
of these articles, many of them going into the States where there 
are local prohibitions against their distribution and many of them 
getting into the hands of juveniles, shows the need for Federal controls. 

The proposed legislation directed against the interstate traffic in 
these articles provides for a maximum fine of $2,000 and/or a 5-year 
prison sentence, with a maximum fine of $5,000 if an interstate sale 
is made to a juvenile under 18. 

Firearms legislation 

Questionnaires were sent to police departments throughout the 
United States concerning the imterstate movement of firearms and 
its impact on juvenile delinquency. The questionnaire was directed 
at the desirability of including pistols and revolvers in the type of 
firearms that must be registered with the Treasury Department under 
the National Firearms Act. At present they are exempt from regis- 
tration. The other point of inquiry was to learn the views of police 
chiefs on an amendment to the Federal Firearms Act (15 U.S. C. 
901-909). 

This proposed amendment would require a manufacturer or dealer, 
licensed pursuant to the Federal Firearms Act, to conform with all 
State laws governing the purchase of firearms. At present a manufac- 
turer or dealer, licensed pursuant to the Federal Firearms Act (15 
U.S. C. 901-909), is required to predetermine and observe State laws 
governing the purchase of firearms only in instances where the State 
requires that a license be obtained for the purchase of such firearms. 
The underlying purpose of the suggested change in the law is to 
broaden the pertinent sections of the Federal Firearms Act (15 U.S.C. 
902 (c)) to require the Federal licensed manufacturer or dealer to 
conform with all State statutes relative to the sale, purchase, and 
possession of firearms. ‘This would mean that in any State that had 
such legislation, the Federal out-of-State licensed manufacturer or 
dealer shipping firearms into the State would be required to notify 
a designated authority of the sale. 

At present, many firearms are moving across State lines and falling 
into the hands of young persons without the knowledge of the author- 
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ities. The reaction of the police chiefs to the questionnaire was mixed, 
and further study is being given to the problem before a definite 
position is taken. However, it was firmly established that firearms 
can move with considerable freedom from State to State in a manner 
sometimes inimical to the public good. It was found to be easy for 
a juvenile to respond to a gun ad in many of the magazines and to 
secure a weapon through the mail. 

The following résumé indicates the bills that have been introduced 
by the subcommittee and the present status of the bills: 


Ver legislatio , d5th Cong. 


Bill No. Comments 
S. 675... \ bill to amend sec. 2314, title 18, U. S. Code, with respect to the transportation in 
interstate commerce of articles obtained by false or fraudulent pretenses, representa- % 
tions, or promises or through any scheme or artifice todefraud. (Senators Kefauver, 
Langer, and Hennings— Referred to Committee on the Judiciary 
S. 980 7. \ bill to authorize the establishing by the Surgeon General of an aftercare posthospital 


treatment program for drug addiction and for other purposes. (Senators Kefauver, 
Hennings, Langer, Payne, and Javits—Referred to the Committee on Labor and 
Public Welfare. 


. 981 { bill to create an Advisory Committee on Drug Addiction in the Department of 
Health, Education, and Welfare. (Senators Kefauver, Hennings, Langer, Payne, 
and Javits—Referred to the Committee on Labor and Public Welfare.) 

S. 982 \ bill to establish a hospital of the Public Health Service in one of the Pacific Coast 


States, especially equipped for the treatment of persons addicted to the use of habit- 
forming drugs. Senators Kefauver, Hennings, Langer, and Javits—Referred to 
the Committee on Labor and Public Welfare 


S. 2558... 4 bill to amend title 18, U S. Code, to prohibit interstate traffic in switchblade knives 
ind to prevent these instruments from getting into the hands of juveniles. (Sen 
itors Kefauver, Hennings, Butler, and Clark—Referred to the Committee on Inter- 
tate and Foreign Commerce 


Resubmitited legislation, sath Cong. 


85th Cong. bill No. | 84th Cong. bill No. Comment 


8. 355....- he S. 2193 A bill to amend the law relating to indecent publications in the 
District of Columbia. (Senators Kefauver, Hennings, and 
Langer— Referred to the Committee on District of Columbia 

S-. 356 ‘ S. 2190 4 bill to amend the act entitled “An act to create a juvenile 
court in the District of Columbia,’’ so as to provide for the 
appointment of a referee. (Senators Kefanver, Hennings 
and Langer—Referred to the Committee on District of 
Columbia. 

S. 38 S. 2191 \ bill to amend sec. 7 of the Juvenile Court Act of the District 

of Columbia. This bill puts the Director of Social Werk 

under the judge. (Senators Kefauver, Hennings, and 

Langer— Referred to the Committee on District of Columbia 

431 S. 728 and S. 4267 4 bill to provide for assistance to and cooperation with States in 

strengthening and improving State and local programs for the 
diminution, control, and treatment of juvenile delinquency 
(Senators Kefauver, Hennings, and Langer—Referred to the 
Committee on Labor and Public Welfare.) 

5, 588___. S. 3021... | A bill to amend title 18, United States Code, to make unlawful 
certain practices in connection with the placing of minor chil 
dren for permanent free care or for adoption. (Senators 

| Kefauver, Langer, and Thye—Referred to Committee on the 

Judiciary.) 

8. 1659 S. 2195 A bill to make uniform the law of reciprocal enforcement of 
support in the District of Columbia. (Senators Hennings, 
Kefauver, and Langer—Referred to the Committee on Dis 
trict of Columbia, reported out as 8. 2032, and passed into 
law.) 


D 


V. Armep Forces INpucrion Po.iciEes 


In our Report No. 130, issued early in 1957, the subcommittee indi- 
cated the problems attendant to induction or recruitment by the 
Armed Forces of former delinquents. The summary of recommenda- 
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tions m that report indicated that because of the great number of 
former delinquents who make up the available manpower pool for 
the United States Armed Forces, the rejection of all of them would 
not be feasible. We further indicated that the indiscriminate admis- 
sion of all former delinquents into the armed services is just as unwise. 
While we felt that the present policy of the Air Force, for example, 
of admitting some delinquents and rejecting others is a desirable pro- 
cedure, we indicated that the present criteria for doing so were un- 
sound. The subcommittee recommended that detailed studies of the 
careers of former delinquents who have already served in the Armed 
Forces be made to determine those delinquents who did perform well 
as against those who did not perform well. From these studies, predic- 
tion scales could then be developed to more efficiently use our man- 
power in any future emergency. 

During the course of the year the subcommittee found that the 
Air Force had initiated such a study at Lackland Air Force Base. A 
wealth of data was gathered by persons in the field of juvenile delin- 
quency and criminology who were hired as consultants to the Air Force, 
and upwards of $900,000 was spent in conducting the research. How- 
ever, because of lack of funds to complete the “study, the Air Force 
Research and Development Center dropped the project and the data 
are now stored in a warehouse at Lackland. The information con- 
tained in them is not being utilized by the Air Force or anyone else, 
and its is the opmion of the subcommittee that the final stage of this 
vast research—the analysis of the data gathered and the setting up 
of the prediction seales—-should be completed if the money already 
spent is not to be a total loss. Over and above this, the value of 
the prediction scale that could be derived from this information is 
inestimable to the safety and future of this Nation. 

The subcommittee staff studied a series of military establishments 
responsible for the induction and recruitment of Armed Forces per- 
sonnel. Recruiting officers were interviewed at the station level, at 
a United States Army recruiting district which recruits personnel for 
1 of the 6 Army areas in the United States, and at the corresponding 
Army Headquarters. 

In regard to the acceptance of former juvenile delinquents for 
service in the Armed Forces, the recruiting manuals of the various 
services stipulate certain offenses that, once committed, make the 
individuals ineligible for entry into the service. There is no com- 
promise. No attempt is made to determine whether or not the 
former delinquent has been rehabilitated and is presently a good 
prospect for service. The fact that he committed the offense pre- 
cludes his serving and the recruiting officer has no alternative but to 
refuse to acce pt the application. 

On the other hand, the recruiter has the discretion of admitting 
potential recruits with minor violations. (It is ironie that while a 
single traffic offense may not preclude the entry of a vouth into the 
service, the commission of 2 or 3 traffic offenses requires a waiver 
and can result in the individual being refused entry. On the other 
hand, an adult with a similar series of traffie offenses is not ineligible 
to enter the service.) 

There is a third group of former delinquents who are eligible for 
being waived into the service. In order to accomplish this, the re- 
cruiter must fill out waiver forms which are in turn sent to the com- 
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manier of his recruiting district. At this stage, the available record 
of the former delinquent is studied and a rec ommendation is made to 
either accept or reject the potential recruit. (If the juvenile court 
record is not made available, the individual’s case is not even con- 
sidered, which is a problem discussed in another part of this report.) 
This recommendation is then forwarded to the headquarters com- 
mand of the Army area where final disposition is made of the case. 

At this stage an individual with no particular background in the 
field of crime or delinquency determines on the basis of the informa- 
tion supplied him by the commander of the recruiting district whether 
or not the waiver should be granted. The subcommittee was told by 
the officers at the intermediate level (who made the more adequate 
study of the individual) that sometimes there seemed to be no rhyme 
or reason for some of the action taken on their recommendations. At 
times people that they strongly recommended be rejected were ac- 
cepted at headquarters command of the Army area or vice versa. 
The subcommittee was given examples of persons with minor offenses 
being rejected while a person with a relatively serious offense was ac- 
cepted. The subcommittee plans to study this situation further and 
issue a report, suggesting changes in this procedure. 

Another problem indicated in Report No. 130 was the controversy 
between correctional people in the field of delinquency, many of whom 
regard their records on former delinquents as confidential, and the 
military recruitment and induction personnel, who need this informa- 
tion as a basis for rejection or acceptance of any former delinquent. 
This situation was most acute in those areas where the juvenile court 
refused to cooperate with recruiting officers which ended any chance 
the former delinquent might have had of getting into the service. 
Many juvenile courts justify this stand, however, by claiming that 
the recruiters are not qualified to interpret the records which many 
times include psychiatric data. 

On the other hand, recruiters claim that juvenile court judges give 
enlistment in the service as an alternative to probation or sentence. 
This practice was so common that the Armed Forces issued regulations 
to prohibit the entry of any person who was released from probation 
in order to enlist. 

In order to gain an exact pic ture of the practices of juvenile courts 
in regard to this proble m, the subcommittee staff sent 250 question- 
naires to juvenile courts throughout the Nation. We found a wide 

variety of practices that ranged from a complete rejection of any 
attempts by the military to gain information on the record of a former 
delinquent to a workable arrangement with the military to aid them 
in the determination of acceptance or rejection. 

The following excerpts from several questionnaires indicate the 
wide divergence in philosophy of various juvenile courts on this 
problem and the difficulties encountered at times due to the non- 
uniformity of State laws in regard to releasing the records of former 
delinquents. The following statements are in answer to the question: 

Have you ever denied records re queste «| by a juvenile de- 


linquent or by a recruiting officer for the purpose of enlisting 
the juvenile in some branch of the armed services 
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Hon. Leo J. Yehle, judge of children’s court, county of Onondaga, 
Syracuse, N. Y.: 
Have not denied records requested by a delinquent. It is 
our policy in accordance with our law to deny records to the 
armed services and others. 
Hon. W. Rhodes Clay, judge, county court of Fayette County, 
Lexington, Ky.: 


No. But I believe denial in some instances would have 
been more just to the applicant because of wrong conclusions 
by recruiting officer or staff in examining the records. 
Hon. William R. Collinson, judge of juvenile court, Greene County, 
Springfield, Mo.: 


Such information has never been denied. However, under 
the new Juvenile Code of Missouri going into effect August 
29, 1957, the disclosure of this type of information is ex- 
pressly prohibited by law except upon written order of the 
judge of the juvenile court having jurisdiction. All re- 
cruiting offices and selective service boards should be 
required to operate in accordance therewith. 


Hon. Arthur L. Eno, judge, district court of Lowell, Lowell, Mass. : 


Yes. Records are given to recruiting officers, providing 
only that the consent is given by the juvenile offender 
himself or his parents, or with the permission of the presiding 
justice of this court. 


Hon. John J. Connelly, judge, Boston Juvenile Court, Boston, 
Mass: 


No. ‘Two or three years ago, because of the enlistment 
and selective service officers denying the right of service to 
boys and girls who had made a mistake because of their im- 
maturity and childhood and from that time had been good 
citizens, we threatened to withhold records of delinquency. 
The armed services in this area are now cooperating with our 
court by the more judicious use of records. 

Hon. Carlton F. McNally, judge, courthouse, St. Paul, Minn.: 


We do not turn over files to any branch of the armed 
services, since we feel that the record itself is a private one. 
However, upon written authorization from the parents or 
guardian of the juvenile, the probation department gives 
information from the file—selecting all relevant information. 


Hon. Forrest R. Shanaman, judge, courthouse, Reading, Pa.: 


Yes, when the complaint was a minor one, or when the 
delinquent act was not considered symptomatic behavior, 
or when the boy was with a group and was not the instigator. 


Hon. Orman W. Ketcham, judge, juvenile court of the District of 
Columbia, Washington, D. C.: 


[t has been the policy of this court to deny such requests 
made by recruiting officers. Requests by juvenile delin- 
quents to inspect their own legal (as distinct from social) 
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records are usually granted. However, the court makes an 
exception in cases where, in its judgment, the nature of the 
offense—homicide, arson, sexual perversion—would clearly 
tend to disqualify the former juvenile delinquent from en- 
listment in the military service. 

The following statements are in answer to the question: 

Have there been any instances in your court in the last 
year where the probation period of a delinquent was waived 
on condition that he enlist in some branch of the armed 
services? Do you favor or oppose this policy? 

(Hon. Harry L. Eastman) John J. Mayar, director of social services, 
Cuyahoga County Juvenile Court, Cleveland, Ohio: 


No. This court is firmly opposed to using enlistment in the | 
armed services as an alternative to probation or commitment \] 
to an institution. We believe it is most unwise for a judge in 
any court, not just juvenile, to state to the delinquent or i 


defendant in an adult court words to the effect that if he 
doesn’t enlist in some branch of the service, he will be ‘sent 
away.”’ The armed services have a great deal to offer the 
young men and women of our country, but his experience is 
is something which the boy himself should want and not 
something which is offered to him as an alternative to bei ing 
committed to a training school. We are most willing, as a 
rule, to cooperate fully with the recruiting office in releasing 
our jurisdiction in those cases where it is believed that the 
individual would make a good member of the armed services 
and where the plan for enlistment was initiated by the boy 
and his family and not the court. 


Hon. French Clements, judge, Probate Court of Vanderburgh 
County, Evansville, Ind.: 


In the past year no probation period has been waived on 
condition that subject enlist in any branch of the armed 
services. I am opposed to waiving a probation period for 
the sole purpose of permitting or forcing any person to enlist 
in any branch of the armed services. A situation could exist | 
which would warrant a release from probation to enable 
one to enlist. 


Hon. W. W. Woolfolk, judge, Fulton County Juvenile Court, 
Atlanta, Ga.: 


It depends upon the individual person involved. There 
have been instances where a recruiting officer would check a 
boy out and find that everything else was in order and would 
ask that the court dismiss him from probation so that he could 
enter the armed services free of civil restraints. There have 
been some instances where the court felt that the offense was 
not sufficiently serious to stand in the boy’s way and bar him 
from entering the service, and in such cases we have waived 
probation and dismissed him from our jurisdiction. I feel 
that, when handled properly, this can be beneficial both to the 

young man involved and the armed services. 
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(Hon. Nathan J. Kaufman) Simon Pilzner, assistant chief probation 
offic er, Wayne County Juvenile Court, Detroit, Mich.: 


Yes, many times. Waiver of probation in favor of enlist- 
ment only when indicated as first offender, or type of 
delinquency where court uses its discretion. We also favor 
predating of termination of probation because formal closing 
of case sometimes takes approximately 3 months. (Many 
services demanded “off probation 6 months prior to enlist- 


ment” before acceptable to them.) 
Hon. August C. Taveria, judge, Third District Court of Bristol, New 
Bedford, Mass. : 
There have been many instances in this regard and I have 
no opposition to this policy. 


Hon. Edwin L. Swope, distriet judge, courthouse, Albuquerque, 
N. Mex.: 
Yes. I favor such a policy because military service solves 
the problem for many boys 17 years of age who are not 
required to attend school and cannot find employment. 


Hon. James H. Montgomery, Jr., judge, juvenile and domestic rela- 
tions court, Richmond, Va 


We have terminated our probation in order that the indi- 
vidual can be accepted into the armed services. We do not 
think that the fact that a boy is on probation should be 
considered when he tries to enlist. When we dismiss our 
action, we then lose contro] of the boy, and if he is rejected 
for service, there is no way the court can resume jurisdiction, 


The returned questionnaires are now in the process of being tabu- 
lated. <A report will be issued by the subcommittee on the basis of 
our study, in which we will make recommendations to the National 
Association of Juvenile Court Judges, which members of the sub- 
committee hope will help settle the issue. 


VI. Srupy or INSTITUTIONS FOR JUVENILE DELINQUENTS 


A study was initiated in 1957 of the State correctional schools for 
boys and girls in the United States. This study, while still continu- 
ing, has developed to the point that certain positive findings can be 
presented, as well as a number of constructive reco ‘mmendations. 

The superintendents and senior staff members of many of these 
institutions were conferred with. Twenty-two of these institutions 
were visited, and close to 100 boys and girls who had been at these 
institutions were interviewed. In addition, reports relating to the 
State correctional schools and all other related literature on this sub- 
ject were studied. In the case of brutality and immoral conduct 
between the staff and the juveniles, corroborative material and judg- 
ments of conviction have been obtained. 

Over 33,000 juveniles reside each vear in all State and local training 
schools in the United States. These youngsters very often represent 
the so-called hard core delinquents. They are the group that require 
the most intensive utilization of all the techniques and skills the 
community has available. 
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They are youngsters who are in the formative years of their lives and 
are more amenable and responsive to an intelligent and well-rounded 
treatment program than adult offenders who are inmates of State and 
Federal penal institutions. Ironically, in many States the adult 
correction program has developed in a progressive manner much more 
rapidly than the juvenile correc tion program, possibly because until 
the past 7 years the community’s interest has been more intensively 
focused on aver rather than juvenile, institutions. 

In the past 10 years there has been a sharp change in the philosophy 
of those responsible for the administration of these institutions. 
Formerly, many administrators believed that their function was purely 
to hold juveniles in secure custody and to rehabilitate and correct 
their charges by the use of punitive and repressive measures. Corporal 
punishment, frequently extending into brutality, was commonplace. 
Regimentation, rigid discipline, and a never-ending series of rules 
and regulations, which the normal person might find difficult to 
conform to, were the backbone of the traditional training school 
program. All of the superintendents who conferred with the staff 
of the subcommittee expressed a concern in developing a helpful 
treatment program for the juveniles in their institutions. They were 
all equally anxious to eliminate as much as possible the arbitrary 
use of repressive measures and corporal punishment. This healthy 
change in attitude has, of course, been reflected by a great improve- 
ment in the programs of many of the State correctional schools. 
Unfortunately, despite the desires of the eee who were 
interviewed, many of the State correctional schools, in practice, still 
continue to be institutions dominated by the use of Seed e where young 
people can only continue to develop an already hostile and bitter 
attitude toward society. 

This condition is attributable principally to the inability of State 
correctional schools to obtain trained, skilled, and understanding staff 
on the supervisory and custodial level. The intentions of the admin- 
istrative staff often are enlightened and constructive, and an excellent 
program can be formulated in theory and on paper, but this sound 
structure and beginning has little value if the staff is unable or un- 
willing to carry it out. 

Frequently strict regulations against the use of corporal punishment 
are ignored by staff members who are unskilled in dealing with 
juvenile ‘s, and despite instructions to the contrary from the superin- 
tendent, force and threats are resorted to to solve mi uny of the typical 
problems that arise when dealing with a group of delinquents and 
sometimes emotionally disturbed juveniles. 

Legislation has been drafted for introduction to establish in the 
Division of Juvenile Delinquency Service of the Children’s Bureau, 
Department of Health, Education, and Welfare, a training center to 
develop skilled, professional staff for employment in institutions and 
agencies for delinquents. The establishment of this institution, it is 
hoped, will make possible a sound training program not only for 
administrators, but for those on the supervisory and custodial level in 
the State correctional schools. Not only will the training of staff 
improve the programs in the institutions, but employees of a higher 
caliber will be ne ‘ted to work in these institutions if they have an 
opportunity for developing professional skills that will permit them to 
advance in the institutional field. 
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The significance of the proposed legislation is best illustrated by 
an analysis of some of the subcommittee’s preliminary findings regard- 
ing State training schools. 

It is commonly agreed by all professional people working in the 
institutional field that individualized treatment and a homelike 
surrounding is the most effective setting for helping delinquent young- 
sters who must be separated from their homes. The United States 
Children’s Bureau publication, Institutions Serving Delinquent Chil- 
dren, recommends: 


Living groups in training schools should not exceed a maxi- 
mum of 20 students, even when they are fairly homogeneous 
(p. 43). 


Furthermore, it is the consensus of opinion that the schools should be 
limited in size and that the staff should be sufficient in number not to 
be overwhelmed by the sheer mechanics of daily living. In many of 
the urban States, the correctional schools have as many as 500-800 
boys in their custody: rarely does the number fall under 250 in the 
public institutions. In one midwestern State training school, they 
often have over 200 boys over and above the number “for which the 
school was designed. Confronted with this overcrowding and lack 
of staff members, the following gains in the juvenile correctional field 
are a tribute to an uphill fight by many devoted superintendents and 
staff members who are dedicating their careers to work in these 
institutions. 

One critical area that has received special attention in many of the 
State training schools is the improvement and development of their 
academic program. This was illustrated in a visit to the State 
Training School for Boys, Milledgeville, Ga. Recognizing that there 
are many boys at the’school who cannot benefit from a standard school 
program, the school superintendent, Mr. Ireland, has established a pro- 
gram for slow learners and boys of limited capacity. In this program 
the emphasis is not only on learning the rudiments of writing and 
reading, but on training in the elementary, routine mechanics of. daily 
living. Reading defects have been found to be a characteristic of 
many delinquent youngsters. This specialized program, which is 
executed without pressure and in an informal way, enables many of 
these youngsters to equip themselves with the basic tools nec essary 
to navigate in society. This, in turn, relieves them of much of their 
hostility. At the Federal reformatory, Ashland, Ky., a specialized 
course for boys who have reading defects is being developed, with 
the prospect of great success. Many of the other institutions visited 
were in the process of developing special classes for boys or girls who 
had reading problems. 

Brutal and immoral conditions were found to exist in certain of 
the training schools. Often a situation was found where a good school 
with a good staff had several employees of sadistic or perverted lean- 
ings, whose practices were not always brought to the attention of the 
responsible persons in the administration. 

(Questionnaires were sent to social work schools to determine the 
extent to which they were training staff for employment in State 
correctional schools. The responses indicated an awareness ot the 
need for expansion of curriculum in this direction. Several of the 
schools have developed courses along this line. The New York School 
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of Social Work is rapidly expanding its program in this field. Almost 
uniformly, the schools stated that few of their students were inter- 
ested in employment in correctional schools due to the low pay, poor 
professional status of many of the schools, rapid change of staff 
sometimes for political reasons—and generally the lack of opportunity 
to do really constructive work in a surrounding that focused its at- 
tention on custody rather than treatment. 


Recommendations 

1. Each State, through its universities and social work schools, and 
the Federal Government, through the Department of Health, Educa- 
tion, and Welfare, should establish training centers for the develop- 
ment of trained and understanding staff to work in State correctional 
institutions. Special focus should be given to training cottage super- 
visors, who are at present usually the least trained—and yet the most 
vital—persons dealing with boys and girls in State correctional in- 
stitutions. Employment in these schools should be put on a career 
basis, with good pay and chance for advancement in the department 
operating the school. This would attract a higher caliber personnel 
for emplovment in these institutions. 

A program of halfway houses—residential centers fer boys and 
girls who have been released from State correctional institutions 
should be developed. Often boys and girls are released from institu- 
tions to return to a home where conditions are so critical and unde- 
sirable that it is impossible for them to adjust properly to the 
( ymmunity. Every large city and ¢ immunity should have evaileble a 
residence where these young people could live upon releese. They 
would be free to participate in all community affairs, have the benefit 
of a limited treatment program in the residence, and could visit their 
home on oceasion. Several already exist—one being the Stuyvesant 
House in New York City—and they heve been very successful. 

3. Men and women being employed for work in correctional institu- 
tions should be more closely screened to make certain that their 
background is one of emotional stability and good character. By being 
more careful in employment of these people, there will be less chance 
of sadistic or perverted individuals obtaining entry into an atmosphere 
peculiarly suited to their desires. 

4. Further emphasis should be made in developing special classes 
and instruction for slow learners and éspecially for retarded readers, 

Thus far the investigation into training schools has been on a 
limited basis and conclusions and recommendations made herein will 
necessarily be supplemented upon completion of the subcommittee’s 
Investigation. 

The subcommittee hopes to investigate conditions in many more 
of the State and Federal training schools this year, with a view 
toward developing a program whereby the State and Federal Govern- 
ments can work together to raise the standards of institutions housing 
these unfortunate children. 


VII. THe HAaNbLING oF DELINQUENT AND INCORRIGIBLE CHILDREN 
IN THE PuBLIC SCHOOL SysTEMS 


Increasingly serious problems in the Nation’s public school systems 
with delinque nt and incorrigible youth have resulted in much publicity 
with reference to the expulsion of these unmanageable children and 
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the handling of mentally disturbed children. The subcommittee 
began studying this problem when it became apparent that right here 
in the Nation’s ( ‘apital child guidance and mental health facilities 
available to the school system were almost totally lacking, and, as a 
result, school officials were faced with the unfortunate situation of 
expelling unmanageable children, turning them out into the streets, 
as it were, and releasing them from any sort of formal control or formal 
treatment program. The subcommittee staff made a study of this 
situation and found that Washington, D. C., is one of the major cities 
woefully lacking in ancillary facilities for handling school problems. 
Mentally disturbed children in the District must wait 12 to 18 months 
before they can be given any help. During this time, of course, their 
condition ean, and usually does, become much worse. They can and 
do increasingly become a threat to society, while less and less amenable 
to treatment. In a nearby Maryland county the brutal murder of a 
junior high school girl by a classmate who had been a long-time mental 
case brought forth statements from school and mental health officials 
that the major reason for this occurrence was the lack of adequate 
facilities in the area for handling mentally disturbed children in the 
schools. School officials knew the boy was emotionally disturbed long 
before his illness erupted so violently, but they were at a loss over 
what to do with him because of this lack of facilities. 

The increasingly serious problems in both the District and neighbor- 
ing county school systems, including three other murders committed 
by pupils, resulted in much publicity with reference to the handling 
of these children and the expulsion of unmanageable children. On 
looking into the District situation, it was found that incorrigible 
children were in danger of being turned loose from schools to roam the 
streets until they were picked up by the police. 

The subcommittee offered the superintendent of schools of the 
District its help in developing an emergency plan to handle the 
juveniles who became so dangerous that they had to be removed from 
school. We also offered our help i in initiating a long-range preventive 
plan to keep the more serious cases from developing. Suggestions 
and recommendations were made to the school system by the subeom- 
mittee by correspondence and interviews, and the latest: communica- 
tion to the subcommittee from the District school superintendent 
indicates that these incorrigible children will not be excluded from any 
formal handling. Instead, a team composed of 1 psychologist, 1 
psychiatrist, and 2 social workers from the health department will 
review the cases of children who may have to be excluded. This team 
will study and evaluate each case prior to exclusion and make recom- 
mendations for placement or care after the pupil is excused from 
school. (The services of these professional people were obtained 
by the Commissioners’ Youth Council from the District Health 
Department, and they were assigned to the Department of Pupil 
Appraisal, Study, and Attendance.) 

A good example of the overpowering odds against which the Dis- 
trict school officials must work is the situation in which the subcom- 
mittee found the District schools’ Pupil Appraisal, Study, and At- 
tendance Department. At the time of our inquiry, this department 
was composed of 10 people who administered individual psychologi- 
cal examinations. The unit has three functions: (1) To conduet 
group tests of achievement and intelligence; (2) to make psychologi- 
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cal studies of behavior problems and to make recommendations based 
on these studies; and (3) to handle attendance problems. 

In 1956, 5,928 children were referred to the department for psycho- 
logical testing. They were able to complete the examination of 
1,212 referrals. The remaining 4,716 were sent back to school the 
following fall with a request to the principal to send back only the 
serious cases. Of the thousands of referrals, only those cases held to 
be emergencies are given attention, while the incipient delinquents 
remain in the files indefinitely, or until such time as they become 
emergency cases. The staffing of this special services department has 
not been kept in line with pupil expansion. ‘The obvious weaknesses 
in the program are: (1) The majority of the children cannot be 
handled; and (2) many recommendations made to parents by this 
department are not acted upon. ‘There are no followup facilities to 
determine if their recommendations have been carried out. When 
recommendations for other school services are made, such as referral 
to a speech correction class, the child is put on a waiting list and 
given a temporary excuse from school. This may result in the child 
staying out of school several days, several weeks, or sometimes in- 
definitely. ‘The school system has no facilities whatever for certain 
types of physical and mental cases. 

This division had available for 2 hours a week the services of a 
psychiatrist, which consisted mainly of advice to the rest of the staff. 
Emergency cases were referred to public health clinics; however, these 
too are overcrowded. 

There is also, within the District school system, a series of special 
classes to which are referred children who are relatively normal 
emotionally, but have some sort of school or home problem for which 
temporary treatment is determined to be necessary. They are 
referred from regular classrooms by the principals of the various 
schools. Children referred to these special classes are placed in (1) 
citywide adjustment classes, of which there are 3 in the District; and 
(2) separate community school type adjustment classes, of which there 
are 13 in the District. 

Ideally, in each school there should be 1 class of this type for the 
older boys and 1 for the younger boys in order to keep them separated. 
In the District, teachers who handle these classes need no special 
qualific ations other than those required for the average schoolteacher. 
All 3 of the citywide classes which handle these problem children have 
untrained instructors, as it is virtually impossible to get persons who 
have been especially equipped to handle them because of the extreme ly 
low salary which the Board of Education is able to pay. As indicated 
above, the special classes which exist in the city school system, such as 
remedial reading and speech classes, are not equipped to hs indle all of 
the referrals. 

During the year two young inexperienced teachers were put in 
charge of special classes for problem children with the understanding 
that if the job was too difficult for them they should notify the prin- 
cipal, whereupon they would be released. They both did find the 
job too difficult. The assistant superintendent in charge of junior 
high schools in the District told the subcommittee, “When you have 
reached the bottom of the barrel, there is nothing else you can do.’ 
He was not criticizing the ability of these two teachers, but the situa- 
tion wherein young teachers, as yet unskilled in handling disciplinary 
problems, were asked to cope with a group of the worst behavior 
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problems in the District school system. The subcommittee is in full 
agreement with the superintendent and in sympathy with the District 
School Board. In its 1958 budget request, the reading specialists for 
senior high schools, the remedial reading classes for senior and junior 
high schools, and classes for the mentally retarded were eliminated 
along with the request for pupil counselors for junior high schools. 

The members of the subcommittee are aware of the importance of 
this type of personnel in handling incipient behavior problems. The 
a that delinquents invariably are characterized by an inability to 

ead is an indication of their lack of ability to perceive and under- 
diied the world they live in—a great factor, psychologists tell us, in 
their delinquent behavior. The fact that the junior high school age 
is one of great stress and strain, during which many vexing problems 
arise, should be evidence enough of the need for special counselors for 
these young people. However, when it is realized that it is these 
problem situations that often result in delinquent behavior, the need 
for this type of personnel is magnified many times. 

In view of the present situation in the District of Columbia school 
system, where it was necessary to exclude students because of mis- 
conduct, where children with problems must wait for special classes 
or services that may never come, where teachers with no special 
training to do so are asked to hs indle problem classes—in view of 
this, the members of the subcommittee entreat the Congress of the 
United States to appropriate the necessary money to make the school 
system of the Nation’s Capital one that can be emulated, rather 
than one that is inadequate in terms of personnel and available 
facilities. 

The subcommittee is aware of the fact that this is a problem faced 
by every large community in the United States. For example, 
New York schools have been beset by this problem of incorrigible 
and delinquent youth who disrupt and deteriorate classroom pro- 
cedures. In looking for solutions to this situation, the subcommittee 
staff made a study of the so-called ‘600’ school system in the city 
of New York, which is a series of 15 schools to which unmanageable 
and incorrigible children can be referred by their teachers. The 
members of the subcommittee feel that this group of schools is part 
of the answer to the problem of unmanageable children. 

We will go into a much more detailed analysis of the effectiveness 
of the “600” schools in the forthcoming report on the New York 
hearings. 

In reference to the District of Columbia situation, the subcom- 
mittee cannot emphasize enough the responsibility that the District 
Commissioners have in seeing to it that the schools of the Nation’s 
Capital are more adequately staffed with better trained and better 
paid personnel. We would like to commend the Commissioners’ 
Youth Council on its “maximum benefits”? project, which is bringing 
to bear all of the available community services on the emotionally 
ores pupils of a Washington school in a high delinquency area. 
This is a beginning, but it is only one school. If more dynamic 
steps are aa taken, such as those outlined in the District of C olumbia 
Health Department proposals for strengthening and establishing 
additional mental health services for the schools and the school board’s 
proposals for increased personnel to handle problem children, the 
District may at some future date find itself in a situation similar to 
that which now plagues other large cities. 
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VIII. OrnxerR Activities OF THE SUBCOMMITTEE 


Throughout the year just past the subcommittee staff distributed 
upwards of 10,000 copies of reports and printed transcripts of hearings 
to a wide variety of professional and nonprofessional organizations and 
agencies and individuals throughout the country. Six thousand of 
the subcommittee’s Report No. 130, the so-called omnibus report, 
were distributed. While numerous requests for this report are still 
received, there are only a limited number left which are distributed 
to congressional offices and to professional organizations and agencies. 
This report covered a wide variety of factors associated with the 
delinquency problem. Discussed in great detail were such subjects 
as rehabilitation of juvenile drug addicts, venereal diseases among 
juveniles, recreation, housing projects, therapeutic services, urban 
youth commissions, and family services dealing with the prevention of 
delinque ney. Other areas covered in the report were juvenile vandal- 
ism, the effect of economic need and slum areas on delinquency, 
juvenile drinking, youth gangs, and the effect of punishment and 
discipline in rehabilitating juvenile delinquents. Other topics dis- 
eussed were police services for juveniles, juvenile courts, detention of 
children in the United States, training schools, and forestry camps. 
This report was hailed by the press and professional people as bringing 
progressive concepts into the public spotlight in regard to this Nation’s 
juvenile delinquency problem. 

The subcommittee still receives hundreds of requests by letter 
and phone for subcommittee publications which are now out of print. 
Many of these reports have been quoted widely in the professional 
journals. Many have also been quoted widely and incorporated into 
the permanent literature of the juvenile delinquency field, as evi- 
denced by publications such as college textbooks which appeared 
during the past year. 

The subcommittee also issued a report during the year on juvenile 
delinquency in St. Louis. While this report was in effect a critical 
evaluation of the juvenile delinquency fighting facilities in the city 
of St. Louis, it was regarded by that city as a highly objective one 
and was in part responsible for that city’s streamlining its delinquency- 
handling machinery. 

During the past year some of the Nation’s largest and most well- 
known dealers in pornographic literature were indicted or received 
maximum prison sentences under the law. These pornographers were 
originally pointed out by the subcommittee through investigation by 
the subcommittee staff and their activities brought to light through 
public hearings. 

Because the subcommittee has been the only agency in this country’s 
history to publish complete works on the relationship between the 
mass media and juvenile delinquency, which included our reports 
on the motion picture, television, and comic book industries, we are 
still considered by the public to be a foca] point for registering com- 
plaints regarding these media. Because of this, we receive much 
correspondence in relation to our work in the area of removing ob- 
jectionable and harmful contents from them. We are also in a position 
to pass on to these industries the complaints we receive and to keep 
them alert as to public opinion about their products. 
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IX. Detinquency AmonG INDIAN CHILDREN 


The subcommittee, in October 1954, under the acting chairmanship 
of subcommittee member Senator William Langer of North Dakota, 
began a series of hearings covering Indian reservations in the States 
of North Dakota, South Dakota, New Mexico, Arizona, Utah, Colo- 
rado, Nevada, California, Wyoming, Montana, and Idaho, to deter- 
mine the increase in the incidence of juvenile delinquency on 
reservations. Numerous Indian leaders and public officials, who have 
jurisdiction over Indian affairs, had written to the subcommittee 
urging that these hearings be held. 

The subcommittee, on September 1, 1955, issued an interim report 
(No. 1483) entitled ‘Juvenile Delinquency Among the Indians,’’ 
which was a 239-page document relating extensively to many of the 
problems that confront the Indian people on Indian reservations 
throughout the United States which may have an impact on the inci- 
dence of delinquency on the part of Indian youth. The report 
brought to the attention of Congress the very low average yearly 
income of the Indian family, the physically deteriorated area in which 
they live, the poor living conditions on Indian reservations, coupled 
with the difficulty of Indians obtaining gainful employment or loans 
for their small businesses, farms, or ranches. ‘This economic factor 
had a direct relationship to the delinquency pattern among Indian 
children. 

Also brought to the attention of Congress was the poor health con- 
ditions and lack of health facilities on Indian reservations, the lack 
of proper welfare and youth services on the reservations, and the need 
for greater public education facilities and improvement of the educa- 
tional services rendered by the Bureau of Indian Affairs. 

It was further pointed out that law and order on the Indian reserva- 
tions need great improvement and that lack of funds and personnel 
was the most contributing factor to such laxity of enforcement of law 
and order as found on the different reservations. 

The subcommittee made extensive conclusions and recommenda- 
tions which were submitted to the Congress of the United States.’ 
Several of these recommendations have been enacted into law and 
others have been acted upon by the executive branch of the Govern- 
ment, primarily through the Bureau of Indian Affairs and the United 
States Health Service. 

During this past year, primarily through the energetic services of 
Senator William Langer, the subcommittee’s activities as regards the 
American Indian have been geared toward improvement of the finan- 
cial status of the American Indian family, as well as improvement in 
health, education, welfare, and recreational services. The subcom- 
mittee has participated in numerous conferences dealing with problems 
affecting the American Indian people and their reservations. One 
of these conferences was a 10-day conference of Indian chiefs repre- 
senting 40 tribes from the States of Oklahoma, Kansas, and Mississippi, 
held at Dallas, Tex. This regional conference was called by Indian 
Affairs Commissioner Glen L. Emmons, where he and his staff members 
and Bureau of Indian Affairs area personnel met with the Indian 
chiefs to discuss the many facets of Indian affairs on Indian reserva- 


1 See Subcommittee Rept. No. 1483, 84th Cong., 2d sess., an interim report on juvenile delinquency 
among the Indians, pp. 44-48, 
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tions. The subcommittee was represented at this conference in lieu 
of conducting open hearings which had been previously scheduled. 
One of the principal subjects was the providing of sources of jobs for 
the Indian people. The Indian chiefs believe that although the 
relocation program aided in obtaining employment for Indians in 
major cities, gainful employment had to be provided for the Indian 
family in or near his reservation. Another topic of great interest 
and concern to the Indian chiefs attending this conference was the 
increase in juvenile delinquency among the Indian youths. Much of 
this 10-day conference er pee around this important social problem 
and resolutions were passed | »y the group urging effective measures 
be taken to combat juvenile delinquency on Indian reservations. To 
effectuate the concern of the Indian chiefs throughout the country of 
the need for job opportunities in or near Indian reservations, Senator 
Langer, joined by 19 Senators, introduced Senate bill 809 to provide 
loans or grants to Indian reservations for the purpose of encouraging 
industry im or near the reservations.2, The Senators who cosponsored 
this legislation were as follows: Senators O’Mahoney, Kefauver, 
Thye, Case of South Dakota, Young, Magnuson, Dworshak, Morse, 
Chavez, Mundt, Church, Jackson, Murray, Barrett, Bible, Bricker, 
Kerr, Humphrey, and Mansfield. 

The jewel bearing plant at Rolla, N. Dak., which has been in 
operation since 1952, has been hiring almost exclusively Indian labor 
and has become a model in the encouragement of industry at or near 
Indian reservations. Six other industrial plants have been put into 
operation at Gallup, N. Mex.; Flagstaff, Ariz.; Cherokee, N. C.; 
Lame Deer, Mont.; Casa Grande, Ariz.; and Zuni, N. Mex. These 
plants hire almost exclusively Indian labor. 

The subcommittee has participated in several other conferences 
relating to the many problems facing the American Indian on the 
Indian reservation. The Governors’ Interstate Indian Council met 
in Oklahoma City on October 24, 25, and 26, and was attended by 
representatives from each of the States where Indian reservations are 
located. At this conference, discussion was held dealing with Indian 
affairs. Subcommittee member William Langer, in submitting a 
statement to the conference, in part stated as follows: 


The Indian people through their leaders have expressed the 
desire that they want to provide for themselves and their 
children by obtaining stable and gainful employment so that 
they may become a self-sustaining people and not depend, any 
more than necessary, on the services accorded by the Federal 
and State Governments. Not only will they be more self- 
sustaining economically, but it will further establish in them 
the strong family and community pride that has always been 

. part of the Indian people. 

I have no doubt in my mind that with the bringing of in- 
dustries to the Indian people, jobs will be created. The 
creation of jobs means a higher income level per Indian 
family. The higher level of income per Indian family means 
better opportunities for education, better housing, better 
health, and better recreation for the Indian people, resulting 
in less need for the heartbreaking requests for welfare aid. 


picacentiialtiianitiisante 
e remarks re §. 809 as reported in Congressional Record appendix on January 23, 1957, 
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A more recent conference was sponsored by Arrow, Inc., on Novem- 
ber 25 and 26, 1957, which was a session of Indian leaders and Indian 
youth and was most encouraging in meeting the problems of Indian 
youth on the various Indian reservations. 

The subcommittee feels that since Congress has jurisdiction over 
the Indian people, the subcommittee should continue to examine con- 
ditions affecting the youth on Indian reservations which may lead to 
delinquency. The subcommittee will continue to present to the Con- 
gress of the United States the recommendations in its 1955 report, 
which has not yet been acted upon by the Congress. Since the hear- 
ings were begun in 1954, there has been improvement in the fields of 
health, education, welfare, law, and order. Much improvement is 
needed in the field of creating job opportunities and improving the 
financial plight of the American Indian family. Only until improve- 
ment in these categories is sufficiently shown can the delinquency 
patterns of Indian youth be reduced considerably. 











INDIVIDUAL VIEWS OF SENATOR ALEXANDER WILEY 


[ generally concur in the committee report. I also wish to direct 
thought to these matters: 


DANGERS 


Juvenile delinquency is coming more and more to be recognized as 
a problem with dangerous implications. From 1955 to 1956, juve- 
niles brought to court increased 21 percent. 

From 1948 through 1956, juvenile court cases more than doubled, 
compared with an increase in the juvenile population of only 19 per- 
cent 

\WARENESS OF THE DANGER 


The Senate Subcommittee on the Study of Juvenile Delinquency in 
the United States is doing a commendable job in helping to alert the 
country to these dé angers. 

The subcommittee has published specific reports on its investiga- 
tions. These include studies of the influences toward juvenile de- 
linquency resulting from crime and horror stories told in some comic 
books, television shows, and motion pictures. The subcommittee also 
—— a report on obscene and pornographic literature. And it pub- 

ished reports with respect to the aid in solving the problem of juvenile 
de eee ney which is being given, and can increasingly be expected, 
from churches and schools. 

The overall reports of the subcommittee have discussed many as- 
pects of the problem and have coordinated the conclusions of the 
separate spec lie reports. 

The number of requests for these publications indicate the welcome 
reception given by the public to the information which the subcom- 
mittee has gathered. 


lt iS, of course. axiomatic that the center of the lite of a STOW LN 
child is in the home. It has long beel recognized and continues to 
be true, that the happy) home prod uces no uy renile delinquents, unless 
there is some unfortunate and unusual outside influence 

But, under the stresses of the modern machine age. the home is 
finding it increasingly difficult to keep its strength and position. 
And children do not always receive the loving care which it may have 
been easier to show in a home midst quiet surroundings im a small town 
or village in the good old days. 

Activities which help maintain and rebuild the influence of home 
life will, in my judgment, help reduce the problems of juveniles. 


COMMUNITY AGENCIES 


If and when the home fails, there are in most communities local 
agencies which are usually well prepared to help the youngster out of 


his trouble and toward a new life. However, in other places, due to 
24 
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lack of available funds or lack of modern training, or lack of coordina- 
tion, the agencies and institutions provided for juvenile care are not 
in position ‘to achieve what they would like to do. 


A LOCAL PROBLEM 


tlowever, this does not mean that the problem does not continue 
to be a local one. The Federal Government can supply information 
and suggestions which the local community may consider, debate, 
and adopt or reject. It is only when a problem is beyond the ca- 
pacity of the locality and of the State, and also poses a problem of 
national magnitude, that the Congress should focus attention on the 
situation. However, the Federal and State Governments have a 
continuing function of disseminating helpful information. 


WISCONSIN PROJECT 


As an illustration of what can be done locally and in the States to 
cope with this problem, I call attention to one of the best plans which 
| have seen. It is, quite naturally, one evolved, or worked out, by 
the Wisconsin State Board of Public Welfare. In the introduction to 
a report on this plan, the director of the State department of public 
welfare, Mr. Wilbur J. Schmidt, and the director of the division for 
children and vouth, Mr. Fred DelliQuadri, state their policy as fol- 
lows 

Every dollar and every hour of service invested in preven- 
tion can bring a much ¢ greater return in conservation of human 
resources and in savings of public welfare dollar expendi- 
tures. But the job of prevention is one which is accom- 
plished primarily in the local community and only by the 
civic effort and concern of many citizens, parents, and young 


people. The State agency’s role in prevention, therefore, be- 
comes to a —— extent one of consultation, education, and 
assistance to local citizens and officials to help them do a 


better job of prevention. 


Information concerning this program was introduced by me into 
the record of the hearing on juvenile delinquency in New York City 
and so was made available for possible use there. 

\s the Senate subcommittee report indicates: 


Our most recent effort has been the development of what 
the rapt ommittee calls a total community plan for the han- 
dling of juvenile delinquency. ‘The subcommittee observed 
thron een its years of study that _ ~ problems in the 
handling of juvenile delinquency are: The lack of trained 
and skilled workers in the field of de ntl vy; and (2) where 
these workers are available to agencies, there is a lack of 
coordination, guidance, and accountability by a central ad- 
ministrative body, which in turn waters down their effective- 
hess 


WISCONSIN'S PROGRAM ORIENTED AROUND LOCAL COMMUNITY 


As an example of what States are doing, I call attention to the 
Wisconsin demonstration project prospectus which gives some worth- 
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while guidelines which other States may find useful. For instance, 
it says: 

In the words of Governor Thomson, this is to be “an 
experimental program designed to bring together—at the 
community level—all the skills necessary for successful pre- 
ventive work in the field of juvenile delinquency and youth 
guidance.”’ 

Nationwide, there is an accelerated interest in and concern 
about the observable increase in family breakdown, com- 
munity disorganization, and the mounting costs of these 
social ills. 

Wisconsin has long recognized that treatment in the com- 
munity is preferable to institutional treatme nt, that research 
is needed into the causal factors of social ills, and that if social 
welfare programs are truly to serve the socially and eco- 
nomically disadvantaged, they must be preventive in nature. 

The greatest effort to date, both in State and local com- 
munity services, has been in the treatment of the individual 
who is already delinquent, neglected, emotionally disturbed, 
or dependent. In recent years efforts have been intensified 
in Wisconsin toward the developing and strengthening of all 
services for families in the community. This preventive 
work, within legal and financial limits, involved a broad pro- 
gram of community education and community organization, 
including assistance to citizens and local officials through 
surveys and consultation seeking to improve local recreation, 
education, health, welfare, law enforcement, and juvenile 
court services. The greatest continuing gap in prevention 
is in services designed to reach those families and those chil- 
dren especially vulnerable to social ills, before the onset of 
social breakdown in the individual or within the family. 


CONCLUSIONS 


And so, there should issue a clarion call, to each community and 
to each religious, civic, and governmental organization in each com- 
munity, to increase and intensify its efforts to locate any and all juve- 
nile delinquency problems in its community and to bring all of the 
forces for good to bear upon their solution. 

1. Local community social services should be brought to their best 
level of operation. 

2. Families which are running into difficulties should be able to 
find expert advice and guidance locally. 

3. Schools should identify problem children promptly and make 
corrective guidance available to them immediately. 

4. Families of those problem children should be advised how to 
help them. 

5. Local community social services should be coordinated so as to 
be available to the family in time to help it solve its problems before it 
breaks up. 

6. Great effort should be made to prevent mental and emotional 
damage from happening to children or to make them “feel loved by 
their families and a wanted part of their communities. 
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Physical disabilities, which in turn can result in disabilities in 
spelling and reading, should be corrected to bring the child in closer 
and more understanding contact with his fellows. A sickly fellow, or 
one with poor, uncorrec ted eyes or otherwise inferior, may react with 
dangerous hostility toward the world in which he lives. (Of course, 
many children can adjust to a situation of being different from and 
inferior to the crowd; but others need special help in doing so. There 
is a broad range of disability problems, any one of which may create 
a situation which will trigger an antisocial attitude.) 

8. Such legislation as is additionally necessary should be passed by 
the local, State, and Federal Governments to keep harmful influences 
like pornographic, horror, and crime stories away from children and 
young people. 

The Federal Government should encourage the establishment 
of training schools for institutional personnel which is going to super- 
vise or come in contact with juvenile adjustments committed to 
institutions. 

10. Institutional programs should be for the purpose of the curing 
and correcting, as well as the humane punishment, of juvenile de- 
linquents so that, when their terms are over, they will increasingly 
come well-adjusted and law-abiding members of society. 

The effect of unemployment in weakening the home and 
lessening the needed respect in which a son holds his father should be 
fully appreciated by those in position to act. 

The impact of the immigration of labor and families from the 
country and small town to the city, from the South to the North, 
is unsettling to the family and its influences for good, and so ways 
must be found to reestablish the home environment. 

13. In youth programs, let the activity fit the child. Especially 
in the period of adolescence, there is the surge of new energy, new 
interests, and new needs. It is essential that the youth’s dynamic 
spirit be attracted by activities which will fully utilize his energies 
and enthrall his ambition. Personal attention to the needs of different 
youngsters, or at least different types of youngsters, is usually essen- 
tial if a program is to succeed in arousing his interest. Some may 
respond more to the opportunity to study, some more to music and 
beauty, ~~ 4s only to the most vigorous games. The school, play- 
ground, or other program director must have the great skill of bein 
able to inspire the youngsters whom he directs, because, in a rea 
sense, he is trying to supply the guidance and inspiration all too lacking 
in the impersonal world in which many underprivileged youth must 
live. 

Youth direction and guidance of a type which can inspire the 
young person to selflessly devote himself to a cause (or to improve 
nine for a future career)—such leadership is needed. 

And, finally, only if the community (whether city, neighbor- 
hood town, or village) and the State, and all of the private organiza- 
tions in the community and the State, cooperate wholeheartedly 
toward meeting the modern crisis of increasing juvenile delinquency 
will our free America remain the safe, happy, | and constructive land 
we know and love so well. 

ALEXANDER WILEY. 


O 
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Mr. O’Manonny, from the Committee on the Judiciary, submitted 
the following 


REPORT 
[Pursuant to S. Res. 55, agreed to January 30, 1957, as extended] ! 


INTRODUCTION 


The Subcommittee on Patents, Trademarks, and Copyrights was 
created by Senate Resolution 92, May 11, 1955, 84th Congress, Ist 
session, and continued through the 2d session under the authority of 
Senate Resolution 209, agreed to February 8, 1956; and Senate 
Resolution 167, agreed to February 21, 1956; and Senate Resolution 
55,’ agreed to January 20, 1957. It was authorized to review the 
statutes relating to patents, trademarks, and copyrights, and to take 
testimony thereon. The sum of $80,000 was appropriated, pursuant 
to Senate Resolution 55, from the contingent fund of the Senate for 
the use of the subcommittee. Of this appropriation, approximately 
$6,000 remains unexpended. 

The inventiveness, ingenuity, and technical skills of its citizens 
constitute the sinews of this Nation’s economic and military strength. 
They comprise our most important safeguard of victory in the tech- 
nological race with foreign powers. They ensure maximum scientific 
progress. One of the stimuli to inventiveness and technological 
advancement traditionally has been the patent system. Obviously, 
all appropriate steps should be taken to provide an adequate statutory 
basis for its efficient operation, including the elimination of defects 
and the strengthening of the Patent Office and its operation. In 
accordance with responsibility assigned under Senate Resolution 55, 
the Patents Subcommittee has continued its work and submits the 
following progress report. 


On January 29, 1958, by an order of the Senate the tim: for filing reports was extended from January 31, 
1958, to February 21, 1958. On February 21, 1958, by afurther order of the Senate the tim? was extended to 
March 17, 1958. By a further order on March 17, 1958, the Senate extended the time to March 31, 1958 
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I. THe WorkK OF THE SUBCOMMITTEE AND NATIONAL DEFENSE 


The launching of the Soviet satellites has served (1) to reemphasize 
the urgent necessity for encouraging research development and inven- 
tion in this country, including improvements in our patent system. 
(2) It has focused attention upon scientific exchange programs with 
friendly nations. (3) It has caused us to reexamine Government 
research policies, the administration of the patents resulting from 
such research and such other problems as arise out of accelerated pro- 
grams in the scientific field. Fortunately, a good deal of the sub- 
committee studies and work which has been underway for many 
months is of especial value to the postsputnik defense program. 


A. INTERCHANGE OF SCIENTIFIC INFORMATION BETWEEN UNITED STATES 
AND THE FREE NATIONS 


A major feature under consideration in the defense program is an 
increase and expansion in the interchange of scientific information 
between the United States and other free nations.2 Aside from the 
policy decision as to the scope and nature of an interchange program, 
several difficulties and problems remain. These problems arise out 
of the complexity of the subject matter, the need to devise means of 
protecting private proprietary rights, security questions and the 
importance of developing a legal framework within which the flow 
and interchange of know-how and patent rights will be facilitated. 

A study prepared for the subcommittee, entitled ‘‘Exchange of 
Patent Rights and Technical Information Under Mutual Aid Pro- 
grams,” by Prof. Michael H. Cardozo of Cornell University Law 
School, is now at the Government Printing Office. This study will, for 
the first time, provide a well-documented history of past experience and 
progress in exchanging information, beginning with the Lord Lothian 
Note in 1940, continuing through the Patent Interchange Agreement 
which provided the legal structure for the United States-United 
Kingdom interchanges during World War II, and continuing to the 
present series (11 of them, to date) of bilateral Patent and Technical 
Information Agreements. This information will, as a result of this 
study, be readily available to the Congress and the Executive in the 
formulation of any new and expanded exchange arrangements. 

In concluding his study of the current bilateral agreements, Pro- 
fessor Cardozo recommends a followup inquiry into their actual 
operations abroad, a study of experiences under the earlier so-called 

“release conditions,’ and further inquiry into our off-shore procure- 
ment program. In accordance with the first of these suggestions, the 
subcommittee has underway an arrangement with the State Depart- 
ment whereby available information concerning these agreements, 
at both the private and Government levels and at both the domestic 
and foreign ends, will be collected. 


2 See President Eisenhower’s state of the Union message and Senator Lyndon B. Johnson’s statement to 
the conference of Democratic Senators, January 7, 1958, 
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B. AVAILABILITY OF FOREIGN SCIENTIFIC INFORMATION IN THE ADMIN- 
ISTRATION OF THE PATENT LAWS AND THE DISSEMINATION OF SUCH 
INFORMATION 


Scientific information emanating from foreign sources, particularly 
the Communist countries, is of great value to the United States as (a) 
intelligence information which, when properly evaluated, provides 
the means of keeping abreast ‘of foreign developments which have 
military and psychological implications;* and (6) scientific advance- 
ments which, if made widely available, may be utilized in the United 
States in several ways. This information may provide the answers 
to research problems on which our scientists are working and thereby 
greatly speed up our own technological achievements.* Or, it may 
serve as the ‘‘yeast” which stimulates research in this country. Such 
information may also sometimes be used directly in the manufacture 
of products needed for military or civilian use. 

Awareness of foreign technology is also essential in the administra- 
tion of our patent laws. An invention published anywhere in the 
world is pertinent prior art to the granting of a patent by the United 
States Patent Office.’ This means that if the United States Patent 
Office is to have an effective examination system, there must be made 
available to the Patent Office examiners technical information from 
all sources, foreign and domestic. Consequently, when the collect- 
ing, translating, and disseminating activities by the United States 
falter or break down, this has a direct bearing upon how well the 
patent system works. 

In view of the close relationship of the translation, abstracting, and 
dissemination of scientific information from abroad to the operation 
of the patent system, Chairman O’Mahoney directed the staff to under- 
take an inquiry to determine whether or not the present laws and 
programs are adequate to keep the United States Patent Office 
abreast of both foreign and domestic developments. A full and de- 
tailed report is now being prepared and nearing completion. Certain 
pre a conclusions are apparent: 

(1) The Patent Office program for collecting, translating, indexing, 
and Rohe ting patents and publications obtained under the exchange 
program with foreign nations is grossly inadequate and must be 
improved and expanded considerably if the statutory hey are ts 
that a library be maintained for determination of patentability, are to 
be met. Illustrative of this inadequacy are the following: 

(a) The Patent Office is not now receiving patents from any 
of the Communist-dominated countries except Poland. 


3 Russian literature received in the United States as early as July 1957 accurately stated the Soviet plans 
to launch the sputniks 

‘ Scientific progress has been retarded by lack of communication of previous research. For example, 
the development of a turbo-drill for speeding the drilling of oil wells was published by the Russians some 6 
or 7 years ago but was not known to United States engineers until recently because of the problem of trans- 
lation and the absence of facilities for dissemination. For this and other examples, see letter dated Novem- 
ber 26, 1957, from Dr. Alan T. Waterman, Director of the National Science Foundation, to Chairman 
O’ Mahoney; W. N. Locke, Translation by Machine, January 1956, Scientific American; Hearings, Independ- 
ent Offices Appropriations for 1958—National Science Foundation, before a subcommittee of the U. S 
House of Representatives Committee on Appropriations, 85th Cong., Ist sess., February 1957, p. 1387. 

5 One of the provisions of the patent laws (35 U. S. C. A. 102) is that ‘‘A person shall be entitled to a patent 
unless (a) the invention was known or used by others in this country, or patented or described in a printed 
publication in this or a foreign country, before the invention thereof by the applicant for patent, or (b) the 
invention was patented or described in a printed publication in this or a foreign country. 
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(b) Patents in the Slavic and Japanese languages have not 
been translated, cannot be understood by the examiners, and 
are not even sent to the Examining Divisions for their files. 

(c) Except for the patent literature, the Patent Office has 
very little coverage of scientific literature printed in languages 
other than English, French, and German. Moreover, the 
coverage of French and German books has decreased during 
recent years. The German books are principally in the field of 
chemistry. 

(d) Of the 1,250 examiners in the Patent Examining Divisions, 
Classification Divisions, and Research and Development 

212 or 17 percent can translate ° German; 

286 or 23 percent can translate French; 

10 or nearly 1 percent can translate 1 or more of the Scandi- 
navian languages; 

22 or nearly 2 percent can translate 1 or more of the Slavic 
languages. 

(2) The translation and dissemination of scientific documents from 
foreign sources by governmental agencies other than the Patent Office 

(and upon which the Patent Office is dependent for assistance) is grossly 
st 7 not only from the point of view of the administration of 
the patent laws but also from the standpoint of national security. 
For example, only 30 of some 1,200 serial titles of Russian scientific 
publications received in the United States are now being translated 
and disseminated. When the subcommittee’s inquiry began, there 
were massive piles of Russian technical journals and reports lying un- 
translated and unused in the Library of Congress. 

The foregoing suggest some serious shortcomings and needs of the 
Patent Office. These needs have been ascertained and are set forth 
infra, at page 10, under the section heading, Improvement in the 
Patent System. 

Tied in with these problems is a study entitled ‘Programs in Progress 
and Planned in the Field of Improved Techniques for the Retrieval of 
Scientific Information,” which is being prepared by Herschel Clesner 
et al. This study involves an examination and analysis of United 
States programs for the retrieval of scientific information and encour- 
agement of scientific research, and a comparison of these to current 
programs in Russia. United States materials upon which the study 
is based were originally supplied by the Department of Commerce 
(under the direction of John Green, Office of Technical Services) and 
the National Science Foundation (Dr. Dwight Gray). These, plus 
the substantial supplementary materials gathered by Mr. Clesner in 
his own research covering both the Russian and United States pro- 
grams, provide the basis for the present study. 


C. INTERNATIONAL PATENT RELATIONS 


The United States, along with some 44 other nations of the world, 
is a@ participant in the International Convention on Industrial Prop- 
erty. The Lisbon Conference, originally scheduled for November 


“Translate” is understood to mean knowledge of any one of these languages sufficient for the purposes 

f reading technical publications and patents pertaining to the artsexamined, Lotter, from Commissioner 
Watson to Chairman O’ Mahoney, dated November 22, 1957 

7 See The Dissemination of Technical, Scientific, and Engineering Information as a Factor in ‘‘Competi 
tive Coexistence,’’ by Herschel Clesner (a subcommittee staff member) and Jennie Clesner, appearing in 
vol. 17, Federal Bar Journal, p. 236 (July-September 1957 

§ Letter from Alan T. Waterman, Director of National Science Foundation, to Chairman O’ Mahoney, 
dated December 4, 1957 
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1957, is now planned for October 1958. In anticipation of this Con- 
ference, Raymond Vernon, former Chief of the International Business 
Practices Division, State Department, prepared a study entitled “The 
International Patent System and Foreign Policy,’’ which the subcom- 
mittee has published as its study No. 5. 

Mr. Vernon discusses the ways in which one who owns patents in 
other countries than his own, may put them to effective use—uses 
which may be quite different from their traditional domestic uses. 
These include exportation under patent protection, direct licensing 
for profit, and use as a basis for cross-licensing agreements. The study 
also examines the impact of patent uses upon international trade, 
international investment, and the exchange of technology. Finally, 
it examines existing practices in the light of our basic United States 
political objectives directed to facilitating foreign trade, encouraging 
foreign investment, and eliminating restrictive business practices. 
Mr. Vernon concludes that in many instances patents are so used by 
private parties as to interfere with, rather than further, these 
objectives. 

The study emphasizes the present dearth of information in these 
areas and urges further inquiry into the workings of the international 
patent system, including evaluation of the extent and incidents of 
foreign ownership of patents, the role of patents in foreign trade and 
the flow of technology, and the effect of our antitrust compulsory li- 
censing decrees upon foreign trade, investment and the exchange of 
technology. It urges a reexamination of international-convention 
provisions and purposes in the light of modern conditions and objec- 
tives. 

Tentative positions suggested by Mr. Vernon for the forthcoming 
Lisbon Conference include (1) clearer recognition of the exclusionary 
nature of this convention; (2) enlargement of the facilities and duties 
of the Berne Bureau for performing useful technical, administrative, 
and servicing functions; (3) abandonment of our opposition to com- 
pulsory licensing legislation by member countries; (4) continued oppo- 
sition to compulsory working laws; and (5) revival of our fight for the 
elimination of restrictive business practices in international trade. 
The subcommittee hopes to inquire further into these and other pro- 
posals. International patent problems, it is clear, are likely to be- 
come increasingly critical and important as a result of increased tempo 
in international trade, investment and economic relations, and of the 
spur resulting from recent arrangements for exchange of technical 
information with our allies. 


D. STUDIES OF FOREIGN PATENT SYSTEMS 


Our last annual report (Rept. No. 72, 85th Cong., 1st sess.) outlines 
(p. 10) the need to find measures which will reduce the number of 
patents invalidated by the courts and points out that an ‘‘opposition 
proceeding” might well be such an appropriate measure. Shedding 
light upon the operation of such proceedings in foreign countries is 
a study (No. 4) prepared by Mr. P. J. Federico, examiner-in-chief 
of the Patent Office, entitled “Opposition and Revocation Proceedings 
in Patent Cases.’’ This study reviews the opposition, revocation, and 
nullification procedures of England, Germany, Sweden, and the 
Netherlands. It shows, among other things, that revocation pro- 


S. Rept. 1430, 85-2 2 
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ceedings are more prevalent in Germany than in the other three 
countries, and that the number of successful oppositions is sur prisingly 
high considering the strictness of German application examination 
procedures. The study also compares these proceedings to the 
interference and ‘‘public use” proceedings that exist under the United 
States system. It concludes with a discussion of opposition proposals 
that have been made in this country, and sets forth the text of the 
later-omitted section on “revocation or cancellation of patents’’ that 
appeared in the preliminary draft circulated by the House Judiciary 
Committee prior to the 1952 patent codification. 

Another study, now being prepared by Fredrik Neumeyer, one of 
the leading patent attorneys in Sweden, involves an examination 
of ‘ ‘compulsory licensing under some non-American systems.” This 
study makes an analysis | and evaluation of the law and administration 
of compulsory licensing in Austria, Canada, England, France, 
Germany, Sweden, and Switzerland. 


E. EXPANDED GOVERNMENT AND PRIVATE RESEARCH PROGRAMS AND 
STIMULI 


(1) Governmental policy with respect to the acquisition and administra- 
tion of patents resulting from research performed with public funds 


According to the latest available figures, the Government held an 
interest (license or assignment) in at least 22,400 unexpired patents. 
Since it ee has between 5,000 and 6,000 applications pending 
in the Patent Office and is spending approximately $2.7 billion (not 
including the additional funds which will be spent nader the accel- 
erated defense program) for research this year, it is conservatively 
estimated that the Government will hold title to at least 10,000 
patents by 1960, exclusive of patents held by the Office of Alien 
Property. In view of the unprecedented number of patents which 
the Government now holds, it was deemed desirable to reappraise 
existing Government policies with respect to obtaining and administer- 
ing patents, to determine whether these policies are sound under these 
changing circumstances. Consequently, the es at the direction of 
Chairman O’Mahoney, ‘began an investigation in August 1957 into 
certain phases of this matter. 

Title to and rights in these patents, an undetermined number of 
which have commercial uses, are held by various governmental 
agencies, including the Defense Department, Interior, Bureau of 
Standards, Agriculture, HEW, and many others. The title and 
license rights come from the following major sources: (a) inventions 
made under research and development contracts granted to private 
corporations, nonprofit organizations and educational institutions, 
and paid for out of governmental funds; (6) inventions by Government 
employees; (c) gifts and purchases; and (d) international agreements. 

Based upon the investigation thus far conducted, there appear to 
be three major problems with respect to Government research and 
patents, to wit: 

What patent rights, if any, should be granted to Federal 
employees ® for inventions developed by them during the period 
of employment? 

* Cf. Federal Employee Invention Rights—Time to Legislate, by Marcus B. Finnigan and Richard W. 
Pogue, vol. 53, Michigan Law Review, p. 903 (May 1957), which contains a discussion of the operation of 
the present procedure established under Executive Order No. 10096 for determining the rights to patents 
between the Government and itsemployees. Congressman Celler has introduced H. J. Res. 454, 85th Cong., 


ist sess., which would replace the Executive order with a statutory procedure more favorable to the Govern- 
ment-employed inventor. 
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(2) Should the Government take title to patents developed by 
private concerns under research and development contracts, 
or is the Government’s interest sufficiently protected if the 
Government acquires an irrevocable royalty-free license covering 
all governmental uses and allows the concern to take title to the 
domestic and foreign patents? 

(3) Should the Government abandon its traditional policy of 
granting royalty-free licenses to others and undertake to (@) 
derive revenue from the patents which it owns, and (6) secure 
wider exploitation of such inventions? 

The subcommittee’s investigation has thus far been concerned 
primarily with problem (3). Since the Government has never insti- 
tuted a suit charging an infringement of any of its patents, nor collected 
any royalties ' ‘for the use of these patents by others, their value 
under present policies is purely “defensive.” In short, except for the 
public benefit arising out of the technical information obtained by 
the research and disclosed in the patents, the only purpose served by 
the ownership of these patents is to strengthen the Government in 
its defenses against infringement claims by others. The processing of 
Government-owned applications into patents is an expensive and 
time-consuming operation |! which adds considerably to the burdens 
of an already overburdened Patent Office. With the increase in 
Government expenditure for research and the concomitant increase 
in Government ownership of patents, this cost and burden will become 
heavier. S. 2277, the so-called publication bill introduced by Chair- 
man O’Mahoney in June 1957, if enacted, would provide the Govern- 
ment with the defensive protection needed at a substantial saving to 
the taxpayer and would at the same time reduce the serious backlog 
that represents one of the major ills of the Patent Office. See pages 
13-15, infra. 

On November 9, 1956, the Attorney General, acting pursuant to 
section 708 (e) of the Defense Production Act of 1950, submitted a 
report to Congress concerning the patent problems and issues arising 
out of Government-sponsored industrial research. After pointing out 
the large research and development contracts granted to giant con- 
cerns, describing the competitive advantages which such companies 
thus gain, and emphasizing that the recent trend has been to allow 
the private concern to keep title to the resulting patents, the report 
said (p. 43) 


It is accordingly recommended that consideration be given 
to first, the possibility of removing certain practical obstacles 
to the participation of smaller businesses in the research and 
development effort; and, second, if further study bears out 
our tentative conclusions, a reevaluation of the basic patent 


10 Only one instance has been found where the Government has collected any royalty from a patent owned 
by it. In compromise of a suit, the Government took assignment of patent under which a royalty-bearing 
license was outstanding and continued to collect the royalty, which has amounted to over a million dollars, 
after taking title to the patent. 

i “Tt is the rising total of Government-owned patents, Government-owned applications, which gives me 
concern. These patents cost money, the Government no doubt pays for the drafting, filing and prosecution, 
and also pays for the examination of the applications from which they mature, that is, the Patent Office 
cost of examination. Each operation costs a substantial sum.’’ Remarks of the Commissioner of Patents, 
Hon. Robert C. Watson, Report of Army Patent Conference (1955). 

“Tf the exclusive right of the Government-owned patent is not to be enforced by the Government or 
disposed of then there is no justification in prosecuting the patent application for the »urpose of defining 
exclusive right. If the governmental policy of royalty free licenses is to be considered as fixed, then the 
registration system for patents which was in effect prior to 1836 would be adequate from the standpoint of 
Government-owned patents.”’ Boyle, Exploitation of Government-owned Patents, vol. 35, Journal of the 
Patent Office Society, pp. 188, 212 (1953). 
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policy of the Department of Defense, in the light of current 
defense problems and the increased participation of Govern- 
ment in research ectivity, to determine whether Government 
acquisition of resulting inventions and patents would be more 
in the public interest. 


In accordance with the recommendation for further study contained 
in the Attorney General’s report, Director Floete, of the General 
Services Administration on August 5, 1957, established an inter- 
departmental committee, designated “Study Group No. 14, Govern- 
ment Contract Policy Committee,” to determine ways and means of 
enabling smaller companies to participate more extensively in these 
contracts and to devise a new policy relative to the acquisition of title 
to patents by the Government. 

The subcommittee is now in the process of examining information 
collected from the Government agencies holding the greatest numbers 
of patents, in order (1) to determine, in the light of present day cir- 
cumstances, the soundness of the current policy of licensing all 
Government-owned patents on a royalty- _ basis; (2) to ascertain 
whether the facts justify substitution of a statutory proonesne for 
determining the rights of Government e miilov ees vis-a-vis the Govern- 
ment in patents develope d by the former; and (3) to determine whether 
it would be in the public interest to allow contractors to acquire title 
to patents developed in the performance of research and development 
contracts under an arrangement whereby such patents would be 
licensed to others and the Government would share in the royalties. 

Since the Federal Government is supporting more and more of the 
research being conducted today, it is imperative that Congress and the 
public be informed of the facts as to the merits and shortcomings of 
past research and patent policies. An important new industry, 
developed during the war with Government funds, which illustrates 
the problems that attend such a development, is the svnthetie-rubber 
industry. Accordingly, a study of the development of this industry, 
with especial attention to Government research and patent policies 
and their effect, is now being pre pare “<i by Robert A. Solo. Mr. Solo 
directs attention (1) co the part played by patents in influencing the 
technical developments in the industry and its business and economic 
structure, (2) to the responsibilities of ners ate industry and govern- 
ment officialdom in that development, and (3) to the manner in which 
these responsibilities were discharged. 

(2) Stimulation of technical and scientific contributions: Aid to inventors 

One of our major current needs is to provide incentives for, and give 
recognition to, those individuals whose talents produce scientific 
contributions useful in the national defense or in the public interest 
in Other respects. Unfortunately, there exist at the present time 
serious gaps in the laws in this respect. Under present law, for exam- 
ple, the Department of Defense is unable to provide payments to a 
contributor whose ideas are utilized by the Government unless he 


has a valid patent. There have been many suggestions in the past 
for encouraging greater research and inventive effort on the part of 
our citizenry, and it seems inevitable that these and other proposals 
will be urged anew. A bill relating to this subject is now pending 


before the subcommittee. In anticipation of the need for a ready 
reference to past proposals for stimulating technical progress, Barbara 
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Jibrin, of the Legislative Reference Service, is preparing, at the 
request of the subcommittee, a study entitled “Government Assistance 
to Invention and Research: A Legislative History.”” This provides 
an analysis of proposals for encouraging inventive effort and aiding 
private research, including awards for employee suggestions and 
inventions, promotion of private invention and Government- financed 
research, establishment of organizations and institutions to encourage 
research and invention, proposals for extension of patents, and related 
problems. 


(3) Stimulus to basic research 

Our defense effort contemplates ever greater emphasis upon basic 
research. Now, as never before, it becomes necessary to reexamine 
closely the ees and factors affecting the conduct of such 
research. Study No. entitled “The Impact of the Patent System 
on Research,” has i prepared for the subcommittee by Prof. 
Seymour Melman of Columbia University and is now at the Govern- 
ment Printing Office for printing. 

Professor Melman has undertaken a significant inquiry into the 
effort of the patent system upon research practices in two very im- 
portant areas of basic research, educational institutions and the 
research laboratories of large industrial corporations. He concludes 
that the patent system as prese ntly constituted serves little useful 
purpose in these areas in terms of stimulating invention, encouraging 
inventors, or facilitating publication and disclosure. In university 
circles, Ke cone hides that patents tend to divert researchers from basic 
research and impede communication. The patent system, keyed as 
it is to individual effort, and our modern research methods, keyed as 
they are to the laboratory “team” approach, are drawing apart, he 
believes with the result that the patent system is being less used as 
the traditional device for encouraging invention and 1s being used 
instead mainly as a tactical weapon in interfirm competition; that as 
it becomes less useful under modern research conditions, it is increas- 
ingly bypassed and ignored. He concludes that modern research and 
scientific effort require greater direct financial support for nonprofit 


research, greater freedom and initiative for the individual researcher. 


and prompt and full disclosure of information. The patent system, 
he tells us, interferes with all three of these and he suggests that the 


fei 's of competition will compel industrial firms to undertake researeh 
without the aid of a patent system, and proposes an extensive program 
of awards and public recognition to individuals for substantial scien- 
tific contributions 

Without passing Judgment upon Professor Melman’s conclusions at 
this tase: it is clear that they ‘y pose some basic questions and important 
issues that demand the serious attention of those concerned to push 
the scientific segment of our society to greater efforts and achieve- 
ments. If his conclusions are correct, sh arp departures from tradi- 
tional methods of promoting the progress of science and useful arts 
appear to be in order, whether they take the form of modifications in 
our patent system or the development of supplemental stimuli. Since 
his conclusions are directed to basic research, the work of large corpo- 
rate laboratories and educational institutions, they become all the more 
significant in the light of the increasing importance that is attached 
to all three of these. 
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Another subcommittee publication relating to research is Patents 
and Nonprofit Research, study No. 6, written by Archie M. Palmer, 
This study offers current information concerning the patent policies 
and practices of universities, experiment stations, and other nonprofit 
institutions. It reviews their basic policies relating to the procure- 
ment of patents, patent licensing, and the distribution of royalty 
income. It examines the structures for administering such patents, 
including the numerous university foundations and such organizations 
as Research Corp. The study lists some of the more significant 
patents that have come from these sources, gives figures on the royal- 
ties derived therefrom, discusses some of their litigation experiences, 
etc. 

With increasing attention being given to the contributions by edu- 
cational institutions to tec hnological development, the patent practices 
and policies of such institutions become inc reasingly important, 
Further examination of some of these policies is found in the Melman 
study, discussed above. The subcommittee expects to explore this 
important area further. 


I], IMPROVEMENT OF THE PATENT SySTEM 
A. IN GENERAL 


For some 168 years the United States has relied upon the patent 
system as one of the primary stimulants to inventiveness and tech- 
nological progress. In addition to its traditional function of helping 
to provide new things and new industries for peacetime enjoyment and 
advancement, the system must now be adjusted to deal with the new 
problems arising out of current extraordinary conditions. The present 
problems become all the more important when viewed against the 
background of the job to be done. They require immediate solution. 
In short, the recent turn of events underscore the great need to correct 
the defects in the system as soon as possible. 

Studies Nos. 1 and 2 by Dr. Vannevar Bush and George Frost, 
respectively, broadly review the strength and weaknesses of the 
present patent system. 

Dr. Bush’s study (No. 1), entitled “Proposals for Improving the 
Patent System,” was discussed briefly in last year’s report (S. Rept. 
No. 72, pp. 2-3). After reviewing the underlying purposes of the 
patent system, Dr. Bush addresses himself to what he considers the 
four major current problems of the patent system, to wit, (1) diffi- 
culties of fitting a patent system designed for individual inventors 
working with relatively simple ideas, to our modern complex and 
intricate corporate laboratory type of research; (2) the economic 
patent concentration that has become an increasing problem as a 
result, in part, of changes in the nature and conduct of the inventive 
process; (3) the serious gap between Patent Office and judicial evalu- 
ation of inventions which has resulted in a distressingly high propor- 
tion of issued patents ultimately being declared invalid; and (4) the 
failure of the patent system, because of its administrative inade quacies, 
delays, cost and uncertainties, to serve adequately the important 
small business segment of our economy. Dr. Bush suggests (1) 
strengthening the integrity of issued patents through more careful 
and competent processing in the Patent Office (achieved through more 
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adequate budget, personnel and equipment; backlog reduction; im- 
proved classific ation; mechanized searches; etc.) and a limited form 
of opposition proceeding; (2) creation of a special, technically-qualified 
tribunal to determine technical facts upon reference from the courts; 
and (3) compulsory reasonable-royalty licensing, subject to proper 
judicial procedures and safeguards, to avoid blockage through over- 
lapping patents, to prevent improper monopolies or other misuse and 
to forestall suppression. Determination of a “reasonable royalty” 
would be left to the special tribunal referred to above. The sub- 
committee has net to date introduced measures directed specifically 
to the Bush proposals, but it has taken steps consistent with and 
designed to implement them. Thus, in the 84th Congress it intro- 
duced a bill to set up a special Patent Court of Appeals (S. 3744). 
In the 85th Congress it fostered biils to increase Patent Office salaries 
(S. 1864) and to separate the Patent Office from the Department of 
Commerce (S. 1862). It successfully supported an increased Patent 
Office budget. 

Mr. Frost, in study No. 2, entitled ‘‘The Patent System and the 
Modern Economy,” examines this system from three standpoints. 
First, he examines its effect as a stimulus to competitive research, 
invention, and development. Citing numerous examples, he shows 
how patents have pushed inventors, researchers and innovators to 
greater efforts, by simultaneously holding out the reward of a patent 
to the successful inventor and threatening to block those who fail to 
engage in inventive effort. Second, he examines the role of the patent 
system in the competitive economy and its relation to antitrust, 
monopoly and competition. He concludes that patents have not 
promoted monopoly to any great extent. Nor, in his view, is the 
accumulation of patents in a single owner a serious problem. He 
concludes that improper patent practices are sdeqnakiane taken care 
of under the existing patent and antitrust doctrines of nonenforcement 
for misuse and compulsory licensing and that further sanctions in this 
area are not needed. He emphasizes that the patent and antitrust 
laws, far from being contradictory or working at cross purposes, actu- 
ally work together to achieve a common objective, namely, a vigorous, 
technologie ally -burgeoning, competitive free enterprise sy stem 

Lastly, he turns to a study of the administration of the patent 
system. In discussing the problems attending the determination of 
“invention”? (which, he emphasizes, is a question of fact to be treated 
by the courts as such), he points out that the problem becomes less 
difficult in the framework of a concrete case where the court need only 
decide whether specific acts constitute infringement. Like Dr. Bush, 
he emphasizes the need for more adequate Patent Office personnel and 
budget. To reduce Patent Office delay, he suggests more stream- 
lined interference procedures and discouragement of defensive patent- 
ing. At the litigation level, he concludes that oppressive patent 
litigation is not as common as is often supposed, and that unduly 
expensive litigation is fairly rare. To meet the difficulties that 
attend the determination of technical issues by nontechnical courts, he 
suggests more use of technically trained district judges and a special 
patent court that can handle Patent Office appeals and also participate 
in (but not supplant) other appellate proceedings. In conclusion, he 
suggests a careful look at the 20-year law and opposition proceedings, 
proposes a publication proc edure to reduce the volume of defensive 
patenting, urges simplification in applications especially through re- 
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duction in the number of claims, and suggests the issuance of applica- 
tions that are in interference prior to determination of the inter- 
ference. Some of the subcommittee proposals referred to above in 
connection with the Bush study, as well as the 20-year bill (S. 1863), 
would implement the Frost recommendations, although some of them, 
e. g., the proposed single patent court bill, are contrary to his sug- 
gestions. 


B. ECONOMIC ASPECTS OF THE PATENT SYSTEM 


In addition to the Bush and Frost studies, discussed above, a num- 
ber of other studies have been made for the subcommittee dealing 
with the all-important economic, business, and competitive aspects 
and effects of the patent system in its actual operation. 

Study No. 3, entitled “Distribution of Patents Issued to Corpora- 
tions (1939-55),”’ prepared by Commissioner Watson and Mr. P. J 
Federico of the Patent Office, is a statistical study showing the owner- 
ship of patents by the 394 corporations receiving more than 100 pat- 
ents each during this 17-year period. With almost 60 percent of all 
patents being corporate-owned, and over 20 percent of all patents 
issued during this period going to only 176 corporations, the study 
underlines the importance and concentration of corporate patent 
ownership and the need for more attention to the role corpor: ations 
play in the patent system and that patents play in corporate affairs. 

The Legislative Reference Service has pre pared several studies in 


the economic area. All of these are now being printed and will be 
released shortly. They include the following: (1) A bibliography by 
Julius W. Allen of 447 selected articles and books on the Economic 
Aspects of Patents. Each reference is followed by a brief description 
of its contents. (2) A study of the proposals in Congress for legisla- 
tion dealing with Recordation of Patent Agreerents—A Legislative 
History. These proposals were typically designed to discourage pri- 


vate agreements restricting competition a both the domestic and 
international levels. Some proposs als were directed to patents as such: 
others were proposed as part of broader regulatory programs. The 
study was prepared by Miche el Daniels ind Victor L. Edwards. (3) 
A study on Compulsory Licensing of Patents, by Catherine S. Corry, 
deals, as the title suggests, with proposals from 1911 to date to require 
compulsory licensing of patents under various circumstances, to varied 
extents and for various purposes. It also includes discussion of pro- 
posals for administering Government-owned patents, ranging from 
outright dedication to selective licensing under specified conditions. 

Other economic studies nearing completion include the following: 
(1) An Economic Review of the Patent System, by Fritz Machlup, 
consisting of a study of the historical roots of the patent system and 
the economic theories and forces that underlie it, with especial atten- 
tion to the relationship between that system and the re of 
competition. (2) The Research and Development Factor in Mergers 
and Sedidtioha, by Murray Friedman, a study of the ‘ol plaved 
by patents in the current merger movement and the effect of mergers 
upon research and patent policies. (3) Two studies by Victor 
Abramson, entitled “Economic and Social Basis of the Patent System” 
and “Patent Abuse and a Plan for its Control.’”’ These studies stem 
from reports made over a decade ago to the Patent Survey Com- 
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mittee, which Mr. Abramson served in the capacity of economic 
adviser. (4) A series of studies dealing with Patent Office adminis- 
tration, patent litigation, and patent ‘abuse, by Houston Kenyon. 
These, like the Abramson studies originated with the work of the 
Patent Survey Committee, and are now being brought up to date. 
Mr. Kenyon was counsel to that committee. 


C. PATENT OFFICE ADMINISTRATION 
(1) In general 

The subcommittee is pleased to report that in the area of Patent 
Office practice and administration, some progress has been made but 
a great deal more needs to be done, particularly in speeding up the 
processing of patents, enlarging the library and translation service, 
—— rnizing the classification system, and in perfecting the mac hine 

arching technique. In addition, despite the availability of a larger 
appropri ition, the Patent Office continues to face serious difficulties 
in the retention of personnel. 

(2) Patent backlog and personnel 

On June 30, 1957, there were 215,535 patent applications pending. 
During fiscal 1957 the Patent Office received 73,783 applications for 
patents and disposed of 75,039 applications. The disposal consisted 
of 30,458 applications abandoned and 44,581 allowed for the issuance 
of patent, contingent upon payment of the final fee. There were 
45,102 patents granted during the year 

While some progress has been made, under the so-called 8-year 
plan, toward reducing the backlog to 100,000 applications by 1964, 
it is apparent that much remains to be done if this goal is to be 
reached. Here again, the statistical picture points up ‘the necessity 
for the passage of S. 2277, discussed supra, pages 6-8, or similar legisla- 
tion as an added boost to getting the backlog down to manageable 
size. S, 2277, it will be recalled, would authorize publication of patent 
applications in lieu of further prosecution, at the discretion of the 
applicant and when deemed by the Commissioner to be in the public 
interest. 

Two other bills designed to speed up the Patent Office processing 
of applications, both of er should be enacted, are (1) S. 1863, 
which would limit the life of a patent to a term not longer than 20 
years from the filing date, and (2) S. 1864 (cosponsored by Chairman 
O’Mahoney and Senator Wiley, ranking minority member on the sub- 
committee), which seeks to eliminate the bottleneck at the Patent 
Office Board of Appeals by increasing its membership from 9 to not 
more than 15 members. 

Walter Williams, Acting Secretary of Commerce, in a letter of 
January 7, 1958, to Chairman Eastland of the Committee on the 
Judiciary, commenting on S. 1864, said in part as follows: 


The need of more than nine examiners-in-chief to keep the 
ae of the Patent Office Board of Appeals current has al- 

eady been recognized by the provision in existing section 7 
of title 35 of the United States Code for the designation by 
the Commissioner of any patent examiner of the primary 
examiner grade or higher to serve as an examiner-in-chief. 
During ¢ -alendar years 1950 through 1954, numerous and re- 
peated designations had to be made. Below is a tabulation 
S. Rept. 1430, 85-2——-3 
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for that period showing the number of patent appeals which 
were filed each calendar year, the number of appeals disposed 
of, the number of appeals on hand at the beginning of each 
year, and the number of professional employe ees W orking on 
the appeals: 


| On hand | Appeals disposed of | 
Year at | Appeals |__ _____| Number 
beginning filed | | of men 
| of year | Dismissed | Decided Total | 
= . | a 
1950__. 3, 705 2,177 1, 929 4,106 | 14 
1951__- 3, 286 2, O88 2, 345 4, 433 15 
2e..... : 3, 405 2, 457 2, 778 5, 235 16 
1953__- 3, 522 2, 258 | 2, 259 4,517 13.5 
1954___ 3, 740 2, 284 1,777 4, 061 11 





The Patent Office is now actively engaged in enlarging 
the examining corps. With this enlargement and_ the 
intensification of efforts to dispose of pending applications 
and reduce the backlog, the number of appeals filed should 
increase considerably. Such an expectation, like the data 
tabulated, indicates that the proposal of the bill to in- 
crease the number of permanent members ef the Board of 
Appeals is definitely in order. The resultant possibility of 
decrease in the number of temporary Board members 
should make for more efficiency in the examination of 
applications for patents. The temporary members are 
largely drawn from the ranks of primary examiners, and 
examination work in their divisions necessarily suffers dur- 
ing their absences. 

No substantial increase in the budgetary needs of the 
Patent Office should ensue from the proposed increase of the 
number of permanent members of the Board of Appeals. If 
the work is not done by permanent members, it will have to 
be done by temporary members. 


1864 also provides for increased salaries for certain officers and 
With respect to this phase of the 


Mr. Williams’ letter stated: 


As the committee is no doubt aware, the matter of civilian 
pay has been under intensive study in the executive branch. 
While the duties and responsibilities of the Patent Office 
positions covered by S. 1864 are substantial, we are unable 
to recommend that the ‘v be selected for pre ferential treat- 
ment. In furtherance of this polic y, therefore, the Depart- 
ment urges that section 1 (c) of S. 1864 be deleted. Be- 
cause the deletion of this subsection removes the need for 
section 1 (b), this provision should also be deleted along 
with the identification ‘‘(a)’”’ in line 3, page 1, which is no 
longer needed. 


The letter did recommend the following modification of S. 1864: 


Sec. 2. * * * Such designated examiners-in-chief may 
be compensated at the established rate for the positions in 
which they are temporarily serving, provided, that at the 
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end of the period for which designated their rate of compen- 
sation shall be adjusted to what it would have been had 
such designation not been made. 

Sec. 3. The provisions of this Act shall be subject to the 
second paragraph of section 3 of title 35 of the United 
States Code. 


The subcommittee fully recognizes the desirability, in principle, 
of the uniform salary scales urged by Mr. Williams. The salary pro- 
visions of S. 1864 are directed, however, to lifting the wage ceiling as a 
first and important step toward making Patent Office jobs more attrac- 
tive and reducing the high turnover in personnel which is one of the 
most serious problems faced by the Patent Office. See Whitmore, 
Federal Salaries Versus Patent Office Progress, volume 39, Journal of 
the Patent Office Society, page 878 (December 1957). The net 
effects of this tunrover on the experience levels within the examining 
corps are shown by the following table prepared by the Patent Office: 


Number of examiner assistants in Examining Divisions ' at various experience levels 
during last 3 years 


Over 10 5tol0 | 2tod 1 to2 Up tol 


| 
Total 
years years | years years year 
June 30, 1954. . 301 | 179 | 131 10 22 | 643 
July 31, 1955 aes 291 173 100 12 | 154 73 
June 30, 1956__. : 268 170 37 44 | 371 | 890 


June 30, 1957 332 103 45 | 281 | 304 1, 065 


1 Note that these do not include examiners employed in Classification Divisions. 


The Patent Office began fiscal 1955 with 480 examiner assistants 
with over 5 years’ experience and only 32 with under 2 years. By 
the beginning of fiscal 1958, this had changed so radically that the 
number in the experienced group had been reduced from 480 to 435, 
while the inexperienced group had increased from 32 to 585. Even 
making due allowance for the fact that the sharp increase in the latter 
figures is the result of a much to be desired increase in overall employ- 
ment, the substantial decrease in experienced examiners is a matter of 
serious concern. 

In the long-range planning of the Patent Office, the decline from 
179 to 103 in the number of examiner assistants having between 5 
and 10 years of experience is equally or even more serious, as the 
Patent Office must depend largely on this group for its future leader- 
ship. 

These statistics speak for themselves and it requires no stretch of 
the imagination to realize that appropriate steps must be taken to 
correct the situation. 

(3) Patent Office fees 

During the fiscal year the Patent Office received $6,653,273 ” 
in fees from all sources. The operating cost was $16,512,775, or 
97 percent of the $17 million made available by Congress. Thus, 
the net income was equivalent to about 41 percent of total operating 
cost. 


12 Refunds amounted to $31,720 and a net decrease of $208,302 occurred in the deposit trust fund for un- 
applied receipts. 
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. 2156 and H. R. 7151, now pending, would increase Patent Office 
fees. The House bill was reported August 1, 1957 (H. Rept. 963) and 
it is expected that Congress will act on these bills this session. With 
these bills pending, a subcommittee study now at the Government 
Printing Office, entitled “A Legislative History of Patent Office Fees,”’ 
and prepared by Victor L. Edwards of the Legislative Reference 
Service, is of interest and help. This study traces congressional ac- 
tivities with respect to the fees charged for patent administration from 
the inception of our patent system down to the present time. Espe- 
cial attention is given to the past decade when there has been con- 
siderable activity in this area. The picture, as one might expect, 
shows a steady increase in the fees charged, as the Congress has 
sought to bring Patent Office income more in line with its expenses. 
The review underlines the perennial nature of many still unsettled 
issues, such as the question to what extent the Patent Office should be 
self-sustaining, what services patentees and applicants should pay for 
as compared to those that should be tax-supported, the merits and 
demerits of “renewal” fees, the problems of Patent Office budget, 
means of reducing the Patent Office workload, the problems of ex- 
cessive claiming and how to prevent it, industry pirating of Patent 
Office personnel, ete. 

(4) Establishment of Patent Office as independent agency 

Chairman O’Mahoney and Senator Wiley cosponsored the intro- 
duction of S. 1862 which would establish the Patent Office as an in- 
dependent agency in the executive branch of the Government. Upon 
introduction, the bill was assigned to the Senate Committee on Gov- 
ernment Operations. 

The subcommittee is pleased to note that the Patent Office and its 
housekeeping problems are now receiving increasing attention from 
the Department of Commerce. 


(5) Stre ngthen ing Patent Office library and translation service to 
examiners 
At pages 3 and 4 supra, we have outlined the deficiencies in the 
Patent Office library and translation program. In a letter to Chair- 
man O’Mahoney, dated November 12, 1957, Commissioner of Patents 
Watson outlined the Further Publications and Translations Which 
We [the Patent Office] Should Acquire. This outline is as follows: 


If the Patent Office is to maintain in the future a library of 
such character as to make available to the officials of the 
Patent Office all of those publications which should be avail- 
able in order to enable it to determine with reasonable 
certainty within the Office the novelty of all inventions 
submitted to it, expansion in the following regards may be 
desirable. 

A. PERIODICALS 


(1) Increase the number of titles we receive. As men- 
tioned above, there are over 36,000 titles in the World List of 
Scientific Periodicals. We now get only 1,700 titles. The 
British Patent Office library reported in its 1956 annual 
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port having added 621 titles during the year, making a total 
of approximately 5,000 current titles, with over 1 ,000 further 
titles remaining for consideration at the end of the year. The 
National Medical Library receives about 10,000 serials; the 
John Crerar Library nearly 10,000 periodicals and other serial 
publications; the United States Department of Agriculture 
Library about 21,000 serials. More periodicals in the fields 
of medicine, pharmacology, and veterinary science should be 
acquired. Of increasing importance are Russian periodicals 
in physics and chemistry. We should probably try to obtain 
all abstracting journals in pertinent fields. 

(2) Fill gaps in our periodical holdings. We should also 
add a further set of some of those which the Examining Divi- 
sions use frequently, so that a set may be used for search pur- 
poses by the examiners in their own divisions, in addition to 
the set available to the public in the library. 

(3) Increase the number of copies of each issue of some of 
our periodicals we now get so that different examiners may 
read these simultaneously to speed up their circulation. 


B. BOOKS 


(1) Aequire a larger collection of books in the fields 
basic research and pure science. 

(2) Enlarge our book collection by ordering copies of books 
which were published in past years but which were not ob- 
tained at that time. 

(3) Procure duplicate copies of certain books of which the 
only copies are now in Examining Divisions, in order to avoid 
using the books irom the Examining Divisions for the purpose 
of making photoprint orders, and thus tempor arily depriving 
the examiners of access to them. 


C. MANUFACTURERS’ CATALOGS 


There are 800 pages of manufacturers listed in Thomas’ 
Register of American Manufacturers who could be requested 
to place us on their mailing lists for catalogs, house organs, 
bulletins, directories, ete. 


D. BIBLIOGRAPHIES 


Acquire substantially every scientific and technical bibli- 
ography available. 
E. DOCUMENTS 


(1) Acquire more technical reports. Perhaps 100,000 such 
documents are issued annually. Thousands of technical 
reports are available upon request from the Armed Services 
Technical Information Agency, Dayton, Ohio. 

(2) Acquire more technical documents issued by the 
Superintendent of Public Documents as well as those by 
foreign government offices. 
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F. TRANSLATIONS 


To increase the usefulness of foreign patents as reference 
material, or indeed, to make them useful at all in some cases, 
an abstract of each such patent should be made and sent with 
the patent to the appropriate Examining Division. Ab- 
stracts of the thousands of such patents already sent to the 
Divisions in past years should also be prepared. Other 
translations can be acquired through purchase, the Transla- 
tion Monthly listing each month the foreign-language publi- 
cations which have been translated in this country and which 
translations may be purchased. To translate the latest 
edition of the German patent classification would be desirable. 

It should be understood, however, that there is a tremen- 
dous amount of duplication in foreign patent material since 
the same invention may be patented by the inventor in a 
number of different countries. While about 12 percent of the 
United States patents are issued to foreign inventors, in most 
other countries over 50 percent of the patents issued are issued 
to residents of countries foreign to them. Consequently the 
patents which the Patent Office receives regularly, which 
include those of the countries issuing the largest numbers of 
patents, taken with the United States patents, would consti- 
tute a much larger coverage of the patent literature than is 
immediately apparent, and apparent translation needs are 
reduced accordingly. 

It is apparent that the Patent Office library would today 
be better able to serve the officials of the Patent Office and the 
general public as well if larger sums had been expended in 
the past in book and periodical acquisitions and for trans- 
lating important technical publications, including patents, 
which were printed in languages other than English. Its 
effectiveness in these respects can be substantially increased 
within a reasonably short time by the expenditure of larger 
sums than have heretofore been devoted to this purpose. <A 
review of library expenditures made over the past 60 years, 
however, discloses the interesting fact that more than one- 
half of the total amount was expended during the last 10 
years. Thus the expenditures for library purposes since 
1898 total $450,000 and of this amount $230,434 was spent 
during the last 10 years. 

It seems also fair to say that, heretofore, it has probably 
not appeared to be as important to obtain copies of all tech- 
nical publications of foreign nations and to translate them, 
as it does today. It is believed that patents in litigation 
have so far rarely been judicially limited or invalidated be- 
cause of the citation of reference material of foreign origins, 
defenses being usually predicated upon the disclosures of 
earlier United States patents or prior public usage. In- 
creased attention to the technological publications of other 
nations must, of course, be given in view of their increased 
technological accomplishments. 





PATENTS, TRADEMARKS, AND COPYRIGHTS 19 


D. PATENT LITIGATION 


The complexity, delay, and burdensome expense of litigation and 
the high mortality rate of patents examined by the courts continues to 
be a serious problem. 

The last annual subcommittee report reported the percentage of 
patents held invalid by the various United States courts of appeals, 
set forth the overall statistics on how patents fared in litigation in 
1955, and described the judicial criticism to which Patent Office 
allowance of certain patents has been subjected. The following table 
showing the percentage of issued patents declared invalid in subse- 
quent litigation, indicates that this matter continues to be a cause for 
concern. 

District courts (published decisions only) 


1956 | 1957 (incomplete) 

Number Percent Number Percent 
| Se acidunitath 
Valid and infringed -.. 28 28.9 13 | 24.1 
Invalid 58 59.8 29 | 53.7 
Not infringed ‘ ; 11 12 | 22. 2 
i - = - - —— | — 
Total... _— 97 | 54 “ 


Courts of appeal (published decisions only) 








1956 | 1957 (incomplete) 

ssh g baidtelwindewantnd 

Number Percent Number Percent 
| a ‘s dl iciiataeeie ints 
Valid and infringed_..... 22 29.7 22 29.3 
Invalid... 40 54.1 47 62.7 
Not infringed - -- ; oat 12 16. 2 6 8.0 

Total..... TH oddec 75 


In Senate Report No. 72, we set forth the criticisms of the Patent 
Office by Judge Dawson in the United States District Court for the 
Southern District of New York in Guide v. Desperak et al. Since 
the issuance of that report, the Court of Appeals for the Second 
Circuit has rendered an opinion in that case.’ While affirming the 
district court’s holding of patent invalidity on grounds of noninven- 
tion, the circuit court said with respect to the matter here under 
discussion : 

We think it should be made clear that we disassociate 
ourselves from Judge Dawson’s observations at pages 186 
and 187 of 144 F. Supp., 111 U.S. P. Q. at 36, with regard 
to the operations of the Patent Office. The problems of that 
Office in processing patents on an ex parte basis with a 
limited staff of searchers and examiners and with present 
facilities are difficulties which may not fairly be appraised 
by judges passing on single cases. Nor are statistical results 
in cases where the validity of patents is passed upon by the 
Federal courts an equitable measure of efficiency. Neces- 


13115 U.S. P. Q. 156 (2d Cir., October 22, 1957). 
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sarily those patents whose issuance is subject to doubt will be 
more frequently questioned in litigation. 

The caliber of executive performance is more properly 
the concern of the Congress which is able to obtain the neces- 
sary information pertinent to the determination of whether 
an executive agency is sufficiently staffed so as to enable it 
effectively to discharge its duties. For these reasons it seems 
to us that comment concerning the Patent Office is inappro- 
priate. 

It is apparent that continuing efforts must be made to close the gap 
between the views of the Patent Office and the United States courts 
as to what is and what is not patentable. One of the suggestions 
frequently made for solving this problem, and one which has received 
attention in previous annual reports of the subcommittee, is to define 
“invention” more specifically in the statutes themselves and to require 
that the courts give greater weight to Patent Office determinations. 
congressional consideration of past proposals of this type is the sub- 
ject of study No. 7, Efforts To Establish a Statutory Standard of 
Invention, prepared for the subcormittee by Victor L. Edwards of 
the Legislative Reference Service. This study points up the difficulties 
that have attended efforts to pin down the “invention” concept in 


statutory language. Another approach to the problem of reducing 
the number of questionable patents, is to provide for opposition and 
revocation proceedings following patent issuance. Such proceedings 


are permitted in a number of foreign countries. The experience under 
such statutes is set forth in study No. 4, Opposition and Revocation 
Proceedings in Patent Cases, discussed on pages 5 and 6, supra. 

A companion problem to that involved in the differences between 
Patent Office aad court views as to the proper tests of patentability 
and perhaps one of the factors contributing to those differences—is 
the complexity and uncertainty that attends much patent litiga- 
tion. The subcommittee is currently releasing a study (No. 8 
entitled “The Role of the Court Expert in Patent Litigation,’ by 
Leo H. Whinery, which ts a timely and helpful contribution in this 
somewhat neglected area of inquiry. This study deals with proposals 
for improving the processes whereby technically trained judges are 
forced to decide highlv complex and technical issues. Th problem IS 
not a new one. Judge Learned Hand addressed himself to it almost 
50 years ago and mati judges as well as others have expressed con- 
cern over it since. The use of court-appointed ‘neutral’ experts 
has been suggested as one solution to the problem. Professor 
\\ himery directs his study chiefly to this proposal lie examimes its 
merits and limitations, compares it to other methods of meeting the 
problem (e. g., reference of issues to masters or specialized tribunals, 
the use of advisory juries, ete.), and suggests how the procedure may 
be used to best advantage and with the mmimum of danger. He 
draws extensively upon, and examines perceptively, the experiences 
of retired Federal Judge William Coleman in certain cases in which 
this procedure was used. He concludes that the neutral’s greatest 


usefulness lies in acting as a translator of technical language, in de- 





PATENTS, TRADEMARKS, AND COPYRIGHTS 21 


lineating the area of technical disagreement, and in supervising and 
performing pertinent experiments; “only secondarily and belatedly, 
Professor Whiaery feels, should he render his own expert opinion. A 
Federal Expert Advisers Act is proposed which contemplates, among 
other features, a panel from which neutral experts can be selected, 
sets up appropriate safeguards to protect legitimate partisan interests, 
and provides for affirmative formulation and supervision by the trial 
judge of the procedure to be followed in order to make the best possible 
use of the expert’s services 

Pursuant to publication of the Whinery study, the subcommittee 
is undertaking further exploration of these matters, including informal 
conferences with interested persons concerning possible courses of 
action. It plans to give increased attention to the subject during the 
coming session. 

In the area of litigation and court procedure, two additional studies 
are nearing completion. One, by Fred Wiviott, is a study of the 
history and development of injunctive relief in patent litigation. The 
other, by Margaret Conway of the Legislative Reference Service, 
traces the proposals in Congress for the creation of special courts to 
handle patent matters. 


lit. Researcn Srupy PROGRAM 


soth of the previous annual reports have described in some detail 
the research-study program instituted by the subcommittee shortly 
following its original ae and conference in October 1955. See 


Senate Report No. 1474, 84th Congress, 2d session, pages 8-11; and 
Senate Report No. 72, 85th Congress, Ist session, pages 2—6, 21-29. 


Four of these studies were completed prior to the last annual report 
and are discussed in some detail therein. Ten additional studies have 
been completed during the past year. Ten others are nearing com- 
pletion at the present time. Nineteen more have been assigned and 
are in varying stages of preparation. Still others, it is contemplated, 
will be assigned during the coming session. Of the foregoing the 24 
that have been completed or are nearing completion, are discussed— 
some briefly and others in more detail—in the earlier sections of this 
report. 

These studies have awakened considerable interest on the part of 
those concerned with the patent system and its welfare, as evidenced 
by the fact that, in addition to the many thousands of copies dis- 
tributed in the traditional manner to libraries, mailing lists, ete., over 
22,000 copies (including previous annual reports) have been sold to 
the public by the Government Printing Office at prices ranging from 
15 to 25 cents each. It is the hope of the subcommittee that the 
ultimate effect of this diversified, but uniformly competent, thoughtful, 
and constructive series of patent studies will be to bring to the Ameri- 
can public a better understanding of the patent system, its purposes 
and objectives, its workings and effects, its problems and difficulties, 
and thereby bring about a greater desire to put the system in the best 
possible shape and provide a better understanding of how to go about 
doing SO. 
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For convenience, the assigned studies are listed below: 
A. STUDIES COMPLETED AND PUBLISHED 


1. Proposals for Improving the Patent System. By Vannevar Bush. 
(See pp. 10 and 11, supra). 
The Patent System and the Modern Economy. By George Frost. 
(See pp. 11-13, supra). 
3. Distribution of Patents Issued to Corporations (1939-55). By 
the Patent Office (Commissioner Watson and P. J. Federico). 
(See p. 12, supra.) 

4. Opposition and Revocation Proceedings in Patent Cases. By 
P. J. Federico. (See pp. 5-6, supra.) 

5. The International Patent System and Foreign Policy. By Ray- 

mond Vernon. (See pp. 4-5, supra.) 

6. Patents and Nonprofit Research. By Archie M. Palmer. (See 
p. 10, supra.) 

Efforts to Establish a Statutory Standard of Invention. By 
Legislative Reference Service (Victor L. Edwards). (See pp. 
19-20, supra.) 

The Role of the Court Expert in Patent Litigation. By Leo H. 
Whinery. (See pp. 20-21, supra.) 
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B. STUDIES IN PROCESS OF PUBLICATION 


9. Recordation of Patent Agreements—A Legislative History. By 
Legislative Reference Service (Michael Daniels and Victor L. 
Edwards). (See p. 12, supra.) 

10. Exchange of Patent Rights and Technical Information Under 
Mutual Aid Programs. By Michael H. Cardozo. (See p. 2, 
supra.) 

11. The Impact of the Patent System on Research. By Seymour 
Melman. (See p. 9, supra.) 

12. Compulsory Licensing of Patents—A Legislative History. By 
Legislative Reference Service (Catherine S. Corry). (See p. 
12, supra.) 

13. Patent Office Fees—A Legislative History. By Legislative Ref- 
erence Service (Victor L. Edwards). (See pp. 15-16, supra.) 

14. Economic Aspects of Patents. A Bibliography. By Legislative 
Reference Service (Julius W. Allen). (See p. 12, supra.) 


C. STUDIES NEARING COMPLETION 


Economic and Social Basis of the Patent System: Patent Abuse and 
a Plan for its Control. By Victor Abramson. (See pp. 12-13, 
supra.) 

Programs in Progress and Planned in the Field of Improved Tech- 
niques for the Retrieval of Scientific Information. By Herschel 
Clesner, et al. (See p. 4, supra.) 

The Research and Development Factor in Mergers and Acquisitions. 
By Murray Friedman. (See p. 12, supra.) 

A study of Patent Office Administration, Patent Litigation, and Patent 
Abuses. By Houston Kenyon. (See p. 13, supra.) 
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A Special Court of Patent Appeals: A Legislative History. By 
Legislative Reference Service (Margaret Conway). (See p. 21, 
supra.) 

Government Assistance to Invention and Research: A Legislative 
History. By Legislative Reference Service (Barbara Jibrin). (See 
pp. 8-9, supra.) 

An Economic Review of the Patent System. By Fritz Machlup. 
(See p. 12, supra.) 

Compulsory Licensing Under Some Non-American Systems. By 
Fredrik Neumeyer. (See p. 6, supra.) 

Synthetic Rubber: A Case Study in Technological Development 
Under Government Direction. By Robert A. Solo. (See p. 8, 
supra.) 

Historical Development of Injunctive Relief in Patent Cases. By 
Fred Wiviott. (See p. 21, supra.) 


D. ADDITIONAL STUDIES ASSIGNED 


Proof of Validity in Patent Litigation. By William H. Davis. 

Patent Concentration: Defensive Patenting. By Bartholomew 
Diggins. 

Renewal Fees and Other Patent Fees in Foreign Countries. By P. J. 
Federico. 

Summary and Analysis of 80 Years of Proposals for Patent Reform. 
By P. J. Frederico. 

A Brief History of an Inventor and His Struggles with the United 
States Patent System. By Crosby Field. 

Invention and the Patent System. By S. C. Gilfillan. 

Technological and Economic Tests in Determining the Validity of 
Patents and Their Use. By Walton Hamilton and Irene Till. 

Major Problems of Patent Litigation (Cost, Delay, Inaccuracy, etc.) 
and Their Solution. By John Hoxie. 

Case-Histories of Business Developments Based Upon New Inven- 
tions. By Melvin Jenney. 

Proposals for Expediting Patent Office Procedure and Reducing the 
Delay in Patent Issuance: A Legislative History. By Legislative 
Reference Service (Margaret Conway). 

Landmark Inventions: The Quantum of Invention Over Prior Art. 
By the Milwaukee Patent Law Association. 

Modern Developments in Industry-wide, Cooperative Research. By 
the Office of Technical Services of the Department of Commerce 
(John Green, Director). 

Economic and Legal Aspects of Price Restrictions in Patent Licenses. 
By Jack Osswald. 

Protection and Encouragement for Creative Thinkers. By E. G. 
Reed. 

Study of the German Patent System and Its Operation. By Stefan 
Riesenfeld. 

A “Petty Patent’’ System for the United States. By John Schulman. 

A Comparative Study of the Law and Policies Relating to Patents, 
Copyrights, and Trademarks. By John Schulman. 

Problems of the Independent Inventor. By Albert Thomas. 

Pooling Arrangements Between Patentees. By Sigmund Timberg. 
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IV. MisceLtLANEous MATTERS 
A. AFTERMATH OF WONDER-DRUG HEARINGS 


Based upon information developed in a hearing of the subcommittee, 
the Department of Justice, on November 1, 1957, filed a civil complaint 
against Syntex, S. A., and others, charging that the defendants vio- 
lated the Sherman Act by blocking potential competitors from the 
utilization of barbasco root, the cheapest source from which cortisone 
and other “miracle drugs” can be obtained. 


V. Science, TECHNOLOGY, AND SurRVIVAL: A PROGRAM FOR THE 
PosTsPUTNIK ERA 


Despite the many warnings to the contrary, this country has long 
labored under the belief that it was scientifically and technologically 
superior to other countries, and certainly to Russia. Sputnik shat- 
tered this complacency. We may deplore our present uncomfortable 
position but, belatedly stripped of our illusions, we can at least now 
measure more clearly the tasks that lie before us. We must roll up 
our sleeves, tighten our belts, and go to work in the way that America 
always has when faced with a crisis. But hard work is not enough. 
The task, if it is to be done well—and nothing less will do in times 
like these—calls for clear-headed, careful, efficient, and far-sighted 
planning. 

This subcommittee is concerned with these issues because of its 
responsibility to conduct a “complete examination and review” of the 
patent system. The basic constitutional purpose that underlies the 
patent system; namely to ‘“‘promote the progress of science and useful 
arts,’’ must guide us here. Faced with the hard fact that we have not 
such progress sufficiently in terms of maximum national security 
we must inquire how the situation can be corrected, whether through 
an improved patent system, by other means, or in both ways. 

It is, of course, too early to suggest hard and fast rules that will 
guide us unerringly to our goals. We may, however, usefully suggest, 
first, what our ultimate objectives should be in this program; second, 
some affirmative principles we may profitably follow; third, some 
dangers we must avoid; and, fourth, the role that Congress can play 
in reviewing and guiding this program. 

First of all, our objectives must be clear. What is it, exactly, that 
we seek? The broad answer is quite obvious. (1) There is great 
need for basic research on our part. We have been eating, and 
importing, our seed corn too long. (2) There is need for more 
effective applied research. Even with preeminence in this field, there 
still remains room for substantial improvement in terms of more 
efficient and selective uses of existing knowledge. 

The second, more difficult and complex question is, How to go 
about achieving these objectives? This is not the place to suggest 
details or specific procedures. It is the place, however, to call atten- 
tion to some important points that could easilv be overlooked: 

(1) We must distinguish between long- and short-range programs. 
While some considerations apply equally to both, others may be 
peculiar to one and inconsistent with the other. 
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(2) There exist many different agencies with varying capabilities 
which may be employed advantageously in handling varying aspects 
of a broad program. These include Government laboratories; Gov- 
ernment-owned, privately operated laboratories and plants; private 
concerns working under Government research and development con- 
tracts or other Government supports; private concerns, spurred by 
the profit motive, patent incentives, etc.; educational institutions; 
independent research laboratories, both profit and nonprofit; and so on. 

(3) Even within a given group, a large measure of selectivity is 
essential. Whatever its status in other respects, it is the institution 
with a “technically progressive attitude’? upon which we must depend 
to do the job that needs doing. This attitude may be found in large 
business or small, university or independent laboratory, private 
industry or Government agency. Or it may be absent in any of these. 
The important thing is to learn to identify it and then have the good 
sense to turn for help to those who have it. A discussion of the char- 
acteristics that go to make up this attitude lies beyond the present 
commentary.'* Suffice to say, it can be identified. Perhaps, in the 
last analysis, it simply reflects a recognition, and corresponding action 
to suit the recognition, that scientific research and technological 
achievement—and the persons responsible for these achievements— 
are, indeed, of great importance. It is the opposite of the attitude 
reflected recently by a newspaper that headlined the World Series on 
its front page and relegated the launching of sputnik to an inside page, 
an episode that caused Canada’s Lester Pearson to comment that 
democracy could not survive 


if the man who thinks is derided as an egghead while the 
demagog is envied as a celebrity; if a ballplayer or an oil 
promoter occupies a far more important place in the com- 
munity in terms of prestige and material reward than the 
teacher or preacher. 


This same view was recently expressed in the New York Times as 
follows: 


The hard fact is that the popular heroes of our times tend 
to be primarily individuals in the world of entertainment or 
of sports. With a few rare exceptions, such as Jones Salk, 
even our most brilliant intellectual leaders, are little known 
and less honored by the mass of our society. We may 
doubt whether even 10 percent as many Americans know 
who Edward Teller is as compared with those who know 
Mickey Mantle. Yet the hard fact is that for national 
strength and survival it is men like Dr. Teller who should 
be the heroes our youngsters should want to emulate. 


(4) We must explore, examine, and develop the various forms of 
incentive and stimuli for pushing our more talented citizens to maxi- 
mum effort and accomplishment. These may take the form of pri- 
vate profit, patents or comparable benefits, Government support or 
subsidy, public recognition and prestige, and so on. Again, the im- 
portant thing is to use all available legitimate means to achieve maxi- 


‘ For an interesting discussion of 24 characteristics commonly present in the “technically progressive’’ 
private firm, see Carter & Williams, Industry and Technical Progress, pp. 178-183 (Oxford, 1957). 
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mum results, with appropriate selection and emphasis upon those 
factors best suited to specific situations. 

(5) Education and training can, and must, be vastly improved. 
There is critical need for better selection, without regard to financial 
need, of those to receive such training, whether scientific and tech- 
nological or in other areas; for more competent teaching; for more 
effective and assiduous learning; and for more in-service “training of 
competent and gifted workers. 

(6) We must develop better facilities and equipment for undertaking 
research. Above all, we need more complete and better organized 
access to scientific and technical information, combined with greater 
desire on the part of our technologists and scientists to acquaint them- 
selves with this information. This can become a tremendously com- 
plex and extensive project. It means improved methods in transla- 
tion, interpretation, abstraction, and classification. But it is worth 
the effort. 

Third, we turn to certain dangers and pitfalls that must be avoided 
if the program is to succeed and its social cost is to remain within 
reason. A “crash’’ program of scientific and technological research 
and development that pays no attention to its collateral effects or 
hidden costs, can end, as the term suggests, in a ‘‘crash.’’? Preoccupa- 
tion with particuls u objectives may ‘sacrifice other things of equal or 
greater value to our society. 

(a) Our existing research facilities, both human and otherwise, 
must, of course, be used with maximum efficiency and coordination. 
Long range, an appreciable increase in total supply is possible. Short 
range, we must do our best with what we have. In terms of imme- 
diate emergency needs, both research facilities and manpower are in 
short supply. Nothing could be more shortsighted, consequently, 
than simply to appropriate more funds and create more demand for 
the limited supply of equipment and brains that exists, merely moving 
individuals and equipment from one essential job to another, as em- 
ployers and purchasers outbid each other, with no tangible increase in 
total effort or total accomplishment—and, in fact, at a real risk of 
actual decrease. 

What is called for, rather, is a careful coordination of research 
activity in order to avoid gaps, overlaps, and failure of communication. 
Procedures must be worked out to assure that research efforts gravitate 
to the areas where most needed. This inevitably means some Govern- 
ment supervision and regulation, possibly through the National 
Science Foundation, or some comparable organization. It does not 
mean that a Government agency shall tell scientists or researchers 
what to do or how to do it. Such a program would almost surely be 
self-defeating. But broad freedom to follow one’s own methods and 
ideas is not inconsistent with organization and coordination of areas 
to be explored, assignment of priorities to those best equipped to carry 
them out, and comparable measures designed to assure maximum 
effectiveness. 


As Waldemar Kaempffert put it over a decade ago: 


There is no reason why a scientist should not fly off at a 
tangent, just as Pasteur flew from chemistry to bacteriology 
and Helmholtz from physiology to physics; but there is every 


1s Should the Government Support Science? Public Affairs Pamphlet No. 119, p. 18 (1946), 
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reason why the clue should be systematically followed. * * * 
Sulfanilamide was discovered before the last war, but its 
antibiotic properties received no attention for 20 years. A 
decade had to elapse before penicillin’s remarkable properties 
were established by Sir Howard Florey and his associates 
and its chemistry studied by Ernest Chain. It is because 
science has never, except in time of war, been given overall 
purpose and direction that such irregular progress occurs. 
* * * We may be dazzled by the accomplishments of science, 
but we ought to have made more of science than we have 
We could not make more of it because the social responsibility 
of science was not admitted by scientists until recently and 
because it was nobody’s business to plan ‘theoretical’ 
research and carry it out systematically. 


It could even become necessary, temporarily at least, to ration our 
short supply of scientists and equipment in the same way that we 
ration scarce and essential commodities in wartime, although one 
would hope that existing facilities can be used with sufficient wisdom 
to make this unnecessary. 

(6) The preceding comment, notwithstanding its reference to pos- 
sible increases in Government regulation, is not a suggestion that 
traditional methods of private enterprise and initiative cease being 
our first choice as a way of doing things. It is entirely proper, of 
course, that the Government undertake research and development, 
or support its undertaking by others, to the extent necessary in the 
public interest and for the sake of national security. But, under 
our economic and political system, as much should be left to nongov- 
ernmental agencies as possible, consistent with getting done what 
needs to be done. While some departures from this principle may 
become necessary, these exceptions must not obscure the larger prin- 
ciple. We must not lose sight of the fact that, in the course of getting 
this job done, we are shaping the economy of the future, for better or 
worse. Thus, for example, to use the taxpayers’ dollars to build up 
a few giant concerns—in other words, to reduce the free competitive 
enterprise system to an illusion—in the name of a supposed efficiency, 
expedition, competency, or economy that later may prove to have little 
or no foundation, is to be ‘tray the basic principles of our way of life. 
We must strive, in other words, for a broad base of activity, not a 
narrow base. By so doing, we ultimately develop greater potential, 
provide assistance to more and smaller businesses than would other- 
wise be the case, and avoid contributing further to the monopoly and 
concentration that has become a serious threat in this country. This 
issue, one may add, has a direct bearing upon the patent system for 
that system is geared fundamentally to a competitive system and 
makes sense only within a competitive framework. 

(c) We must avoid overemphasizing scientific and technological 
research and training at the expense of social-science research and 
training. The extent to which sputnik is viewed as a crisis instead 
of as an outstanding scientific achievement, is a measure of the world’s 
failure, including our own, to solve the basic social problem of how to 
live together in peace. Where the fault lies, is not the issue here. 
As long as the situation exists, social science has a job to do, and a 
job of the first magnitude. Indeed, shortcomings in technology and 
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science reflect social failure to meet the problems of the day. In the 
last analysis, success in the field of technology becomes meaningless 
unless accompanied by success in the social sciences. A massive 
national effort that measured its accomplishments only in terms of 
more satellites, bigger satellites, or satellites shot a few more miles 
farther into the heavens, would, indeed, be to labor and bring forth 
& mouse. 

(d) To solve our technological problems in a democratic way re- 
quires more than succumbing to suggestions that the road to success 
is to do it as the Russians do. Internationally, we must demonstrate 
that great things can be accomplished by a free people; that slavery, 
oppression, and fear are not the ingredients for success. ‘To proceed 
otherwise, would simply suggest to the world that the Russian ap- 
proach is the one to follow, and demonstrate that we had not lost our 
ability to come in second. Domestically, the achievement of tech- 
nological advance at the price of democratic methods is simply not 
worth the cost. We need pay no such price. A quarter of a century 
ago, a comparable crisis was met with a conscious, considered decision 
to solve our problems within the framework of our traditional free 
enterprise system, instead of resorting to totalitarianism as others 
did. The same wisdom is necessary today. 

The fourth and final question is, What shall be the role of Congress 
in this program? Obviously, Congress cannot blueprint and admin- 
ister it. It is too detailed, extensive, and complex for that. Congress 
can, however—and consistent with its responsibilities in a democratic 
nation, it should—formulate the basic principles under which the pro- 
gram shall operate, provide a close and continuing review of its ad- 
ministration, and report to the country, objectively and forthrightly, 
how it is getting on. Beyond this, the review must be both continuing 
and up to the minute, to the end that shortcomings are caught, ex- 
posed, and promptly corrected. In this crucially important program 
we cannot let it fail and merely be content with reporting the failure. 
Effective review requires more than this. It requires real ability and 
effort just as surely as does effective administration. This is not a 
time for lassitude. Congress, like the executive department, must 
rise to its responsibilities. It must give credit where credit is due, 
regardless of who benefits. It must critize where criticism is called 
for, regardless of who is hurt. There must be full cooperation be- 
tween the legislative and executive departments. And, finally, as is 
always the case, there must be competency at committee and staff 
level—competency in terms of an understanding and proficiency in 
the technical areas, and an awareness of the political and social ramifi- 
cations as well. For it is a truism that no investigation, review or 
analysis, can rise above the level of the reviewing organization, any 
more than administration can rise above the level of the administering 
staff. 

No thinking person can question the magnitude of the task that 
confronts us. Russia has thrown us a challenge which we will not 
only meet in traditional American ways but by traditional American 
methods. We can meet the challenge if we will, with hard work and 
sacrifice. The rewards for success, however, are high. They are high, 
not only in terms of material achievement and the reestablishment of 
our national security, but in terms of restored respect and prestige 
in the eves of the world and, most important of all, in the increased 
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self-respect that attends any suecessful achievement of a difficult 
and worthwhile task. 
VI. ConcLusion 


In the light of present tensions in world affairs, and the great. need 
for making improvements in the patent system, it is imperative that 
the subcommittee vigorously pursue its program, outlined herein and 
in Senate Report No. 72, directed to modernizing the patent system 
and thus creating the best climate conducive to the fostering and 
encouraging of scientific progress. In addition, the subcommittee 
will, within the area of its jurisdiction, continue its work relative to 
Government-owned patents, and the new problems brought into focus 
by the recent turn of events. 











INDIVIDUAL VIEWS OF SENATOR ALEXANDER 
WILEY 


In general, I support the subcommittee report. The subcommittee 
has performed a worthwhile service in alerting the public to some of 
the current complex problems of the patent system. 

In addition to joining in the foregoing report of the Subcommittee 
on Patents, Trademarks, and Copyrights, I think stress should be 
placed on certain points of importance. 

(1) For our country’s future survival, we must “‘promote the prog- 
ress of science.’”’ This is the purpose of the patent system. 

(2) We must constantly ask ourselves the question, ‘“‘Is the patent 
system being fully utilized to promote needed scientific progress?’ 
This inquiry must be the keynote of our patent investigations this 
year. 

(3) The backlog of patent applications must be reduced. More 
examiners, more money, and higher salaries are needed. 

(4) The Patent Office Board of Appeals should be increased. Our 
bill, S. 1864, would up the permanent membership from 9 to 15. 

(5) The Patent Office should receive greater recognition and inde- 
pendence. Our bill, S. 1862, would accomplish that purpose. 

(6) The Patent Office appropriation requests this year will be par- 
ticularly important. 

(7) Improved patent performance should result in a greater per- 
cent of incontestable patents. And more reliable patents would aid 
inventive scientists toward obtaining the financial rewards to which 
their inventions entitle them, and would help to increase the esteem 
in which scientists are held in America. It has been said that we 
should hold our successful scientists in as high public regard as we 
do baseball stars. Probably patent recognition could give them at 
least more security and prestige than they have previously had. 

) The validity of those patents which become involved in litiga- 
shone can probably be further preserved, not only by improved Patent 
Office decisions, but also by appointment and use in our judicial 
system of more experienced patent lawyers. Perhaps each judicial 
circuit of the Federal court system should have a district judge ex- 
perienced in patents who could be assigned to try lengthy and compli- 
cated patent cases, and so leave the other judges more time to expe- 
dite nonpatent cases. Or, perhaps judges should be authorized to 
retain an impartial patent expert to advise the bench on complex 
patent questions. 

(9) The concentration of patents among a comparatively few cor- 
porations is something to be studied. Although it is not illegal, it is 
important to note from the viewpoint of public policy. I call especial 
attention to the findings of the subcommittee’s Study No. 3 on Dis- 
tribution of Patents to Corporations (1939-55). It was prepared by 
the Commissioner of Patents, Mr. Watson, and Mr. P. J. Federico 
of the Patent Office. The statistical study disclosed that over one-fifth 
of all patents issued during this period were granted to 176 corpora- 
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tions, and that almost three-fifths of all patents were owned by 
corporations. 

We must bend every effort toward stimulating the progress of 
science, without, of course, hampering the exploration of other fields 
of knowledge. Improved operation of our patent system will mate- 
rially aid this scientific progress. 

Scientific progress and invention provide new jobs making new 
products. 

Historically, the industrial growth of the Western World was largely 
based upon the invention of the steam engine by James Watt. 

And in America, the invention of the cotton gin by Eli Whitney, 
the invention of the automobile, of the harvester, of the telephone, of 
many electrical devices—and, as a matter of fact, of thousands of 
products for which America is famous—have generated jobs which 
make America grow and prosper. 

The current increase in unemployment highlights the necessity of 
constantly increasing inventions. Prior inventions will help us get 
out of the present recession. And future inventions will help forestall 
future depressions which might otherwise occur. 

The patent system stimulates such invention by protecting the 
inventor’s private ownership of his own invention. 


ALEXANDER WILEY. 
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Mr. Fu.sricut, from the Committee on Banking and Currency, 
submitted the following 


REPORT 
{To accompany 8. 3497] 


The Committee on Banking and Currency, to whom was referred 
the bill (S. 3497) to expand the public facility loan program of the 
Community Facilities Administration of the Housing and Home 
Finance Agency, and for other purposes, having considered the same, 
report favorably thereon with amendments and recommend that the 
bill, as amended, do pass. 

INTRODUCTION 


As introduced, S. 3497 proposed substantial changes in the existing 
Federal program for loans to construct State and local public works. 
After public hearings during which the committee received testimony 
and reports from interested Federal agencies, national organizations, 
and others, and after careful consideration in executive session, the 
committee determined to report the bill with certain amendments 
which will be explained hereafter. 


PROGRAM OF FEDERAL ADVANCES FOR PUBLIC WORKS PLANNING 


Section 702 of the Housing Act of 1954 authorized a 3-year, $10 
million program of interest-free Federal advances to provide a shelf of 
planned public works which might be placed under construction 
quickly should the economic situation make such action desirable. 

The Housing Amendments of 1955 provided two major changes in 
the previous law. First, it removed the 3-year time limitation that 
applied to the 1954 program and provided a program without time 
limitation. Second, the original authorization of $10 million was used 
to establish a revolving fund. This revolving fund could be augmented 
until a total of $48 million had been made available. Repayments of 
Federal advances are deposited into the revolving fund and are avail- 
able for additional advances for public works planning. The program 
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is directed at (1) encouraging: States and local public agencies to 
maintain at all times a current and adequate reserve of planned public 
works which can readily be placed under construction, and (2) attain- 
ing Maximum economy and efficiency in the planning and construction 
of public works. Communities faced with a wide range of develop- 
mental problems are growing increasingly aware of the necessity of 
public works planning. The program is designed to provide planning 
assistance for specific public works. It can assist a community in 
progressing in an orderly manner toward a solution of its public works 
problems. 

The law limits advances outstanding to public agencies in any 
State to 10 percent of the aggregate authorized to be appropri: ated 
to the revolving fund. No elaborate, long-range, planning project is 
considered, and each application is confined to a single specific public 
works project. Advances become due and repayable without interest 
when the public works contemplated by the approved plans are placed 
under construction. However, if the public agency undertakes to 
construct only a portion of a planned public work, it is required 
to repay such proportionate amount as is determined to be equitable. 

As of February 28, 1958, 506 applications had been approved 
for $11,771,000, representing projects of which estimated construction 
cost is more than $666 million. At that time, a total of 144 applica- 
tions for $5,773,674 were under review. 

A further breakdown of the approved advances, as of February 
28, 1958, by type of work follows: 


' 


| Number | Amount of Estimated 


advance total cost 
| 
Sewer and water facilities 250 $5, 781, 000 $296, 336, 000 
Health facilities 7 55, 000 12, 399, 000 
School and other educational facilities 139 2, 669, 000 120, 912, 000 
Public buildings 48 1, 260, 000 64, 449, 000 
Roads and streets__. 18 468, OOO 34, 056, 000 
Miscellaneous 44 1, 238, 000 133, 372, 000 
Total 506 11, 771, 000 666, 524, 000 


The following table shows the condition of the $48 million revolving 
fund, planning funds actually advanced, and the estimated project 
cost of plans to be made, as of February 28, 1958: 


Program of advances for public works planning status as of Feb. 28, 1958 


Millions 
Total authorization, Public Law 345, 84th Cong $48 
Authorization available as of July 1, 1957 (additional $14,000,000 avail- 
able July 1, 1958) 34 
Actual appropriation to date_- = z 17 
Number Planning Estimated 
funds project cost 
Applications approved (net 506 | $11,771,000 | $666, 523, 727 
Applications under review 144 | 5, 773, 674 513, 980, 974 
Total | 17, 544,674 | 1, 180, 504, 701 


- 


Plans completed | 263 | 
Advances repaid_. 40 | 701, 699 | 
| 


, 336, 275 | 299, 618, 857 
40, 013, 911 
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The above table shows that as a result of these Federal advances, 
planning has been completed for 263 projects with an estimated total 
project cost of $299,618,857. In addition, Federal advances have 
been made on another 242 projects with an estimated project cost of 
over $360 million. 

PUBLIC FACILITY LOANS 


The Housing Amendments of 1955 authorized the Housing Admin- 
istrator, acting through the Community Facilities Administration, to 
purchase the securities and obligations of, or make loans to, States 
and their political subdivisions and instrumentalities, and public 
agencies, corporations and commissions established under State laws 
to finance specific public projects. This program supersedes the public 
facility loan program provided for in the Reconstruction Finance 
Corporation Liquidation Act (Public Law 163), as amended by the 
Housing Act of 1954, which designated the HHFA Administrator as 
the officer responsible for carrying out the program. The earlier 
program was a continuation of the activities of the Reconstruction 
Finance Corporation which since 1932 had administered a public 
agency loan program. 

Existing law authorizes loans up to 40 years and provides that 
financial assistance may not be extended unless credit is not otherwise 
available on reasonable terms and that the loan be of such sound value 
or so secured as to reasonably assure repayment. Priority is given 
to smaller municipalities for assistance in the construction of basic 
public works, including storage, treatment, puriication, and dis- 
tribution of water; sewage, sewage treatment, and sewer facilities; 
and gas-distribution systems, for which there is an urgent and vital 
public need. A “smaller municipality” is defined by the act as a 
town or other political subdivision having under 10,000 inhabitants. 
A revolving fund of $100 million is available for these loans. 

On March 19, 1958, the President instructed the Housing and Home 
Finance Administrator to relax these priorities in order to stimulate 
activity under the public facility loan program. 

The act sets the general framework for establishing: the interest 
rates under this program. The basic interest rate established is 
subject to revision upward or downward as changes warranting such 
action occur in the general level of rates for municipal and long-term 
bonds. 

The basic rates apply to issues with a maturity period of 30 years; 
one-eighth of | percent is added for each 5-year increase over that 
pe ‘riod or deducted for each 5-year pe Apa less than 30 years. Taking 
into consideration market conditions, the following interest rates were 
established by the Administration for 30-year loans: 


} } 


Date of rate change General obli-| Revenue 
gation bonds | bonds 
Basic rate established 4 3. 75 4. 259 
Sept. 4, 1956 i . | 3 875 | 4. 375 


June 21, 1957 te Ebi slat 4.25 4.75 
Nov. 4, 1957 . 4. = 5. 00 


Nov. 17, 1956 2 4.00 | 4.50 
Jan. 20, 1958 4.125 | 4. 625 
UF 
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The following tables analyze the full applications received 
February 28, 1958: 


TABLE 1. 


Number of 


as of 


Full applications received, population distribution, 1950 census ! 


Amount of 


Number of inhabitants applications loans 
requested 
Under 1,000. __-. 186 $25, 449, 000 
1,000 to 1,999 10) 10, 514, 000 
2,000 to 4,999 29 16, 740, 000 
Subtotal 255 52, 703, 000 
5,000 to 9,999 9 10, 885, 000 
Unclassified _ _ : : 29 21, 114, 000 
Over 10,000 Se 4 12, 485, 000 
Total 297 97, 187, 000 


Current estimates are utilized for applications not separately enumerated in 1°50 census of pop 


TaBLe 2.—Full applications received, type of project 


ulation 





Number of Amount of 
applications loans 
requested 


Ty pe of project 


W ater 187 $46, 517, 000 
Sewer 54 17, 593, 000 
Water and sewer 29 13, 218, 000 
Subtotal 270 77, 328, 000 

Gas 21 6, 969, 000 
hes 6 12, 890, 000 
Total 297 97, 187, 000 

As of March 19, 1958, approximately $76,800,000 out of the $100 





million revolving fund remained uncommitted. On this date, loan 
applications in process totaled approximately $35 millbon, of which it 
was estimated that approximately $21 million would be approved. 
This would indicate that only $55,800,000 of the revolving fund re- 
mained available for future applications. 


CURRENT ECONOMIC CONDITIONS AND RECOVERY EFFECTS OF THIS BILL 


There is no longer any disagreement about the existence of a 
recession or about the necessity for action at the Federal level to 
facilitate recovery. 

At the end of February 1958, the number of unemployed reached 
5,173,000, or 6.7 percent of the civilian labor force on a seasonally 
adjusted basis. Recent estimates indicate the unemployment figures 
for the month of March will be higher. Wage and salary workers 
employed in contract construction for the month of February 1958, 
amounted to only 2,702,000, whereas the figure for February 1957, 
was 3,020,000. At this rate, it would appear that contract construc- 
tion might provide employment for fewer workers in 1958 than at any 
time since 1954. 

The index for total industrial production fell to 130 in February 
1958, compared with 146 in February 1957 making the index for 
February 1958, the lowest since January 1955. 
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As of March 22, 1958, the steel production index was down to 88.1, 
compared to an index of 148.8 in March 1957. 

As of March 8, 1958, freight-car loadings totaled 544,000, compared 
with the March 1957 figure of 686,000. 

Spending for new plants and equipment, as estimated for the first 
quarter of 1958, is down over 7 percent from the similar period in 
1957. The seasonally adjusted annual rate for new orders from 
factories as of January 1958, is down over 16 percent from January 
1957. 

The Committee on Banking and Currency recognizes the signifi- 
cance of these economic indicators and believes that S. 3497, as 
amended, can make a significant contribution to recovery. A previ- 
ous section of this report describes a Federal program under which 
planning funds are advanced to State municipal and other local public 
bodies to create a backlog of planned projects to be commenced bene 
periods of economic decline. Section 702 of the Housing Act of 1954 
intended that Federal advances for public works planning should 


encourage municipalities and other public agencies to main- 
tain at all times a current and adequate reserve of planned 
public works the construction of which can rapidly be com- 
menced, particularly when the national or local economic 
situation makes such action desirable * * *. 


Projects with an estimated construction cost of almost $300 million 
have been planned and are ready for construction. This does not 
include projects with construction costs in much greater volume which 
have been planned without Federal assistance and are also ready for 
construction. 

The commencement of many local public works projects would 
have an immediate effect upon employment in the areas where con- 
struction will occur. The increased purchasing power stimulated by 
this additional employment will automatic ally create a demand for 
goods and services provided by other sectors of the economy. The 
encouragement of these local public works projects could be justified 
solely on the grounds that new water systems, sewer systems, hos- 
pitals, school buildings, and similar public works are desperately 
needed in most sections of the country. This justification is reinforced 
by the knowledge that encouragement of this building would strengthen 
many sectors of a weakening economy. 


ANALYSIS OF THE BILL 


The principal features of S. 397, as amended, are as follows: 

1. It would increase the fund for the public facility loan pro- 
gram from $100 million to $1 billion, and would permit $400 
million of the total fund to operate as a revolving fund. 

2. It would revise the interest rate formula to produce a 
maximum rate, under present conditions, of approximately 3% 
percent. 

It would raise the maximum term of public facility loans 
from 40 years to 50 years (with an additional 2 years permissible 
under certain circumstances). 

4. It would remove provisions of existing law which until 
recently have resulted in loans only to small towns and cities. 


S. Rept. 1431, 85—-2———2 
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5. It would revise provisions of existing law which until 
recently have resulted in loans almost exclusively for construction 
of water and sewer systems, thereby making almost every kind of 
State and local public work eligible. 

6. It would increase the authorization for Federal planning 
advances from $48 million to $98 million. 

7. It would direct the HHFA Administrator to conduct a study 
of the extent to which additional public facility loan funds may be 
necessary, and to report his findings to the Banking and Currency 
Committees of the Senate and the House of Representatives 
within 60 days after enactment. 

These and other provisions of the bill are discussed in greater detail 

hereafter. 

Loan fund 

In order for the public facility loan program to make a significant 
contribution to economic recovery, it is necessary that the loan fund be 
increased. As stated above, only approximately $55,800,000 remains 
available for future applications. S. 3497 provides that this fund be 
raised to $1 billion, and that funds be made available during construc- 
tion to avoid the necessity of separate construction loans at higher 
interest rates. The bill further provides that $400 million of this total 
fund will operate as a revolving fund. This represents an increase of 
$300 million above the present revolving fund of $100 million. 

The committee believes that the additional funds should provide 
financing for a significant volume of local public works, and that these 
funds will provide a stimulus for the early construction of necessary 
projects, most of which may be already planned and ready for con- 
struction. 

The committee understands that from the inception of this loan 
program, dating back to its administration under the RFC, loans have 
not been made to assist in the construction of public utilities which 
would originate competition with an existing privately owned utility. 
It is also understood that the present law has been administered in 
similar fashion. There are no provisions in this bill affecting this 
policy. 

Interest rate 

Under existing law, an interest rate has been established for 30-year 
general obligation bonds at 4% percent, and at 4% percent for 30-year 
revenue bonds. The committee believes that these rates are too high, 
and that a lower rate is essential to accelerate activity through the use 
of this program. Consequently, S. 3497 establishes a maximum inter- 
est rate for both general obligation bonds and revenue bonds by adding 
one-fourth of 1 percent to current average yields on outstanding 
marketable obligations of the United States of comparable maturities 
at the end of the month preceding the loan. Thus, the borrower would 
be charged a maximum rate of the cost of comparable money to the 
Federal Government, plus one-fourth of 1 percent for administrative 
expenses, which under present conditions would be a maximum rate 
of approximately 3% percent. The bill also provides that a lower 
rate may be established, depending upon the urgency to encourage 
and promote essential public works and to stimulate business activity 
and employment. 
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The committee was advised that a lower maximum interest rate 
would be most attractive to many borrowers, although many State 
and local public agencies could obtain private funds at even lower 
rates. The committee determined to adopt the formula contained in 
S. 3497, in the knowledge that unless national conditions warrant a 
lower rate, the maximum rate provided for would enable the program 
to operate ‘without loss to the Federal Government. Even though the 
rate is established at the maximum permitted by the bill, this rate will 
still be attractive to many State and local public agencies and should 
encourage the commencement of many local public works projects. 
Mazimum term 


S. 3497 permits a maximum term of 50 years with an additional 
provision which permits the Community Facilities Administrator to 
consent to a 2-year postponement of principal, or to a 2-year post- 
ponement of principal and interest. An increase in the maximum 
term from 40 years to 50 years, together with the provision permitting 
the 2-year postponement, as mentioned above, should be a further 
incentive to State and local public agencies to accelerate public works 
projects. 

Expansion of eligible borrowers 

The system of priorities under existing law until recently has 
restricted the present program primarily to communities of 10,000 
population and under. In fact, of loans made up to February 28, 
1958, only 1 loan was made to a community with the population 
exceeding 5,000. While it is essential that the Federal Government 
assists small cities and towns in providing essential public facilities, 
it is recognized that a larger volume of construction can be generated 
by making this proanam available to cities and towns of “all sizes. 
For this reason, S. 3497 removes priorities in existing law and makes 
the public facility loan program available without regard to the 
population of the political unit applying for a loan. 

Expansion of eligible projects 

Under existing law, priority is given to applications involving the 
construction of basic public works for which there is an urgent and 
vital public need, such as waterworks and sewer systems. The 
committee recognizes that this priority system until recently has 
excluded from consideration many categories of public works which 
are necessary and desirable and which could be started immediately 
if loan funds are available at favorable interest rates. Consequently, 

3497 specifically permits loans for the construction, repair, and 
improvement of public streets, sidewalks, highways, parkways, 
bridges, parking lots, airports, and other public transportation 
facilities; public parks and other public recreational facilities; public 
hospitals, rehabilitation and health centers; public refuse and garbage 
disposal facilities, water, sewage, and sanitary facilities, and other 
public utility facilities; public police and fire protection facilities; 
public schools, libraries, offices, and other public buildings; and public 
land, water, and timber conservation facilities. The committee intends 
that the definition of ‘public works” and “public facilities,” as used 
in the bill, be construed liberally in order that the public facility loan 
program can make its maximum contribution toward encouraging 
construction activity to aid in economic recovery. 
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Planning advances 

As discussed above, existing law authorizes $48 million for interest- 
free Federal advances to provide a shelf of planned State and local 
public works. In order to make certain that this program may con- 
tinue unhindered by lack of authorization, S. 3497 authorizes an addi- 
tional $50 million for this purpose, making a total fund of $98 million. 
As of this date, only $17 million has been appropriated for these Federal 
planning advances, but the committee hopes that additional required 
amounts may be appropriated during this session of the Congress. 


Study of loan fund adequacy 

S. 3497 directs the Administrator of the Housing and Home Finance 
Agency to make a study to determine the extent to which additional 
public facility loan funds may be required to assist municipalities and 
other subdivisions of States to finance the construction of essential 
public works and facilities. The Administrator’s findings must be 
reported to the Banking and Currency Committees of the Senate and 
House of Representatives within 60 days after enactment. 

The committee believes that the results of this study will be signifi- 
cant to its action upon Icgislation involving the Hous ng and Home 
F nance Agency to be considered later in the present session of 
Congress. 

AMENDMENTS 


S. 3497, as reported, differs from the bill as introduced in the follow- 
= y respec ts: 

Loan fund.—As introduced, the public facility loan fund would 
sas been increased from $100 million to $2 billion, and the entire 
amount would have been a revolving fund. As reported, the loan 
fund is increased to $1 billion and only $400 million of this amount 
will be a revolving fund. 

Interest rate-—As introduced, the maximum interest rate would 
have been based upon the average rate on all interest-bearing obliga 
tions of the United States, and would have produced a rate to the 
borrower of approximately 3 percent, under current conditions. As 
reported, the maximum interest rate will be based upon the average 
yields on marketable Federal obligations of comparable maturities 
and will produce a rate to the borrower of approximately 3% percent, 
under current conditions. 

3. Postponement of interest and principal payments.—As introduced, 
the Administrator could have permitted a postponement of payment 
to interest or to interest and principal for a period up to 5 years. As 
reported, this permissive postponement period is reduced to a maxi- 
mn of 2 years. 

. Planning advances.—As introduced, the bill made no change in 
Pi existing authorization for Federal planning advances. As re- 
ported, the “pill increases this advance planning fund by $50 million 
from $48 million to $98 million. 

Study of loan fund adequacy.—<As introduced, the bill did not 
contain a provision on this subject. As reported, the bill directs the 
HHFA Administrator to study the need for additional public facility 
loan funds and to report his findings to the Banking and Currency 
Committees of the Senate and House of Representatives within 60 
days after enactment. 
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6. Construction advances,—As introduced, the bill did not contain 

a specific reference to the use of public facility loan proceeds for 
advances during the construction period. As reported, the bill 
specifically authorizes such construction advances. 
7. Technical amendment re eligible borrowers.—-As introduced, the 
bill omitted inadvertently a portion of existing law delineating the 
classes of borrowers who are eligible to apply for public facility loans. 
As reported, this inadvertent omission is corrected. 

8. Technical amendment re termination of RFC public agency loan 
program.—As introduced, the bill contained a section to terminate 
authority for loans under section 108 of the RFC Liquidation Act. 
Since this authority has been terminated under existing law, this 
section of the bill was superfluous; and the bill, as reported, contains 
no reference to the terminated RFC loan program. 


SECTION-BY-SECTION ANALYSIS 


Section 1: Entitles the act as the “Community Facilities Act of 
1958.” 

Section 2: Amends title II (public facility loans) of the Housing 
Amendments of 1955 by rewriting the entire title as follows: 
Declaration of policy 


Section 201. Declares it to be the policy of the Congress that the 
immediate construction of essential public works and public facilities 
by States and State agencies would enhance the health and welfare 
of the people of the United States and would reduce unemployment 
and stimulate business activity. 


Federal loans 


Section 202. (a) Authorizes the Housing and Home Finance 
Administrator acting through the Community Facilities Administra- 
tion to purchase the securities and obligations of, or to make loans to, 
State and local public bodies to finance specific public projects. 

(b) Sets forth the following restrictions and limitations: 

(1) Prohibits financial assistance if credit is otherwise available 
on equally favorable terms and conditions, requires that the 
policy on purchases and loans be such as to assure retirement 
or repayment, and permits loans to be made directly or in coopera- 
tion or participation with other lending agencies. 

Authorizes loans with maturities up to 50 years. 

(3) Establishes an interest rate ceiling as the rate of interest 
paid by the HHFA Administrator on funds obtained from the 
Secretary of the Treasury, plus one-fourth of 1 percent. 

(4) Authorizes the Administrator, at the request of the bor- 
rowers, to postpone payments of principal or interest or both for 
up to 2 years, but without reducing the total of principal and 
interest to be repaid. 

Financing 

Section 203. (a) Authorizes and empowers the Administrator to 
issue to the Secretary of the Treasury up to $1 billion in notes and 
other obligations, at a maximum interest rate of not more than the 
current average yields on outstanding marketable obligations of the 
United States of comparabe maturities, at! the end of the preceding 
month, adjusted to the nearest one-eighth of 1 percent. 
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(b) Establishes as a revolving fund $400 million of the total 
authorized. 
General provisions 

Section 204. Gives the Administrator general powers and functions 
necessary to administer the public facility loan program. 

Section 205. (a) Defines ‘‘States’’ as including the several States, 
the District of Columbia, the Commonwealth of Puerto Rico, and the 
Territories and possessions of the United States. 

(b) Defines the terms “public works’ and ‘public facilities’’ to 
include the construction, repair, and improvement of public streets, 
sidewalks, highways, parkways, bridges, parking lots, airports, and 
other public transportation facilities; public parks and other public 
recreational facilities; public hospitals, rehabilitation and health cen- 
ters; public refuse and garbage disposal facilities, water, sewage, and 
sanitary facilities, and other public utility facilities; public police and 
fire protection facilities; public schools, libraries, offices, and other 
public buildings; and public land, water, and timber conservation 
facilities. , 

Study of public works 

Section 3: Directs the Housing and Home Finance Administrator 
to make a study to determine the extent to which additional funds 
are required by the Community Facilities Administration to finance 
local public works. The Administrator is required to report the results 
of his study to the Banking and Currency Committees of the Senate 
and the House of Representatives within 60 days after the date of 
enactment. 

Advance planning for public works 

Section 4: Amends section 702 (e) of the Housing Act of 1954 to 

increase the authorization for public works planning advances by $50 


million. 
CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as 
reported, are shown as follows (existing law proposed to be omitted 
is enclosed in black brackets, new matter is printed in italics, existing 
law in which no change is proposed is shown in roman) : 


Housinc AMENDMENTS OF 1955 
2k ok ok * * + + 
TITLE II--PUBLIC FACILITY LOANS 
DECLARATION OF POLICY 


[Sec. 201. It has been the policy of the Congress to assist wherever 
possible the States and their political subdivisions to provide the serv- 
ices and facilities essential to the health and welfare of the people of 
the United States. 

[The Congress finds that in many instances municipalities, or other 
political subdivisions of States, which seek to provide essential public 
works or facilities, are unable to raise the necessary funds at reasonable 
interest rates. 
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[It is the purpose of this title to authorize the extension of credit to 
assist in the provision of certain essential publie works or facilities by 
States, municipalities, or other political subdivisions of States, where 
such credit is not otherwise available on reasonable terms and condi- 
tions. 

[FEDERAL LOANS 


[Serc. 202. (a) The Housing and Home Finance Administrator, act- 
ing through the Community Facilities Administration, is authorized 
to purchase the securities and obligations of, or make loans to, States, 
municipalities and other political subdivisions of States, public agen- 
cies, and instrumentalities of one or more States, municipalities ‘and 
political subdivisions of States, and public corporations, boards, and 
commissions established under the laws of any State, to finance speciiic 
public projects under State or municipal law. No such purchase or 
loan shall be made for payment of ordinary governmental or non- 
project operating expenses. 

[(b) The powers granted in subsection (a) of this section shall be 
subject to the following restrictions and limitations: 

[(1) No financial assistance shall be extended under this section 
unless the financial assistance applied for is not otherwise available on 
reasonable terms, and all securities and obligations purchased and all 
loans made under this section shall be of such sound value or so 
secured as reasonably to assure retirement or repayment, and such 
loans may be made either directly or in cooperation with banks or 
other lending institutions through agreements to participate or by 
the purchase of participations or otherwise. 

[(2) No securities or obligations shall be purchased, and no loans 
shall be made, including renewals or extensions thereof, which have 
maturity dates in excess of forty years. 

[ic) In the processing of applications for financial assistance under 
this section the Administrator shall give priority to applications of 
smaller municipalities for assistance in the construction of basie public 
works (including works for the storage, treatment, purification, or dis- 
tribution of water; sewage, sewage treatment, and sewer facilities; 
and gas distribution systems) for which there is an urgent, and vital 
public need, As used in this section, a ‘smaller municipality” means 
an incorporated or unincorporated town, or other political subdivision 
of a State, which had a population of less than ten thousand inhabi- 
tants at the time of the last Federal census. 


[FINANCING 


[Serc. 203. (a) In order to finance activities under this title, the Ad- 
ministrator is authorized and empowered to issue to the Secretary of 
the Treasury, from time to time and to have outstanding at any one 
time, in an amount not exceeding $100,000,000, notes and other obliga- 
tions. Such obligations shall be in such forms and denominations, 
have such maturities and be subject to such terms and conditions as 
may be prescribed by the Administrator, with the approval of the 
Secretary of the Treasury. Such notes or other obligations shall 
bear interest at a rate determined by the Secretary of the Treasury, 
taking into consideration the current average rate on outstanding mar- 
ketable obligations of the United States of comparable maturities as of 
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the last day of the month preceding the issuance of such notes or other 
obligations. The Secretary of the Treasury is authorized and directed 
to purchase any notes and other obligations of the Administrator to be 
issued hereunder and for such purpose the Secretary of the Treasury 
is authorized to use as a public debt transaction the proceeds from the 
sale of any securities issued under the Second Liberty Bond Act, as 
amended, and the purposes for which securities may be issued under 
such Act, as amended, are extended to include any purchases of such 
notes and obligations. The Secretary of the Treasury may at any 
time sell any of the notes or other obligations acquired by him under 
this section. All redemptions, purchases, and sales by the Secretary 
of the Treasury of such notes or other obligations shall be treated as 
public debt transactions of the United States. 

[(b) Funds borrowed under this section and any proceeds shall 
constitute a revolving fund which may be used by the Administrator 
in the exercise of his functions under this title. 


[GENERAL PROVISIONS 


[Sec. 204. In the performance of, and with respect to, the functions, 
powers, and duties vested in him by this title the Administrator shall 
(in addition to any authority otherwise vested in him) have the func- 
tions, powers, and duties set forth in section 402, except subsection (c) 
(2), of the Housing Act of 1950. Funds obtained or held by the 
Administrator in connection with the performance of his functions 
under this title shall be available for the administrative expenses of 
the Administrator in connection with the performance of such 
functions. 


Me ~*~ * * * * 


[Sec. 206. As used in this title, the term “States” means the 
several States, the District of Columbia, the Commonwealth of 
Puerto Rico, and the Territories and possessions of the United 
States. J 

Sec. 201. It has been the policy of the Congress to assist, wherever 
possible, the States and their political subdivisions to provide the services 
and facilities essential to the health and welfare of the people of the 
United States. The Congress finds that in many instances municipal- 
ities or other political subdivisions of States, which seek to provide essen- 
tial public works or public facilities, are unable to raise the necessary 
funds. 

The Congress finds that the immediate construction of these essential 
publie works and public facilities would enhance the health and welfare 
of the people of the United States and would reduce unemployment and 
stimulate business activity. 

It is the purpose of this title to authorize the extension of credit to 
assist in the provision of essential public works or facilities by States, 
municipalities, or other political subdivisions of States, where such 
credit is not otherwise available on equally favorable terms or conditions. 


FEDERAL LOANS 


Szc. 202. (a) The Housing and Home Finance Administrator, acting 
through the Community Facilities Administration, is authorized to pur- 
chase the securities and obligations of, or to make loans (including con- 
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struction loans) to, States, municipalities, and other political subdivisions 
of States, public agencies, and instrumentalities of one or more States, 
municipalities and political subdivisions of States, and public corpora- 
tions, boards, and commissions established under the laws of any State, 

») finance specific publie projects under State or municipal law. No 
such purchase or loan shall be made for payment of ordinary govern- 
mental or nonproject operating expenses. 

(b) The powers granted in subsection (a) of this section shall be subject 
to the following restrictions and limitations: 

(1) No financial assistance shall be extended under this section unless 
the financial assistance applied for is not otherwise available on equally 
favorable terms and conditions, and all securities and obligations pur- 
chased and all loans made under this section shall be of such sound value 
or so secured as reasonably to assure retirement or repayment, and such 
loans may be made either directly or in cooperation with banks or other 
lending institutions through agreements to participate or by the purchase 
of participations or otherwise. 

(2) No securities or obligations shall be purchased, and no loons shall 
be made, ineluding renewals or extensions thereof, which have maturity 
dates in excess of fifty years, except that when the authority granted in 
paragraph (5) below is exercised, the maturity date shall not exceed fifty- 
two years. 

(3) Interest shall be charged on loans made under this section at a rate 
determined by the Administrator which shall not be more than the total 
of one-quarter of one per centum per annum added to the rate of interest 
paid by the Administrator on funds obtained from the Secretary of the 
ae as provided in section 203 of this title. In determining from 
time to time the rate of interest within the limits provided in this paragraph, 
the Administrator shall be quided by the then current urgency of the need to 
encourage and promote essential public works and public facilities and 
to provide the maximum stimulus to business activity and emplovment. 

1) At the request of a municipality or other political subdivision made 
at the time of its application for financial assistance under this Act, the 
Administrator shall establish with respect to the securities, obligations, or 
loan involved an amortization schedule which, during an initial period 
not exceeding the first two years after the assistance is furnished, either 

A) requires only the interest payments to be made or (B) provides that no 
Sa yments of either principal or interest need be made, as the municipality 
or political subdivision may elect: Provided, however, That if the munic- 
pality or political subdivision elects to postpone uve payment of interest 
during an initial period of up to two years under clause (B), the interest 
so postpon ed shall be peid over the balance of the life of the rant in addition 
to the interest regularly acerving during such subsequent period. 

(6) The Administrator, to avoid threatened de fault, ma y in his dis- 
cretion, at any time or times during the life of any securities or obligations 
purchased under this section or any loan made under this section, consent 
to the postponement of anu annual payments of interest and principal 
which er oe ise be due and payable with re spect to such securities, 
obligations, or loan, and the maturity of such securities, obligations, or 
loan shall be ‘pati nded for a number of years equal to the number of such 
annual payments so postponed; but the aggregate number of annual 
payments postponed under this paragraph with respect to any securities, 
obligations, or loan shall not exceed two. 
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Sec. 203. (a) In order to finance activities under this title, the Admin- 
istrator is authorized and empowered to issue to the Secretary of the 
Treasury, from time to time and to have outstanding at any one time, in 
an amount not exceeding $1,000,000 000, notes and other obligations. 
Such obligations shall be in such forms and denominations, have such 
maturities and be subject to such terms and conditions, as may be pre- 
scribed by the Administrator, with the approval of the Secretary of the 
Treasury. Such notes or other obligations shail bear interest at a rate 
determined by the Secretary of the Treasury which shall not be more than 
the current average yields on outstanding marketable obligations of the 
United States of comparable maturities as uf the last day of the month 
preceding the issuance of such note s or other obligations. The Secretary 
of the Treasury is authorized and directed to purchase any notes and other 
obligations of the Administrator issued hereunder and for such purpose 
the Secretary of the Treasury is authorized to use as a public debt trans- 
action the proceeds from the sale of any securities issued under the Second 
Liberty Bond Act, as amended, and the purposes for which securities may 
be issued under such Act, as amended, are eatended to inelude any 


purchase s of such notes and obligat ) ms. The Se creta y of the Treasury 
may at any time sell any / the notes or other obligati NS ACqu ired by ham 
WMI de - th 1s secti yn. All ret le m pt) WS, purcha SE8, and sale 8 by the Secre - 


tary of the Treasury of such notes or ther obligati ms shall be treated as 
publi ic debt transactions of the United States. 

(b) Funds borrowed under this section may be used by the Adminis- 
trator in the exercise of his functions under this title. Of such funds not 
to ¢ ‘ceed ». LON OUD OOO, t ye th } uvith the proceeds the re from. shall consti- 


] 


tute a rep dnin ] fun / fy the DL PISeS oft f LIS fitie. 
VE il PROVISIONS 


. : ; > o.? \ . . 
SEC. SUS in the performance o7, and 2 ith respect to, tiie functi Wis, 


powers, an l duties vested in ham by tirs title the Administrator shall 
(in addition to any autho) ity otheru ise vested in him) have the functions. 
powers, an l duties set forth in secti n 402. exce pt subsection (ec) (2). of 


the Housing Act of 1950. Funds obtained or held by the Administrat») 
in connection with the perfor mance of his functions under this title shall 
he availahle for the administrative EL PeENses of the Administrator in 
connection with tie performance f such functions 

SEc. 205. (a As used in this title the term “States’’ means the several 
States, the District of Ceclu nbia, tre Con m nwealth of Puerto Rie i and 
the Ter it LES an / POSSESS? ns of the U n uted States. 

(b) As used in this Act the terms © public works” and “ public facilitre 


include the construction. repavr, ant i nprovement « i} ne blic streets, side- 
walks Ss, hi i rh DAYS, parkways, bri lige S, park in ] lots air p rts, an / ot] el 
public ene ta ti MN fac rlatre public ’ ner an l othe } public recreatt mal 


facilities; public noennt 2 rehabilit ( ty man l health Ce iters: public I’ fuse 
and garbage disposal {ac litre Ss. water, se wade, an l San itary facilitre $, 
and other public utility facilities: public p ice and fire protection | facili- 
ties: public schools. libra LE. offices, and other p ublic buildings; and 
public land, water, and timber conservation facilitic 8. 
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Housina Act or 1954 
x * + * * * * 
RESERVE OF PLANNED PUBLIC WORKS 

Suc. tue. * => 

(e) In order to provide moneys for advances in accordance with 
this section, the Administrator is hereby authorized to establish a 
revolving fund which shall comprise all moneys heretofore or here- 
after appropriated pursuant to this section, together with all repay- 
ments and other receipts in connection with advances made under this 
section. There are hereby authorized to be appropriated to such 
revolving fund, in addition to the amount authorized by this sec- 
tion as originally enacted, the further amounts of $12,000,000 which 
may be made available to the revolving fund on or after July 1, 1956; 
$12,000,000 which may be made available to such fund on or after 
July 1, 1957; [$14,000,000] $64,000,000 which may be made available 
to such fund on or after July 1, 1958; and such additional sums 
which may be made available from year to year thereafter as may 
be estimated to be necessary to maintain not to exceed a total of 
[$48,000,000] $98,000,000 in undisbursed balances in the revolving 
fund and in advances outstanding for plans in preparation or for 
completed plans with respect to projects which, in the determination 
of the Administrator, can be expected to be undertaken within a 
reasonable period of time. 
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| (legislative day, Marcu 31), 1958.—Ordered to be printed 


Mr. Haypen, from the Committee on Appropriations, submitted the 


following 


REPORT 
[To accompany H. J. Res. 588] 


The Committee on Appropriations submits the following report in 
explanation of the accompanying House Joint Resolution No. 588, 
making advance procurement appropriations for the fiscal year 1958, 
and for other purposes, which is reported to the Senate without amend- 
ment. The resolution passed the House of Representatives March 31, 
1958. 


H. J. Res. 588 as reported to the Senate is identical in wording to 


the languege recommended by the President in his message to the 
Congress dated March 26, 1958. 


PURPOSE OF THE RESOLUTION 


The purpose of the proposal, as explained in the President’s recom- 
mendations, is to stimulate business activity and employment by 
permitting civilian agencies of the Government to advance their pro- 
curement of supplies, materials, and equipment budgeted for the next 
fiscal year. This action, the message states, would not increase 
Government purchases but would accelerate them and would make 
funds available in 1958 for items which normally would not be ordered 
until after the beginning of the new fiscal year on July 1 next. 

The resolution authorizes the use during the remainder of fiscal 
vear 1958 of not to exceed 50 percent of the amounts included in the 
1959 budget estimates for ‘Supplies and Materials” and ‘‘Equip- 
ment” for the several departments and agencies in the executive 
branch, including the District of Columbia, except those for military 
functions of the Department of Defense and the Mutual Security 
Program. It does not involve the Legislative and Judicial branches. 
[It does not include any appropriation or activity not in existence in 
1958 or not provided for in the Budget for 1959. 
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ADVANCE PROCUREMENT APPROPRIATIONS, 1958 


It is provided in the resolution that whatever is appropriated by 
H J. Res. 588 ultimately will be charged to the 1959 appropriations 
when they become available. 

[t is estimated by the Bureau of the Budget that as a result of the 
resolution a total of $195,000,000 will be obligated during the next 90 
days and a total of $54,300,000 will be expended during the period. 

The Committee has been assured that the program will be carefully 
supervised to assure purchase of only essential items which would be 
purchased ultimately under the terms of the regular appropriation 


acts. 


O 
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WITHDRAWAL OF VOLUNTARY CONTRIBUTIONS 


Aprit 1 (legislative day, Marcu 31), 1958.—Ordered to be printed 


Mr. Jounston of South Carolina, from the Committee on Post Office 
and Civil Service, submitted the following 


REPORT 


[To accompany H. R. 4640] 


The ooo. on Post Office and Civil Service, to whom was 
referred the bill (H. R. 4640) to amend the Civil Service Retirement 
Act with respect is ‘payments from voluntary contributions accounts, 
having considered the same, report favorably thereon with amend- 
ments and recommend that the bill, as amended, do pass. 


COMMITTEE AMENDMENTS 


Two amendments are made as follows: 

1. On page 1, lines 7, 8, and 9, strike out “he (1) is not eligible for 
immediate or deferred annuity under the Act or (2) elects such pay- 
ment prior to receipt of and in lieu of’ and insert in lieu thereof 
“application for payment is filed with the Commission prior to receipt 
of any”’. 

At the end of the bill add section 3. 


STATEMENT 


H. R. 4640, as passed in the House, was designed to authorize 
the Civil Service Commission to make a refund of an employees or 
Members voluntary contributions to the retirement fund, upon 
proper application at any time prior to receipt of any annuity based 
on such contributions. 

Existing law permits participants in the retirement program to 
pay voluntarily into the retirement fund additional amounts not in 
excess of 10 percent of their basic salaries. These voluntary payments 
are for the purpose of purchasing additional lifetime annuities. The 
law does not, however, authorize a withdrawal of such voluntary 
contributions while the individual is still employed or after he becomes 
entitled to annuity. 
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2 WITHDRAWAL OF VOLUNTARY CONTRIBUTIONS 


The bill recognizes that circumstances may alter cases so that an 
employee may “prefer to withdraw his voluntary contributions in 
lieu of receiving an increased annuity. Certainly there is no valid 
reason for denying an employee this privilege. 

Since passage of the bill in the House, it has been found that the 
language of section 1 is not clear and would require continued ex- 
planation by the Civil Service Commission in order to be understood 
by all employees. 

Thus, the committee amendment to section 1 is to clarify the 
intent so that later and continuing explanation will not be necessary. 
This amendment meets with the full approval of the Civil Service 
Commission. 

PURPOSE OF SECTION 3 


The amendments to the Civil Service Retirement Act made by 
section 3 serve a twofold purpose: 

First, by increasing the contribution rate of congressional employees 
to 7% percent from the current rate of 6% percent, the oft-heard 
assertion that they now receive benefits for which they are not required 
to pay is put to rest; and, 

Second, they provide a uniform and completely integrated retire- 
ment system applicable only to persons with the required qualifying 
service as a Member of Congress or congressional employee. 


Increase in contribution rate 

Currently, the contribution rate of Members of Congress is 7% 
percent, congressional employees 6% percent and executive branch 
employ ees 6% percent. 

Traditionally, congressional employees and Members of Congress 
have been subject to the provisions of a so-called legislative retirement 
plan, many features of which necessarily differ from the retirement 
plan applic: able to the main body of Government employees. 

There is nothing in the history of the plan to indicate that it was 
ever intended that the contribution rate of Members and con- 
gressional employees should be different. However, as the result of 
floor amendments and conference action in 1956, that unusual result 
occurred. As a result Members now pay 7% percent, whereas their 
employees pay only 6% percent. 

Section 3 corrects this incongruity by raising the contribution rate 
of congressional employees to 7% percent. 

Uniform system 

The amendments made by section 3 are designed to remove certain 
inequities and fill in a number of void spots in the legislative retirement 
provisions to the end that the plan will be fully uniform and com- 
pletely integrated with respect to the service of Members of Congress 
and congressional employees to whom it applies. 

For a variety of reasons the law has been amended in a piecemeal 
manner over the years, with the result that present law leaves much 
to be desired in a number of respects. 

The amendments made by section 3 deal with the situation on an 
overall basis. 





Sec. 3, | 
amend- 
ments | 
No. 


= ¢4 ¢@& 
15, and 
16. 





4and 5__.| 


~ 


7 and 14 


7 and 14 





WITHDRAWAL OF 


ANALYSIS 


OF SECTION 8 


Present retirement law with respect to— | 


Member of Congress 


| Congressionalemployee | 


1. SERVICE REQUIREMENT | 


Requires 5 


coverage. 
in the executive branch or 
as a congressional employee 


cannot be used for this pur- | 
that a | 
covered employee, upon his | 
election as a Member, loses | 


pose. This means 


his diability and survivor- 
ship coverage until he has 
completed 5 

as a Member and he must 


years of Member | 
service to obtain or regain | 
Previous service | 


5 years’ service | 


Coverage is based on any | 
combination of 5 years’ | 
| eivilian service. This | 
| means that coverage, once | 
| Obtained, is not lost by 
| reason of a transfer be- | 
tween the executive and 
legislative branches. | 


complete 5 years Member 


service before earning en- 
titlement to an annuity as a 
Member. 


2. PROHIBITION AGAINST DUAL CREDIT 


Dual use of same period of 
service prohibited. 


3. CONTRIBUTIONS 


7% percent of Member’s salary 


4. AGE 


AND SERVICE REQUIREMENTS FOR 


| Dual use of same period of 
service prohibited. | 


| 644 percent of congressional | 
| employee’s salary. | 


AN IMMEDIATE | 


ANNUITY | 


A. VOLUNTARY SEPARATION 


(1) Age, 62; service, 5 (5 years’ 
Member service __ire- 


quired); annuity, full. 


(2) Age, 60; service, 10 (10 
years’ member service 


required); annuity, full 


(3) Age, 55; service, 30; annu- 
ity, reduced (reduction 
is at rate of 2 of 1 per- 
cent for each month 
under age 60 at the time 
of retirement) 


R. INVOLUNTARY 


(1) Age, any; service, 25; 
annuity reduced.* 
(2) Age, 50; service, 20; 


annuity, reduced.* 
*Reduction is at the rate of 
1/12 of 1 percent for each month 
up to 60, and 1/6 of 1 percent 
for each month in excess of 60 
the Member is under 60 years 
of age at the time of separation. 


Age, 62; service, 5 (any com- 
bination of 5 years’ civil- 
ian service); annuity, full. 


No similar provision 


Age, 55; service, 30; annu- 
ity, reduced (same reduc- 
tion for congressional em- | 
ployees as Members 


SEPARATION 

(1) Age, any; service, 25; 
annuity reduced.* 

(2) Age, 50; service, 20; 


annuity, reduced.* 
*Same reduction as in the 
case of Members. 





VOLUNTARY CONTRIBUTIONS 


Effect of amendment 


The coverage of both Members 
and employees would be 
based on any combination of 
5 years’ civilian service. 
Thus, if an employee with 5 
years or more of civilian serv- 
ice is elected to Congress, his 
coverage will continue with- 
out break; or for example, an 
employee with 4 years, civil- 
ian service would acquire 
coverage after 1 year Member 
service. 


New language for purpose of 
clarification. 


Increases the rate of contribu- 
tion of congressional employ- 
ees to 744 percent. 


Age, 62; service, 5 (requirement 
made uniform by basing 
eligibility on any combina- 
tion of 5 years’ civilian serv- 
ice, both in the case of Mem- 
bers and employees); 
annuity, full. 

Age, 60; service, 10 (would 
base eligibility of Members 
on any combination of 10 
years of service and extend 
to congressional employees) 
annuity, full. 

Age, 55; service, 30; 
ity, full (eliminates 
tion) 


annu- 
reduc- 


(1) Age, any; service, 25; 
annuity full.* 
Age, 50; service, 
nuity, full.* 
*Eliminates reduction. 


(2) 


le 


20; 








Sec. 
amend- 
ments 


No. 
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ANALY 








Congressional employee 


AGE AND SERVICE REQUIREMENTS FOR A DEFERRED 
ANNUITY 


1) Eligibility at age 62 is 
based on any combi- 
nation of 5 years’ civil 

eting 5 or more ian service. 








2) Provides a deferred an- ) No provision 
nuity at age 60 to a 
a 


nber separated after 





vit 
or more 


years of Member serv 





6. DISABILITY BENEFITS 


Requires 5 years of 





combination of 5 years 


7. ANNUITY COMPUTATION OF MEMBER OR CONGRESSIONAL 
EMPLOYEE WHO QUALIFIES FOR AN ANNUITY UNDER 
LEGISLATIVE SYSTEM 


su perce nt 


salary base 


















ce 
! e, 
does rt exceed 
15 year 
9) 21 ‘ ent tim 2) 1 percent time 
i I 
-- y ‘ ea Oo ervice 
oY exceed tl ry 
g 5 years I used Ler ; 
Ty wuts 1 rT T 
formed t Memb c 1 
upon his 
fic 1 war 
nati lemerg 3 
2 percent time 4 perce 
vears of ( { ‘ . I 
: 7 ther t rvic 
S 1a employe . ea , 
ce, not exceed- usedunder clauses 
15 vears l and 2, as exceeds 
5 years but does 
10t exceed 10 vears 
4) 1% percent times 4) 2 percent times years 
er than service than service used 
ed under clauses under clauses 1, 2, 
1, 2, and 3, as does and 3, as exceeds 
t ex ‘ 15 veal 10 vears 
5) 1% percent imes 
years of service, 
other than service 


used under clauses 
1, 2, 3, and 4, as ex- 


ceeds 5 years but does 


not exceed 10 years 
6) 2 percent times years 
of service, other thar 
service used under 
clauses 1, 2, 3, 4, and 


5, as exceeds 10 years 





S OF SECTION 3—continued 


Effect of amendment 


1) Requirement made _ uni- 
form by basing eligibility 
on any combination of 5 
years’ civilian service for 
both Members and em- 
ployees 

2) Would base eligibility of 
Members on any combi- 
nation of 10 years’ of 
service and extend to 
congressional employees 


Requirement made uniform by 
basing eligibility on any com- 
bination of 5 years’ civilian 
service for both Members 
and employees. 


he annuity of a Member or 
congressional employee 











W 1 be an amount equal 
to ercent times his total 
cre le service (but not 
to ¢ 1 5 years’ military 
Serv ie in the case { f 4 Me m 
ber) to the date of his entitle- 
I t to such annuity, pro- 
vided 


a) He has had at least 
5 years of Member 

or congres- 
employee serv- 
ice, or any 5-year 


combination thereof; 

5b) He has had deductions 
withheld from his 
sal ry or made de 
posit covering his 
last 5 vears of civilian 
service: and 


c) He must be serving as 
1 Member or con- 
gressional employee 
at the time of final 

eparation and have 
served as such during 
the last 11 months 
of his civilian serv 
ice, unless his sep- 
aration is for ; 


of death or di 





— 
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ANALYSIS OF SECTION 8—continued 





Sec. 3, Present retirement law with respect to 
amend- | : : - ae 7 a —— Effect of amendment 
ments 
No. | Member of Congress | Congressional employee 
} | 8. COMPUTATION OF ANNUITY OF A PERSON WITH MEMBER 
OR CONGRESSIONAL EMPLOYEE SERVICE, OR BOTH, WHO 
DOES NOT QUALIFY FOR AN ANNUITY UNDER THE LEG- 
ISLATIVE SYSTEM BUT WHO DOES QUALIFY FOR AN AN- 
NUITY AS A REGULAR EMPLOYEE 
} 10 (1) 1% percent of average sal- | Same----- = (1) 2% percent of average sal- 
ary times years of serv- | ary times Member or 
ice not exceeding 5 years. | congressional employee 
(2) 134 percent times service | service and intervening 
in excess of 5 years and | military service, plus. 
| not in excess of 10 years. | (2) Regular employee rate of 
j (3) 2 percent times service in | 14% percent, 1% percent, 
excess of 10 years. and 2 percent for other 
service. 
9. SURVIVOR ANNUITY TO WIDOW OR WIDOWER WHERE 
DEATH OccURS AFTER SEPARATION BUT BEFORE DE- 
FERRED ANNUITY BEGINS 
17 _....| Widow or widower receives | No provision____. _..| Extends provision to congres- 
} 14 of the Member's earned | sional employees. 
| annuity. 


CHANGES IN EXISTING LAW 


Compliance with subsection 4 of rule X XIX of the Standing Rules 

| of the Senate has been omitted inasmuch as it is necessary, in the 

opinion of the committee, to dispense with the requirements of such 
subsection to expedite the business of the Senate. 


| , O 
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BOARD OF TRUSTEES OF POSTAL SAVINGS SYSTEM 


Aprit 2, 1958.—Ordered to be printed 


Coenen nnn een nnn EEE 


Mr. Jounston of South Carolina, from the Committee on Post Office 
and Civil Service, submitted the following 


= 


REPORT 
{To ac ompany 8. 2033] 


The Committee on Post Office and Civil Service, to whom was 
referred the bill (S. 2033) to provide for the Board of Trustees of the 
Postal Savings System to consist of the Postmaster General and the 
Secretary of the Treasury, having considered the same, report favor- 
ably thereon without amendment, and recommend that the bill do 
pass. 

STATEMENT 


5. 2033 is designed to revise the membership of the Board of Trustees 
of the Postal Savings System. 

Membership on the board now consists of the Postmaster General, 
the Secretary of the Treasury, and the Attorney General. The bill 
would reduce the membership to include only the Postmaster General 
and the Secretary of the Treasury. 

The Post Office Department in requesting the change reported that 
whatever the reason for designating the Attorney General as a member 
of the Board of Trustees, at the time the Postal Savings System was 
established, that reason no longer pertains. The Post Office Depart- 
ment was joined by the Attorney General and the Secretary of the 
Treasury In urging early enactment of the measure. 

The request of the Post Office Department follows: 


OFFICE OF THE POSTMASTER GENERAL, 
Washington, D. C., April 19, 1957. 
Hon. RicHarp M. Nixon, 
President of the United States Senate. 

Dear Mr. Presipent: Transmitted herewith, for consideration 
by the Congress, is a legislative proposal to revise the membership 
of the Board of Trustees of the Postal Savings System to consist of 
the Postmaster General and the Secretary of the Treasury. 
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BOARD OF TRUSTEES OF POSTAL SAVINGS SYSTEM 


When the establishment of the Postal Savings System was under 
consideration in the 61st Congress, it was decided that the Board 
of Trustees of the Postal Savings System should consist of the Post- 
master General, the Secretary of the Treasury, and the Attorney 
General. Whatever the reason for designating the Attorney General 
as a member of the Board of Trustees, at the time the Postal Savings 
System was established, that reason no longer pertains. 

The Postmaster General has continuous activity in handling 
depositors’ accounts, depositing and withdrawing funds in banks, and 
in the accounting for the Postal Savings System’s operations. The 
Treasury Department also has continuous activity in connection with 
the qualification of banks as depositories, the acceptance of public 
bonds as security for deposits, and the care and custody of securities 
held by the Postal Savings System. 

The Department of Justice, however, has no routine administrative 
functions in connection with the Postal Savings System. As a result, 
the day to day legal problems arising out of the Postal Savings Sy stem 
have been handled by the legal sts affs of the Post Office De ‘partment 
and the Treasury Department. The Attorney General is only called 
upon for legal service to the Postal Savings System of the same nature 
as he renders to other executive agencies. The Attorney General 
actually performs no administrative function for the Postal Savings 
Svstem other than joining in the rather infrequent informal actions of 
the Board of Trustees. 

The legislative proposal, transmitted herewith, would remove the 
Attorney “General from membership on the Board of Trustees of the 
Postal Savings System, and the Attorney General and the Secretary 
of the Treasury join in urging the early enactment of the legislative 
proposal. 

The Bureau of the Budget has advised that there would be no objec- 
tion of the submission of the legislative proposal to Congress. 

Sincerely yours, 
Maurice H. Srans, 
Deputy Postmaster General, 
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Aprit 15, 1958.—Ordered to be printed 


Mr. ArkEN, from the Committee on Foreign Relations, submitted the 
following 


/ 
. ~ 


‘ 


REPORT id © 


Ne 


[To accompany S. Con. Res. 77] 


The Committee on Foreign Relations, having had under cofsidera- 
tion a concurrent resolution (S. Con. Res. 77) to extend the Pesake 
of the Congress of the United States to the Federal Legislatut 
West Indies on the occasion of its first convening, reports the resolu- 
tion to the Senate and recommends that it pass. 

The Federation of the West Indies, made up of British possessions 
there, came into being on January 3, 1958, with the investiture of 
Governor General Lord Hailes. Elections for the lower house of the 
Federal Legislature were held on March 25, 1958, in Jamaica, Bar- 
bados, Trinidad and Tobago, Grenada, Dominica, St. Vincent, St. 
Lucia, Antigua, Barbuda, St. Christopher, Nevis and Anquilla, and 
Montserrat. Members of the upper house have been appointed by 
the Governor General in consultation with political leaders in the 
islands. The Federal Legislature will be officially convened for the 
first time at Port of Spain, Trinidad, on April 22, 1958, under the 
gracious auspices of Princess Margaret of Great Britain. 

This is a significant step for these 3 million people to take. It has 
a great importance for them because it offers the possibility of sound 
economic development of their territories and because, as the federa- 
tion develops, it can expect to receive larger powers of self- -zovernment 
from the United Kingdom. The Federation of the West Indies is also 
important to the United States. This country always benefits when 
our neighbors grow more prosperous, and our neighbors in the West 
Indies occupy strategic locations second to none. 

The Federation of the West Indies faces difficult political and eco- 
nomic problems but the knowledge of the advantages which can flow 
from successful solutions provides a powerful spur to effort. It is to 
be hoped that certain British possessions which have not yet seen fit 
to join the federation will make these tasks easier by doing so. The 
federation can expect most friendly cooperation from the United States. 
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GREETINGS TO THE WEST INDIES LEGISLATURE 


The Committee on Foreign Relations considered Senate Concurrent 
Resolution 77 on April 15, 1958, having before it the following favor- 
able comment of the Department of State: 


The Department has studied the resolution with interest 
and considers it most appropriate. It is hoped that congress- 
sional action may be taken sufficiently in advance of April 22 
so that the resolution may be conveyed to the first Federal 
Legislature on that date. 


The committee urges prompt favorable action on Senate Concurrent 
Resolution 77 by the Senate. 
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ARTICLES IMPORTED FOR EXHIBITION AT KENTUCKY 
STATE FAIR 


Mr. Byrp, from the Committee on Finance, submitted the following 


REPORT 


The Committee on Finance, to whom was referred the bill (H. R. 
11019) to permit articles imported from foreign countries for the 
purpose of exhibition at the Kentucky State Fair, to be held at Louis- 
ville, Ky., to be admitted without payment of tariff, and for other 
purposes, having considered the same, report favorably thereon with- 


+ 


out amendment and recommend that the bill do pass. 
RPOSI 


The purpose of H. R. 11019 is to permit the entry, free of duty, of 
articles imported for exhibition at the Kentucky State Fair to be held 
at Louisville, Kv., from September 4 to 13, 1958. 


TATEMEN'T 


This bill follows th pattern of pre vious legislation enacted by the 
Congress in connection with various international exhibitions, expo- 
sitions, and fairs held in the United States. 

It has long been the policy of the Congress to facilitate participation 
of foreign countries in expositions held in the United States by per- 
mitting articles intended for display at these expositions to be entered 
free of import duties and charges under safeguarding regulations of 
the Secretary of the Treasury. 

The Kentucky State Fair is to be held at the Kentucky Fair and 
Exposition Center, Louisville, Ky., from September 4 to 13, 1958, in- 
clusive, by the Kentucky State Fair. 


20006 





ARTICLES IMPORTED FOR KENTUCKY STATE FAIR 


H. R. 11019 provides that the imported articles shall not be subject 
to marking requirements of the general tariff laws except when such 
articles are withdrawn for consumption or use in the United States. 
Articles admitted may be lawfully sold at any time during or within 
3 months after the close of the fair, subject to such regulations for the 
security of the revenue and for the collection of import duties as the 
Secretary of the Treasury shall prescribe. 
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85TH CONGRESS SENATE REPORT 
Id Session No. 1437 


BUILDING FOR MUSEUM OF HISTORY AND TECHNOLOGY 


ApriL 16, 1958.—Ordered to be printed 


\Ir. ANpeRSON, from the Joint Congressional Committee on Con- 
struction of a Building for a Museum of History and Technology 
for the Smithsonian Institution, submitted the following 


REPORT 
[Pursuant to sec. 4 of Public Law 106, 84th Cong.] 


The Joint Congressional Committee on Construction of a Building 
for a Museum of History and Technology for the Smithsonian Institu- 
tion submits this report on the progress of the planning and construc- 
tion of the building, pursuant to section 4 of Public Law 106 (84th 
Cong., 69 Stat. 189). 

This act, approved June 28, 1955, authorized appropriations of not 
to exceed $36 million to carry out the provisions of the act. 

The Supplemental Appropriation Act of 1956, approved August 4, 
1955, provided the Smithsonian Institution with funds for the prepara- 
tion of plans and specifications for the building in the amount of 
$2 288 OOO. 

On January 13, 1956, the Board of Regents selected the firm of 
McKim, Mead & White as architects for the building. On March 16, 
1956, the Government entered into a contract with this firm. 

On May 14, 1956, the joint committee organized and selected 
Senator Clinton P. Anderson as chairman, and Hon. John M. Vorys as 
secretary. Prior to this time, the members of the committee had each 
approved individually the selection of the architects. 

At the meeting of the joint committee, June 12, 1956, the architects 
presented to the committee scale models of more than 20 designs of 
buildings which they had developed. The committee examined these 
as they were suecessively placed on a model of the Mall, which included 

| Federal ‘| riangle and other buildings bord ring’ upon the Mi ull. 
committee recommended that two of the designs be studied fur- 
her and a subsequent report be made by the architects. 

The Department of the Interior and Related Agencies Appropria- 


tion Act of 1957, approved June 13, 1956, provided the remainder of 
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2 BUILDING FOR MUSEUM OF HISTORY AND TECHNOLOGY 


the authorized funds totaling $33,712,000 for the construction of the 


building. 
At a meeting on July 16, 1956, the joint committee considered the 
report of the architects on the design ara requested. The members 


recommended further study with particular reference to the functional 
use and interior arrangement of the building. The committee re- 
quested that the results be presented to the committee at a meeting 
to be called after the convening of the 85th Congress. 

At a meeting held February 5, 1957, the Secretary of the’ Smith- 
sonian Institution informed the joint committee that studies of the 
2 schemes made by the Smithsonian staff, with the assistance of the 
architects, indicated that 1 scheme was superior in utility. The joint 
committee was informed that this design also was preferred by the 
architects and by certain members of the Commission of Fine Arts 
who had had occasion to comment on it. This was also the design 
which had received informal preference by members of the joint 
committee at earlier meetings. The joint committee voted unani- 
mously to advise the Regents of the Smithsonian Institution of the 
committee’s preference for this design. 

The building is of a rectangular shape, having an extended first 
floor which carillon a terrace around the base of the mass containing 
the upper floors. The exterior walls of the building above the terrace 
are broken by repeate d wide flat bays and recesses which relate in 
scale to the design of the buildings of the Federal Triangle across 
Constitution Avenue. The committee was informed that the National 
Capital Planning Commission had an opportunity to view a model of 
the building on the model of the Mall and had tentatively approved 
the proposed placement of the building on the site. 

After several meetings and an exchange of advices between the 
committee and the Regents of the Smithsonian concerning construc- 
tion costs and building size, the committee on July 2, 1957, advised 
the Regents to plan a building of approximately 13 million cubie feet, 
which it is estimated can be built within the appropriated funds. It 
is recognized that, as planned from the first, funds for cases and 
related interior equipment of the building will be requested by the 
Smithsonian in its annual budget estimates as such equipment is 
needed. 

The joint committee has been informed that the Regents have acted 
to accept the advice of the committee and that since July the archi- 
tects have developed diagrammatic designs of the building and sub- 
mitted further tentative drawings. The architects are now at work 
upon detailed drawings and procedures necessary to produce the 
specifications for the building. It is expected that bids for the con- 
struction of the building will be requested late in 1958. 

The committee is informed also that the Commission of Fine Arts 
meeting November 21, 1957, to view scale models of the design, were 
unanimously of the opinion that the design is a handsome one and 
expressed themselves as glad to approve it as hacen in the models. 

The National Capital Planning Commission meeting December 6, 
1957, approved the location of the building on the site. 
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UNITED STATES OF AMERICA 


Calendar No. 1463 


85TH CONGRESS { SENATE Report 
2d Session No. 1438 


AGRICULTURAL AND FARM CREDIT ADMINISTRATION 
APPROPRIATION BILL, 1959 


Apri. 18, 1958.—Ordered to be printed 
Filed under authority of the order of the Senate of April 17, 1958 


Mr. Russevu, from the Committee ou Appropriations, submitted the 
following 


REPORT 
[To accompany H. R. 11767] 


The Committee on Appropriations, to whom was referred the bill 
(H. R. 11767) making appropriations for the Department of Agri- 
culture and Farm Credit Administration for the fiscal year ending 
June 30, 1959, and for other purposes, report the same to the Senate 
with various amendments and present herewith information relative 
to the changes made: 


Amount of bill as passed House (direct appropria- 
tions) $3, 216, 988, 539 


Amount of decrease by Senate committee (net) 9, 015, 500 
Amount of bill as reported to Senate , 973, 
Amount of appropriations, 1958 5 331, 
Amount of estimates for 1959 : , aa8, 2 
The bill as reported to the Senate: 
Under the appropriations for 1958 2 , 258, &: 


Under the estimates for 1959 112, 915, 500 


OOO6 











2 * AGRICULTURAL APPROPRIATIONS, 1959 
GENERAL STATEMENT 


The amount of the bill as it passed the House was $3,216,988 ,539. 
The Senate committee bill is in the amount of $3,207,973,039, a net 
aecrease O01: $9,015,500 under the House bill. The bill includes 
$1,447,573,153 for regular activities and $1,760,399,886 for restora- 
tion of capital impairment of the Commodity Credit Corporation. 

The bill shows a decrease for regular and corporation appropria- 
tions of $2,719,258,836 under 1958 fiscal year. In making a compari- 
son between total agricultural appropriations for 1958 and 19: 59, it 
should be noted that the Second Supplemental Appropriation Act, 
1958, included $2,235,388,118 to pene the Commodity Credit 
Corporation for 1957 costs incurred of $1,725,549,473 for “special 
commodity disposal programs’’ and for $489,500,000 for soil bank 
programs. 


ALLOCATING AND REPORTING OF AGRICULTURAL EXPENDITI RES 


The committee does not feel that the Department performs an 
adequate job of allocating and reporting on program expenditures. 
This is particularly the case in regard to price-support and foreign aid 
programs administered by the Department. Other large amounts 
should be classified and reported as consumer benefits. 

The committee requests the Secretary to restudy this matter and 
report his findings and recomme ‘ndations to the committee early in 


Liie Lex Session Ol the ‘3 OLLTess. 


AGRICULTURAL CONSERVATION PROGRAM 


The committee concurs in the House committee’s commendation 
of the county committee system, and again desires to express its 
opposition to any program which would, in ‘effect, weaken that system. 
The three progeny so administered (agricultural conservation pay- 
ments, the Great Plains program, and the conservation reserve pro- 
gram of the soil bank) are outgrowths of legislative provisions designed 
to reduce production of surplus price-supported crops. Under no 
circumstances should the functions of these three programs be com- 
bined, either for purposes of administration or for other reasons, with 
Department programs directed primarily at permanent or long-term 
soil conservation, unless specifically authorized by Congress. 


CorTrron AND OTHER Export Suspsipy PROGRAMS 


The House committee report expressed views and made recom- 
mendations on program policy and operations which the committee 
feels may be within the jurisdiction of the standing Committees on 
Agriculture and Forestry. 

The departmental officials were not examined by this committee 
with regard to the recommendations in the House report. Officials 
of the Department of Agriculture have provided members of the 
committee with the Department’s reaction and views on some of 
these items, and these statements are printed in this report solely for 
the information of the Senate. The statements referred to follow: 


“The report of the House Committee on Appropriations on 
the Department of Agriculture and Farm Credit Adminis- 
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tration appropriation bill, 1959 (Rep. No. 1584, Mareh 28 
1958), contains the following statements with particular 
reference to cotton. 

Page 9: “The committee therefore insists * * * that the 
sales program on a competitive bid basis—with exports 
through normal trade channels--be continued, whatever 
additional programs may be used to complement such 
program.”’ 

Page 10: ““* * * any reclassing which should be in order in 
the future should be made in advance of sale so as to avoid 
payment of rebates. 

Page 10: “To make cotton now under loan and in CCC 
hands available for export at the earliest possible date, the 
Department is directed to catalog, prior to July 31, 1958, 
all cotton now in its hands.” 

In summary, these comments indicate it to be the sense of 
the Congress that the Department should continue to 
operate a competitive bid sales for export program along 
with the export subsidy-in-kind program announced by the 
President in his veto message on Senate Joint Resolution 162 
on March 31, 1958, should reclass cotton before sale rather 
than after sale, and should catalog all cotton now under 
CCC loan or owned by CCC prior to July 31, 1958. 

Export program 

The President’s announcement on March 31, 1958, that 
there would be placed in effect an export program for cotton 
(and also for corn and other feed grains) similar to the present 
export program on wheat, means that the Department of 
Agriculture is directed to place in effect a program providing 
that export subsidies on cotton (and corn and other feed 
grains) will be paid in kind rather than in cash. To make 
such a program effective, it is necessary that CCC have an 
inventory of cotton from which to make payments in kind. 
The Corporation now has available for sale only about 1% 
million bales of cotton and it holds outstanding loans on 
approximately 3 million bales. Between now and August 1, 
1958, the beginning of the next marketing season, it is antici- 
pated that some of the cotton on hand will be sold, and that 
there will be substantial quantities of loan cotton redeemed. 
This will not leave enough cotton to operate a competitive 
sales for export program in the next marketing year in such a 
manner as will assure the ability of United States cotton 
exporters to obtain their fair share of the world markets. It 
was for this reason among others that the export subsidy pro- 
eram was ordered by the President. 

While a dual program, that is, a competitive bid sales for 
export program combined with an export subsidy program, 
could physically be operated it would have several serious 
disadvantages and is not recommended. It would be con- 
fusing to the trade and would be expensive to administer. 
Further, it would not accomplish one of the major benefits 
which has resulted from the operation of the subsidy-in-kind 
export program for wheat, and that is, the elimination of 
Government sales as a factor in the market. The subsidy- 
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in-kind program places the full market in the hands of com- 
mercial traders and moves the commodity direct from the 
commercial markets to the export trade without running it 
through CCC hands. Farmers should thereby obtain 
broader markets and substantial price benefits. The 
subsidy-in-kind program directed by the President also will 
permit resumption of the normal operations of the estab- 
lished cotton futures markets which have been severely 
damaged in recent years by the concentration of cotton sales 
activity in the hands of the Government. 

If a dual program were inaugurated, and then all CCC 
cotton were disposed of, it would not be possible to continue 
a subsidy-in-kind export program as directed by the Presi- 
dent. A change in the program would result in further con- 
fusion both in administration and in the markets. 
Reclassing 

If the sales program were continued, it would not be 
desirable to attempt to reclass cotton before sales. There is 
no way to determine what cotton in CCC inventory would be 
purchased by exporters at any given time. Cotton merchants 
have a right to expect cotton they buy to be of the quality it 
vas advertised to be at the time of their purchase. The task 
of reclassing all cotton in CCC inventory would be so great 
that there would be no assurance that the reclassification 
would be any more satisfactory to the purchaser than the 
original classification because of the time element involved. 
Even if the cotton could be reclassed immediately prior 
to the sale, there is no reason to believe that either the 
classification or the price received by CCC would be different 
than if the cotton were reclassed as is currently done under 
the program. 

( ‘atalog 


It would not be appropriate to catalog the cotton until 
the loans mature. To do otherwise would practically pre- 
clude producers from taking advantage of the strengthening 
cotton market by redeeming their loans. This result would 
be the same whether or not the loans were called in advance 
of maturity. The Department should not, and does not 
plan to call these loans prior to maturity. (It has never 
been done in the case of cotton, though legally possible.) 
Loans are still available to producers through April 30, and 
if the loans were to be called in time to have the cotton 
cataloged by Julv 31, 1958, they would have to be called 
as of May 31. This would deprive producers of the oppor- 
tunity in June and July to redeem their loans in a year in 
which it appears cotton prices might make redemption 
profitable to them. 

From the standpoint of administration, it is practically 
a necessity that CCC take title to the cotton before a catalog 
is issued. This is because the individual loan documents 
(notes, loan agreements, and warehouse receipts) are main- 
tained in the custody of Federal Reserve banks or cooper- 
ative associations in the cotton-producing areas throughout 
the United States. This policy has been followed for vears 
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so as to make producers’ paper more accessible to them in 
the event they wish to redeem their cotton. If a catalog 
were to be made of cotton in loan status, it would be neces- 
sary to concentrate all of this paper on 3 million bales of 
cotton in the New Orleans Commodity Office. This would 
make it practically impossible for the loan papers of any 
individual producers to be located and sent to them if they 
wished to redeem their loans. It would create a costly 
administrative workload during a period in which the office 
is not geared up to handle it, and the eventual cost of the 
catalog would be considerably greater than it would be if 
prepared after CCC acquires title to the cotton. 


COMBINED COMPETITIVE BID SALES AND EXPORT SUBSIDY 
PROGRAM FOR CORN AND OTHER FEED GRAINS 


The report of the House Appropriations Committee on the 
agriculture appropriation bill for 1959 argues insistently that 
competitive bid sales for export on not only cotton but other 
commodities should be continued if export subsidy programs 
are undertaken. 

If this advice were to be followed, it would mean that the 
Department would have to continue to offer for sale on a 
competitive bid basis for export not only cotton but also corn 
and other feed grains while at the same time carrying out the 
President’s direction in his veto message on Senate Joint 
Resolution 162 that export subsidies in kind be paid on these 
commodities. 

Such a combination program just would not work for corn 
and other feed grains. CCC stocks of these grains are so 
large that an export subsidy would be relatively ineffective 
if the export trade had to compete with the Government for 
foreign markets. In order for this export subsidy program 
to work, the trade has to carry stocks which it can export. 
If the trade were to be faced with the huge stocks held by 
CCC for export, it would not know what kind of a position 
to take. These uncertainties would certainly add up to 
tremendous confusion and probably little in the way of 
beneficial effects. 

Another point that must be considered is that supplies of 
corn and other feed grains in Government hands not only 
are large, but they are widely dispersed over the country. 
Moreover, they are fungible commodities. These character- 
istics of the commodity cause location and quality factors to 
be of great importance, and with the preponderance of stocks 
in Government hands, export traders would have little chance 
to compete with the CCC for export markets. 

One of the major objectives for the subsidy-in-kind pro- 
gram directed by the President is to get the Government out 
of the grain business. This would not be accomplished with 
a dual program. Not only would the Government be both 
selling and paying subsidies but it would still be actively ac- 
cumulating inventories. If the program works well, farm 
prices for these grains should be strengthened, making CCC 
loan operations and inventory acquisitions shrink. It will 


or 
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benefit both the trade and producers and should result in Jess 
Government costs of operating the price support program. 

There are no better grain salesmen alive than those in the 
commercial export business, and the vy will do a good job of 
maintaining and creating foreign markets if the relatively 
simple mechanism of an export subsidy can place them im 
competition from a price standpoint. 

The subsidy-in-kind program for wheat has worked well. 
There is no reason to believe it cannot work effectively on 
corn and other feed grains if it is permitted to do so.” 


TITLE I-—REGULAR ACTIVITIES 
AGRICULTURAL RESEARCH SERVICE 
RESEARCH 


The committee recommends an appropriation of $59,362,390 for 
research, an increase of 8917.5( 00 above the House bill, and $1389 500 
below the budget estimates 


UTILIZATION RESEARCH 


The budget requested increases for utilization research of $4 600,000 
over fiscal 1958, of which the House approved an increase ot $2,300,000, 
which is the amount recommended by the committee. 

In addition to the above increases in appropriations, the budget 
proposed to utilize $5,000,000 of funds available under Public Law 
480 for utilization research in foreign countries. The committee 
approves the proposed use of these funds for research and requests 
that the Department report to the committee on the use of the funds 
and research accomplishments thereunder. 

The total funds available, in this bill, for utilization research exceed 
$20,000,000, a total increase over fiscal 1958 of $7,300,000. 


FARM RESEARCH 


The budget estimate also proposed to make certain decreases in 
farm production research programs amounting to $805,000. The 
committee concurs in the House action to continue these activities. 

Within the amount restored for the National Arboretum the com- 
mittee expects the Department to proceed with the preparation of 
detailed plans and specifications for facilities and other improvements 
needed to fully develop the Arboretum. Then if a public buildings 
program is enacted during this session of the Congress, the develop- 
ment and construction work can be started promptly, or based upon 
new plans and specifications niesae estimates of development costs 
should be included in next year’s budget. 

During the hearings on thie bill the committee received a number 
of witnesses who urged that additional funds be included to strengthen 
existing research programs or to cope with new problems. The 
committee recommends that some of these items which it considers 
most needed be included. The following recommended increases 
amount to $917,500, and are in addition to recommendations made 
by the House Report on some of these projects: 


(1) $100,000 to accelerate research on the boll weevil, in 
addition to the House proposal. This insect has caused 
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extensive damage to cotton for many vears. Present con- 
trol programs are costly and often ineffective. The com- 
mittee recommends this increase to immediately strengthen 
research efforts and to enable the Department to review 
the problems of the boll weevil. It is requested that following 
such review, a comprehensive research program be developed 
which will embody the proposed needs, including plans for 
necessary facilities, for research and expe rimental purposes. 

2) $75,000 for staffing the soil and water laboratory in 
the West which was authorized last year. The construc- 
tion of this facility will be completed shortly after January 
1, 1959, and with the funds provided herein the staffing of 
key personnel for the facility should be completed during 
fiscal 1959. 

(3) $125,000 for rust research on cereals, principally wheat 
and rice, in addition to the House proposal. 

(4) $75,000 each for sugar cane, and Hoja blanca disease 
affecting rice, in addition to the House proposal. 

(5) $140,000 for cold-hardiness research on citrus. This 
work is to be conducted at Orlando, Fla.; Indio, Calif.; and 
Weslaco, Tex.; in cooperation with State agricultural experi- 
ment stations and the citrus industry. 

(6) $50,000 each for oats, for farm electrification, and to 
initiate research on the “hotspot” conditions affecting areas 
of the Lower Rio Grande Valley. 

(7) $50,000 for naval stores research. 

(8) $25,000 each for research on barley, flax, small fruit 
crops in the Midwest, and for vegetable research at the new 
laboratory at Weslaco, Tex. 

(9) $7,500 for research on pear decline, thereby making 
$20,000 available. This amount, together with continued 
local cooperation and private financing, should provide suffi- 
cient financing of this project for fise al 1959. 

(10) $20,000 for dried bean research, 


The committee requests the Department to give careful considera- 
tion to these and other farm research program needs in future budget 
requests. 

ADDITIONAL RESEARCH FACILITIES 


The committee received a number of proposals for soil and water, 
and other research facilities. These requests have merit but it was 
decided not to recommend any new construction items in the bill. 

The committee requests the Department to make a study of 
facility needs for research on soil and water problems and to make a 
report to the committee on the scope of research results to be expected 
from existing facilities, and the feasibility of additional facilities. 
The report, to be made to the committee not later than March 1, 
1959, should also include the Department’s recommended priority 
and procedure to be followed in planning and authorizing additional 
new research facilities, for all ieetae research programs. 


PLANT AND ANIMAL DISEASE AND PEST CONTROL 


The committee recommends an appropriation of $47,132,000, an 
increase of $5,400,000 over the House bill and $5,000,000 above the 
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budget request, which is a total increase of $17,050,000 over fiscal 
1958 and mostly for Brucellosis eradication. 

The budget proposed increases of $1,150,000 to strengthen foreign 
plant quarantine, customs service inspection, and the screwworm 
eradication program, of which $750.000 was approved by the House, 
and the committee recommends $400,000 additional to restore the 
full amount in the budget estimate. 


BRUCELLOSIS ERADICATION PROGRAM 


The committee recommends an appropriation of $20,000,000 for 
this program, an increase of $5,000,000 over the House and over the 
budget request. 

The committee recommends a direct appropriation for the Federal 
participation in Brucellosis eradication. It notes that considerable 
progress has been made in recent years, but believes the proposed 
decrease of about $7,000,000, amounting to about 30 percent reduc- 
tion, may retard the program of eradication. The recommended 
amount, together with continued State and local participation, should 
enable the program in fiscal 1959 to continue at the 1958 level. 


MEAT INSPECTION 


The committee recommends an appropriation of $17,326,000, the 
budget estimate and the amount in the House bill, which is an increase 
of $500,000 over fiscal 1958. 

The committee was requested to increase this item by several 
interested persons and organizations. It is understood from testi- 
mony given by departmental officials that additional funds will be 
required, and requested in the proposed supplemental for fiscal 1959. 
Pending this study by the Department the committee does not recom- 
mend additional funds at this time. 


POULTRY INSPECTION 


The House bill included in this item $7,000,000 for poultry inspection, 
by transferring the amount of the estimate from the Agricultural 
Marketing Service and by recommending a combination of meat and 
poultry inspection. 

The committee recommends the retention of poultry inspection in 
the Agricultural Marketing Service as proposed in the budget request, 
and in line with the legislative history of the enactment of the manda- 
tory Poultry Inspection Act. 

The committee recommends that the language changes and the 
amount inserted by the House, on page 3, lines 20-22, be stricken. 

In lieu of the matter stricken out, insert: 


and meat- food prod ucts. and. the ap »plreable provisions of the 
laws relating to process or renovate d butter: $17,326,000 
STateE EXPERIMENT STATIONS 


An appropriation of $31,553,708 is recommended, an increase of 
$1,200,000 over the House allowance, the budget estimate, and the 
amount approved for fiscal 1958. 
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PENALTY MAIL 


This committee recommends an appropriation of $250,000 for 
penalty mail costs of agricultural experiment stations, the amount 
proposed in the budget estimate, and approved by the House. 


EXTENSION SERVICE 
PAYMENTS TO STATES 


The committee recommends an appropriation of $53,715,000, an 
increase of $3,000,000 over the House bill and the budget estimate. 


RETIREMENT COSTS FOR EXTENSION AGENTS 


The committee recommends $5,479,375 for mandatory retirement 
costs, the amount recommended in the budget estimate and approved 
by the House. 

PENALTY MAIL 


The committee recommends an appropriation of $1,868,480 for 
penalty mail costs of State extension directors and county agents. 
This is the amount proposed in the budget estimate and approved 
by the House, and is $295,520 under the appropriation for fiscal 1958. 


FEDERAL EXTENSION SERVICE 


An appropriation of $2,096,540 is recommended, the amount re- 
quested in the budget estimate and approved by the House, and the 
amount provided in fiscal 1958. 


FARMER COOPERATIVE SERVICE 


The committee recommends an appropriation of $578,000, the 
budget estimate, the amount approved by the House, and the amount 
appropriated in fiscal 1958. 


Sor, CONSERVATION SERVICE 

CONSERVATION OPERATIONS 
The committee concurs in the House recommendation to appro- 
priate $74,780,000, an increase of $2,500,000 above the budget esti- 


mate, and $2,235,000 above the appropriation for fiscal 1958. 
WATERSHED PROTECTION 


The committee recommends an appropriation of $25,500,000, as 
proposed by the House, an increase of $1,500,000 over the revised 
budget estimate, and the same amount as appropriated in fiscal 1958. 


FLOOD PREVENTION 


The committee recommends an appropriation of $18,000,000, the 
revised budget estimate, the amount in the House bill, and an increase 
of $4,780,000 over fiscal 1958. 

S. Report 1438, 85-2———-2 
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WATER CONSERVATION AND UTILIZATION PROJECTS 


An appropriation of $335,000 is recommended. This is the amount 
proposed in the budget estimate, the amount in the House bill, and 
$15,000 under fiscal 1958. 


GREAT PLAINS CONSERVATION PROGRAM 


The committee recommends $10,000,000, the amount proposed in 
the budget, the amount in the House bill, and the amount provided 
in fiscal 1958. 


AGRICULTURAL CONSERVATION PROGRAM 


The committee recommends an appropriation of $235,000,000, to 
meet the commitments to participants under the 1958 program au- 
thorization of $250,000, 000. This is the amount requested in the 
budget estimate, and approved by the House. 

The committee has denied the Department’s recommendation to 
restore the budget estimate for the 1959 advance program authoriza- 
tion of $125,000,000, a decrease of $125,000,000. The committee 
concurs in the House action to approve a $250,000,000 authorization 
for the 1959 program. 

In view of repeated efforts by departmental officials to restrict this 
program, the committee recommends that the following proviso be 
added to the bill. On page 12, line 5, insert: 


: Provided further, That no change shall be made in such 1959 
program which will have the effect, in any county, of restricting 
eligibility requirements or cost-sharing on practices included in 
the 1958 program, unless such change shall have been recom- 
mended by the county committee and approved by the State 
committee. 


The recommended language is intended to preclude changes in the 
1959 National Program Bulletin which would have the effect of caus- 
ing restrictions or limitations on practices or cost sharing, from the 
1958 program, except for changes recommended by county ASC com- 
mittees and approved by the respective State ASC committee. 


AGRICULTURAL MARKETING SERVICE 
MARKETING RESEARCH AND SERVICE 


Marketing research and agricultural estimates 

The committee recommends an appropriation of $14,287,000, an 
increase of $192,000 over the House bill and the budget request, ‘and 
an increase of $170,300 over fiscal 1958. 

The increase recommended by the committee is to provide funds 
required to expand the Cattle on Feed Reports to 13 additional 
States, and to provide monthly interim statistics to supplement these 
quarterly reports. 


Marketing services 
_ The committee recommends an appropriation of $21,272,000, an 
increase of $75,000 over the budget estimate, and $7,175,000 over the 
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House bill. The principal increase over the House bill is $7,000,000 
for poultry inspection. 

The committee recommends an increase of $100,000 over the House 
for administration of the Packers and Stockyards Act, to restore the 
full increase, $225,000, requested in the budget. 

The committee also recommends extension of Wholesale Meat 
Reports to Omaha and Denver amounting to $18,060 annually; to 
provide Federal Livestock Market News Service for New Mexico and 
to include adjacent areas in Texas, Kansas, and Oklahoma, at a cost of 
$24,000, for a category I marketing area; and $33,000 for strengthening 
wool standardization and grading work; for a total increase of $75,000 
for these items. 

The attention of the committee has been called to the need for 
additional funds for lettuce and vegetable reporting in the Southwest 
due to greatly expanded production. The Department is requested 
to include the required funds in an estimate in connection with the 
proposed supplemental appropriation bill, 1959, if the cost of re- 
porting these new areas cannot be absorbed within the funds provided 
in this bill. 


PAYMENTS TO STATES, TERRITORIES, AND POSSESSIONS 


The committee recommends an appropriation of $1,160,000, the 
budget estimate, amount of the House allowance, and the appropria- 
tion in fiscal 1958. 


SCHOOL LUNCH PROGRAM 


The committee recommends an appropriation of $125,000,000, an 
increase of $25,000,000, over the budget estimate and the House bill. 

An increased direct appropriation is recommended in lieu of the 
proviso inserted by the House to use section 32 funds for purchase and 
distribution of food commodities. "The Department already has 
ample authority to provide foods acquired under section 32 programs 
to the school lunch program. In addition it has authority to donate 
foods under section 416 authority, and it uses these authorities. 

The committee is concerned with the amounts donated to foreign 
countries under section 416 which has the effect of decreasing donations 
to the school lunch, and other domestic programs. The committee 
urges the Department to give the school-lunch program first priority 
and make certain that adequate food donations are made. 

The committee recommends deletion of the proviso inserted by 
the House as follows: 

Page 16, beginning on line 11, strike out the following paragraph: 


: Provided further, That $55,000,000 shall be transferred to 
this appropriation from funds available under section 32 
of the Act of August 24, 1935, for purchase and distribution 
of agricultural commodities and other foods pursuant to 
section 6 of the National School Lunch Act, such additional 
funds to be used for the general purposes of section 32. 


ForeiGN AGRICULTURAL SERVICE 
The committee recommends an appropriation of $4,002,300, the 


budget estimate, the amount in the House bill, and the amount ap- 
propriated in fiscal 1958. 





12 AGRICULTURAL APPROPRIATIONS, 1959 


The Department is directed to use counterpart funds to fill the 
vacancies urgently needed for attachés and supporting staff, and 
should use these funds to the fullest extent possible for all foreign 
expenditures. 

Commopiry ExcHance AUTHORITY 


The committee recommends an appropriation of $832,000, the 
amount in the estimate, and in the House bill, and the amount pro- 
vided for fiscal 1958. 

Soi. BANK PRoGRAMS 


CONSERVATION RESERVE PROGRAM 


An appropriation of $200,000,000 is recommended, which is 
$50,000,000 below the House bill, and $150,000,000 below the budget 
estimate. This amount is an increase of $37,060,000 over the amount 
appropriated for fiscal 1958. Based upon information provided to 
the committee, this amount will be sufficient to pay rental and prac- 
tice costs for the 1958 signup, and for prior vears. 


LIMITATION ON ADMINISTRATIVE EXPENSES 


The committee recommends a partial restoration of the limitation 
by striking out $15,000,000, as proposed by the House and inserting 
in lieu thereof $17, 000 000, an increase in total limitation of $2,000,000 
over the House bill } but $1,000,000 below the estimate. The com- 
mittee also recommends full restoration of the amount to be trans- 
ferred to ‘‘Local administration, section 388,” by striking out $12,- 
000,000, as proposed by the House and inserting $13,500,000, an 
increase of $1,500,000 as requested in the budget estimate. 


AUTHORIZATION FOR 1959 PROGRAM 


The committee recommends a 1959 program authorization of 
$450,000,000, an increase of $150,000,000 over the House bill, and 
the amount proposed in the budget request. 


LIMITATIONS ON ANNUAL AND PRACTICE PAYMENTS 


The committee recommends that the following proviso in the House 
bill on page 18, lines 9-15, be stricken: 


: Provided further, That no part of these funds shall be paid on 
any contract where payments are made for land rental at 
rates in excess of 20 per centum of the current value of the 
land rented or where payments are made for conservation 
practices in excess of the average rate for comparable 
practices under the agricultural conservation program. 


The committee shares the concern of the House over high rental 
payments made under this program and believes that careful con- 
sideration should be given making downward adjustments. In lieu 
of the proviso stricken out the committee recommends insertion of 
the following proviso, which requires the Secretary of Agriculture to 
give due consideration to the value of land and rental value thereon: 

: Provided further, That in determining the amount of rental 
payments the Secretary shall give due consideration to the value 
of the land and the rental value thereof. 
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ACREAGE RESERVE PROGRAM 


The committee recommends an appropriation of $330,000,000, the 
amount in the House bill, the budget estimate, and $270,000,000 under 
the appropriation for fiscal 1958. 


Commopity STABILIZATION SERVICE 
\CREAGE ALLOTMENTS AND MARKETING QUOTAS 


The committee recommends an appropriation of $39,715,000. This 
is the amount proposed in the budget and approved by the House. 
This decrease of $1,000,000 from fiscal 1958 results from improved 
operating methods in local offices. 


SUGAR ACT PROGRAM 


The committee recommends $76,000,000, the amount proposed in 
the budget estimate, an increase of $5,000,000 over the $71,000,000 
proposed in the House bill, and an increase of $8,337,500 over the 
amount provided in fiscal 1958. 

The funds in this appropriation are used to make mandatory pay- 
ments required by law and the amount recommended will enable the 
Department to avoid deferring 1958 crop payments until fiscal 1960. 


FepERAL Crop INsuRANCE CORPORATION 


The committee recommends an appropriation of $6,376,700, the 
amount of the budget request, the amount approved by the House, 
and the amount provided for fiscal 1958. 


RuRAL ELECTRIFICATION ADMINISTRATION 
LOAN AUTHORIZATIONS 


Kor the rural electrification program the committee recommends 
an authorization of $317,000,000, an increase over the House bill 
of $17,000,000, and an increase over the budget estimates of 
$167,000,000. 

For the rural telephone program the committee recommends an 
authorization of $67,500,000, an increase over the House bill of 
$7,500,000, and $11,500,000 over the budget estimates. 

In addition a $25,000,000 contingency authorization is provided 
for each program, as approved by the House. 

The committee feels that the Rural Electrification Administration 
has a responsibility for assisting and promoting rural telephone 
cooperatives where necessary to secure telephone service to farmers. 


SALARIES AND EXPENSES 


The committee recommends an appropriation of $9,019,000, the 
amount proposed in the budget, and approved by the House, and 
$11,950 under the amount provided in fiscal 1958. 
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FarmMERS’ Home ADMINISTRATION 
LOAN AUTHORIZATIONS 


The committee recommends loan authorizations totaling $209,- 
500,000, and in addition thereto a $20,000,000 contingency authoriza- 
tion. This is the same amount as authorized by the House bill, and 
is $34,500,000 over the consolidated budget estimate of $175,000,000; 
and the total authorization provided in fiscal 1958. 

The committee believes the contingency authorization approved 
by the House is too restrictive, in that use of the $20,000,000 is 
limited to title II, farm operating loans. The committee recom- 
mends striking the House language on page 23, lines 1—7, and inserting 
in lieu thereof the following: 


: Provided further, That additional amounts, not to exceed 
$20,000,000, may be borrowed under the same terms and condi- 
tions to the extent that such additional amounts are required 
during the fiscal year 1959, under the then existing conditions, 
for the expeditious and orderly conduct of these programs. 


oe : : a 

The recommended lianguage makes the contingency authorization 
funds available for any one or all loan programs 

SALARIES AND EXPENSI] 
The committee recommends : ippropriation of $29,089,500, the 
. 1 . | | | anil ‘ . ; ‘ " } 1 1] a 
amount requested in the budgt estimates, approved Dy the fiouse, 
and appropriated in fiscal 1958 
OFFICE OF THE G1 1L COoUNSEI 


The committee recommends an appropriation of $3,043,000, the 
»- 1 1 *. 4 a 


amount requested in tne laa stimate. an increase of S100.000 over 


the House bill, and $100,000 over the appropriation for fiseal 1958. 


OFFICE OF THE SECRETARY 


The committee recommends $2,668,895, the amount in the House 


bill, an increase of $8,235 over the estimate, and over the amount 
provided in fiscal 1958. 


OrriceE oF [INFORMATION 


The committee recommends $1,359,265, the amount in the House 
bill, and $8,235 under the budget estimates, and under the amount 
provided in fiscal 1958. 

LIBRARY 


An appropriation of $772,000 is recommended, which is the amount 
proposed in the budget and in the House bill, and the same amount as 
provided in fiscal 1958. 
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TITLE II—CORPORATIONS 


Commopiry Crepir CorRPORATION 
RESTORATION OF CAPITAL IMPAIRMENT 


The amount of $1,760,399,886, which is the budget estimate and 
amount in the House bill, is recommended to restore the capital 
impairment of the Corporation through June 30, 1957. This repre- 
sents an increase of $520,611,215 over the amount required in fiscal 
1958. 

LIMITATION ON ADMINISTRATIVE EXPENSES 


The committee recc ends a limitation on ¢ inistrative expense 
yi mmitt ymmends a limitation on administrative expenses 


of $35,398,000, the amount approved by the House, which is $702,000 
under the budget estimate, and is the amount provided in fiscal 1958. 


TITLE ITI—RELATED AGENCIES 
KkarmM Crepit ADMINISTRATION 
CORPORATE ADMINISTRATIVE EXPENSE LIMITATIONS 


The committee recommends administrative expense limitations of 
$3,818,000 for the Farm Credit Administration and for the Federal 
intermediate credit banks through December 31, 1958, after which 
these banks will not be subject to congressional limitation, pursuant 
to the Farm Credit Act, 1956. 

The expense limitations recommended are in the amounts as pro- 
posed in the budget estimate and the House bill, and represent a 
decrease of $1,757,000 under fiscal 1958. 
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DEPOSITED BY THE 


UNITED STATES OF AMERICA Calendar No. 1464 


85TH CONGRESS SENATE \ Report 
2d Session No. 1439 











AUTHORIZING CERTAIN RETIRED PERSONNEL OF THE UNITED 
STATES GOVERNMENT TO ACCEPT AND WEAR DECORATIONS, 
PRESENTS, AND OTHER THINGS TENDERED THEM BY CERTAIN 
FOREIGN COUNTRIES 


Aprin 21, 1958.—Ordered to be printed 


’ 


Mr. Green, from the Committee on Foreign Relations, submitted the 
following 


REPORT 


[To accompany 8. 3195] 


The Committee on Foreign Relations having had under considera- 
tion S. 3195, a bill to authorize certain retired personnel of the United 
States Government to accept and wear decorations, presents, and 
other things tendered them by certain foreign countries, report the 
bill to the Senate and recommend that it pass. 


1. GENERAL PURPOSE 


During the years since World War II, many individuals serving the 
United States Government have received decorations, presents, and 
other things tendered to them by foreign governments in appreciation 
of their services. This bill will authorize the individuals to whom 
these tokens have been tendered, but which tokens have been held in 
custody by the Department of State, to receive them, provided that 
the recipients have retired from public service. 


2. BACKGROUND 


On January 23, 1958, the Acting Secretary of State addressed the 
following letter to the President of the Senate: 


JANUARY 23, 1958. 
Tur Honorasite Ricnarp M. Nixon, 
President of the Senate. 
Dear Mr. Vick Presipent: On April 13, 1954, the President issued 
an instruction to the heads of executive departments and establish- 
ments directing each agency to transmit to the Secretary of State a 
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list of its retired personnel for whom the Department of State under 
the provisions of the act of January 31, 1881 (3 U.S. C. 115), is hold- 
ing decorations, orders, medals, or presents tendered them by foreign 
governments and for the acceptance of which the agency desires to 
request the consent of Congress required by article 1, section 9, 
clause 8 of the Constitution. The Presidential instruction further 
directs the Secretary of State to have prepared an omnibus author- 
izing bill covering the retired personnel listed by agencies and to 
transmit such bill and consolidated list to the Congress. 

In accordance with this instruction and with the requirements of 
the act of January 27, 1934 (5 U.S. C. 115a), there is transmitted 
herewith a proposed bill to authorize certain retired personnel of the 
United States Government to accept and wear decorations, presents, 
and other things tendered them by certain foreign countries. 

From the sts mdpoint of the foreign relations of the United States, 
the De partment perceives ho objec tion to acce ptance by these persons 
of the decorations tendered by the foreign countries indicated in the 
attached bill. 

[It is hoped that the Congress will give its early consideration to 
this proposed bill during this session. There has been no congres- 
sional action evidencing the consent of the Congress for the accept- 
ance of decorations or gifts from foreign governments by retired 
Government personnel since before World War II], and the accumula- 
tion of awards, which the Department is required to hold, presents a 
problem which is becoming more acute all the time. A similar com- 
munication has been forwarded to the Speaker of the House of Repre- 
sentatives. 

The Department has been informed by the Bureau of the Budget 
that there is no objection to the submission of this proposal to the 
Congress for its consideration. 

Sincerely yours, 
CuristTiaAn A. HEeRTER, 
Acting Secretary. 


This letter was referred to the Committee on Foreign Relations 
and on January 31, the chairman of the committee introduced the 
pending bill with the following statement: 


Mr. President, on January 23, 1958, the Acting Secretary 
of State addressed to the Vice President a letter transmitting 
a bill authorizing certain retired personnel of the United 
States Government to accept and wear decorations, and to 
accept presents and other things, tendered to them by 
certain foreign countries. 

I introduce, by request, the bill transmitted to the Senate, 
SO z may be appropriately referred. 

I ask unanimous consent that the letter from the Acting 
Secretary of State to the Vice President be printed in the 
Record, at this point in my remarks. 

The Present pro tempore. The bill will be received and 
appropriately referred; and, without objection, the letter 
will be printed in the Record. 
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8. APPLICABLE LAW AND REGULATIONS 


In considering the desirability of giving favorable consideration 
to the proposal of the Department of State, the Committee on Forei ign 
Relations bore in mind applicable provisions of law and regulations, 
including the prov isions of article I, section 9, paragraph 8 of the 
Constitution. That paragraph reads as follows: 


No Title of Nobility shall be granted by the United States: 
And no Person holding any Office of Profit or Trust under 
them, shall, without the Consent of the Congress, accept of 
any present, Emolument, Office, or Title, of any kind 
whatever, from any King, Prince, or foreign State. 


Other relevant provisions of law and regulations are as follows: 
The act of January 31, 1881 (5 U.S. C. 115), provides: 


nv present, decoration, or other thing, which shall be con- 

ferred or presented by any foreign government to any officer 
of the United States, civil, naval, or military, shall be 
tendered through the Department of State, and not to the 
individual in person, but such present, decoration, or other 
thing shall not be delivered by the Department of State 
unless so authorized | by act of Congress. 
2) An Executive order issued by the President on April 13, 1954, 
directed that after that date no request should be submitted for the 
consent of Congress for anyone, other than retired personnel, to accept 
vifts, decorations, awards or any other thing tendered to them by 
foreign Government. 

3) Section 115a of title 5 of the United States Code provides that— 


The Secretary of State is directed to furnish to the 75th 
Congress and to each alternate Congress thereafter a list of 
those retired officers or emplovees of the United States for 
whom the Department of State under the provisions of 
section 115 of this title, is holding decorations, orders, 
medals, or presents tendered them by foreign governments. 

(4) Section 1002 of the Foreign Service Act of 1946, as amended 
22 U.S. C. 804), relating to the acceptance of gifts by officers and 
emplovees of the Foreign Service, provides: 


An officer or eT of the Service shall not ask or, with- 


out the consent of » Congress, receive, for himself or any 
other person, any paveent emolument, pecuniary favor, 
office, or title from any foreign government. A chief of 


mission or other principal officer may, however, under such 
regulations as the President may prescribe, accept gifts made 
to the United States or to any political subdivision thereof 
by the government to which he is accredited or from which 
he holds an exequatur. 


The Foreign Service Manual provides as follows 


625.1. No American employee shall accept any decoration, 
gift, or emolument of any kind from any foreign sovereign 
government, or from any state, province, or municipality of 
any foreign government, or from any governmental or semi- 
governmental agency, or from any international organization 





4 ACCEPT DECORATIONS TENDERED BY FOREIGN COUNTRIES 


of states, notwithstanding the fact that the United States is 
a participant in such international organization. Moreover, 
to assure absolute equality and uniformity in this regard, no 
American employee of the Foreign Service shall ever wear 
any foreign decoration while serving in such capacity. 

625.2. No American employee, nor any person on behalf 
of such employee, shall petition the Congress of the United 
States for legislative permission to receive any foreign deco- 
ration, gift, or emolument described in section 625.1. 


6) Finally, section 1021 (a) of the Foreign Service Act of 1946, as 
amended (22 U.S. C. 809), reads as follows: 


The Secretary [of State] may accept on behalf of the 
United States gifts made unconditionally by will or otherwise 
for the benefit of the [Foreign] Service or for the carrying out 
of any of its functions. * * * 


In recent months publicity has been given to the receipt of gifts by 
certain Government employees. Bearing in mind the provisions of 
law and the regulations quoted above, the Department of State on 
November 13, 1957, issued a circular described by the Department as 
constituting a ‘“‘statement of policy designed to afford guidance 
respecting the Department’s interpretation of these provisions.” 
Relevant provisions of that circular are as follows: 


Where under the circumstances there is any indication 
whatsoever that such a gift was given with any improper 
intent, such as to gain influence, it should not be accepted. 
Where delivery of such a gift was made under circumstances 
rendering refusal impossible, the gift should be promptly 
returned to the donor. 

Subject to the foregoing, it is the view of the Department 
that the following provisions of the law and regulations are to 
be interpreted with due regard for the principle de minimis 
non curat lex—the law does not concern itself with things 
which would universally be regarded as too unimportant to 
come within its scope. Accordingly, where there is no in- 
dication of improper interest, and refusal or return would be 
offensive and might injure good international relations, such 
a gift may be received. If it has only minor intrinsic value, 
such as a photograph or other like memento or souvenir, it 
may be retained. In case of any question or doubt, a ruling 
should be obtained from the Office of Protocol. 

If gifts accepted from foreign governments or officials go 
beyond the foregoing, they should be delivered into the 
custody of the Department of State, through the Office of 
Protocol, which will then determine whether such gifts shall 
be returned to the donees or kept by the Department for 
later disposition in accordance with law. Return will not " 
permitted in the case of gifts of such nature or value that, ir- 
respective of the actual intent of the giver, it could reasons ey 
be inferred by anvone that the gift would, in fact, establish 
influence or constitute an added payment for services already 
included in the employment relationship of the recipient to 
the United States Government. 
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Gifts to close relatives of members of the Department or 
the Foreign Service should be treated in the same way as 
gifts to such members. 

In general, members of the Department and of the Foreign 
Service shall, within the bounds of courtesy and good judg- 
ment, discourage the bestowal of gifts by foreign governments 
or officials upon themselves or their close relatives. Most 
foreign governments already understand that members of 
the Department and the Foreign Service do not accept 
foreign decorations and do not attempt to give them. The 
practice of politely and firmly declining decorations if 
offered should be continued. 

This circular is intended merely to clarify existing regula- 
tions and should not be considered as repealing any of them. 


4. COMMITTEE ACTION 


* 
7 


5 


With this background in mind, the committee perceived no objection 
to reporting the ‘pending bill favorably in view of the fact that it is 
applicable only to employees of the Federal Government who have 
retired from service. On April 15, the committee ordered S. 
favorably reported, without amendment. 


3195 








DEPOS'TED BY THE 


UNITED STATES OF AMERICA Calendar No. 146 


85TH CoNGRESS SENATE { REPORT 
2d Session No. 1440 


WELFARE AND PENSION PLANS DISCLOSURE ACT 
Apri 21, 1958.—Ordered to be printed 


Mr. Kennepy, from the Committee on Labor and Public Welfare, 
submitted the following 


REPORT 


together with 
MINORITY AND SUPPLEMENTAL VIEWS 


[To accompany 8. 2888] 


The Committee on Labor and Public Welfare, to whom was referred 


the bill (S. 2888) to provide for registration, reporting, and disclosure 
of employee welfare and pension benefit plans, having considered the 
same, report favorably thereon with amendments and recommend that 
the bill as amended do pass. 

Three technical amendments appear on the committee print of 
S. 2888 dated April 2, 1958, as follows: 

(1) Page 15, line 4, insert the following: 


The trustee of such trust shall certify to the person or 
persons charged with or having responsibility for the overall 
management of the plan, within ninety days after the end 
of each calendar year (or, if the records of the plan are kept 
on a fiscal year basis, within ninety days after the end of each 
such fiscal year), the information necessary to enable such 
person or persons to comply with the requirements of this 
paragraph, and a copy of such certification shall accompany 
such report. Except where such trustee is a bank or other 
institution the books or records of which are subject to ex- 
amination by any agency of the Federal Government or the 
government of any State, such information shall also be 
certified to by an independent certified or licensed public 
accountant, based upon a comprehensive audit made on 
behalf of the participants and conducted in accordance with 
accepted standards of auditing. 
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(2) Page 16, line 18, insert a new subsection (f) as follows: 


(f) If the Secretary determines that any of the informa- 
tion required by this section to be included in reports filed 
hereunder, or in the registration statements required by the 
previous section, is uninformative or duplicative and could 
be eliminated without interfering with the carrying out of 
the objectives of this Act, he may by regulation authorize 
the omission of such information from such reports or regis- 
tration statements thereunder filed. 


(3) Page 30, line 6, strike out ‘‘(d)”’ and in lieu thereof insert ‘‘(b)”’. 
BACKGROUND OF THE LEGISLATION 


Prior to the formation in May 1957 of the special subcommittee to 
consider welfare and pension plan legislation, extensive studies, in- 
vestigations, and hearings had been conducted by a previous subcom- 
mittee of the Senate Committee on Labor and Public Welfare. 


83D CONGRESS 


As a result of unfavorable publicity relative to the administration of 
employee benefit plans and a Pr esidential message suggesting congres- 
sional inquiry in this field, a Senate subcommittee in May 1954, pursu- 
ant to Senate Resolution 225, as amended, 83d C ongress, 2d session, 
undertook studies and investigations under the chairmanship of 
Senator Ives of New York. Although it made studies of the overall 
characteristics and problems in private employee benefit plans this 
subcommittee confined its field investigations to collectively bargained, 
jointly administered welfare funds, and uncovered abuses, mismanage- 
ment, and waste in the administration of a number of plans of this type. 
Its first report was submitted on January 10, 1955. The committee 
found that there was a need for corrective legislation to insure more 
adequate protection of employee-beneficiary rights and interests and 
recommended that consideration be given to a Federal disclosure act 
embracing all types of plans. The committee also recommended a 
continuation and extension of the investigation. 


84TH CONGRESS 


By Senate Resolution 40, adopted February 5, 1955, the study and 
investigation begun in May 1954 was continued under the chairman- 
ship of Senator Douglas. In hearings held in March and April 1955, 
representatives of labor, management, insurance, and banking partic- 
ipated in roundtable discussions; reviewed the studies to that date; 
and outlined the problems involved and the areas yet to be covered. 
Hearings were held with respect to gross abuses and mismanagement 
found in two plans—the Laundry Workers’ International Union 
and the Painters, Cleaners and Caulkers Union, Local No. 52, Chicago, 
il. 

A second interim report was issued July 20, 1955. It concerned 
itself primarily with reporting on the LWIU welfare fund case, char- 
acterized by embezzlement, exorbitant commissions, improper service 
fees, and other irregular insurance practices and collusion and com- 
plicity among insurance, union, and employer representatives; and the 
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painters, cleaners, and caulkers fund case characterized by large diver- 
sions and an almost complete absence of financial accounting. The 
committee cited these cases as examples of the ease with which a plan 
set up for the security of workingmen and their dependents can be 
plundered when there is an absence of publicly available information 
concerning the conduct of the operations of the plan, and when persons 
in positions of trust abdicate their responsibility. 

Subsequently, the subcommittee enlarged the scope of the inquiry 
to cover pension plans, unilaterally administered welfare plans, insur- 
ance company practices, industrywide plans, and other types of 
employee-security programs. These investigations and further hear- 
ings were held during the latter part of 1955. Various Federal agen- 
cies including the Internal Revenue Service, the Department of Labor, 
the Department of Health, Education, and Welfare, the National 
Labor Relations Board, and the Securities and Exchange Commission, 
testified concerning the limitations of supervision over employee bene- 
fit plans under existing laws. Provisions of State laws and adminis- 
trative practices were examined to determine the extent to which they 
applied to welfare and pension programs, assured trustee responsibility 
and actuarial soundness and protected the interests of employees and 
their beneficiaries. A final report (No. 1734) of 365 pages, based upon 
the comprehensive studies made by this subcommittee, was published 
April 6, 1956. Among other things it recommended a Federal disclo- 
sure act covering all types of employee-benefit plans. 


85TH CONGRESS 


During the 85th Congress, a subcommittee of the Committee on 
Labor and Public Welfare held hearings on various bills which had 
been introduced as a result of the previous investigations held in 
other Congresses. It heard testimony from interested executive agen- 
cies, Management, insurance and banking representatives, trade-union 
representatives, actuaries, and others interested in private and social 
insurance plans. ‘The subcommittee reported S. 2888 to the full 
committee. 


Part I. Tue Neep ror A FrepERAL DisciosurE Act 


Almost from the inception of congressional investigations into em- 
ployee benefit plans, as demonstrated by the subcommittee’s first 
interim report, dated January 10, 1955, it became apparent that there 
was a compelling need to more adequately protect the equities of the 
millions of persons who ever-increasingly were relying for their future 
economic security on the benefits which private employee welfare 
and pension plans held out. 

In order to appreciate the urgency of the need for legislation at the 
Federal level to afford overall safeguards to the employee beneficiaries 
and other participants involved in these plans, it is only necessary to 
cite some of the basic facts concerning this private social security 
system. 

1. In little more than a decade private employee welfare and pension 
plans have grown from relatively small significance to a position where 
approximately 84 million persons are depending in some manner upon 
the benefits which they promise. 
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2. Under the conditions of an unprecedented period of prosperity, 
high taxes, a scarce labor market, favorable tax treatment, and col- 
lective bargaining, these plans took such form as best suited their 
particular circumstances without uniform safeguards or rules govern- 
ing their operation. 

3. Regardless of the form they take, the employers’ share of the 
cost of these plans or the benefits the employers provide are a form 
of compensation. 

4. The plans are in common use as a competitive inducement to 
attract and retain good employees. 

They involve the control and management of enormous sums of 
money by a comparatively few for the benefit of tens of millions of 
employee-beneficiaries. 

6. Billions of dollars of employees’ direct contributions go into these 
— each year. 

It is the exe eption rather than the rule that any accounting of 
the ‘financial operations or the reserves in such plans is given to the 
employees for whom the plans are operated. Generally then, the 
employee-beneficiaries are completely in the dark as to what funds are 
being set aside to provide for their future benefit or how such plans 
are being managed. 

8. ¢ ‘ongressional investigations have developed serious abuses and 
weaknesses in many of these plans as well as prevailing practices which 
on the rights and equities of the employee-beneficiaries. 

The employees covered by these group plans have no specific 
oe until they meet the conditions of the particular plans. For 
example, in the case of a pension plan this might involve 30 years’ 
service and the attainment of age 65; in a welfare plan the employee’s 
right could mature in the event of accident, sickness, death, ete. 

10. Although these plans envisaged a continuing operation to pro- 
vide benefits for all employees covered—in plans which are not collec- 
tively bargained, which constitute the majority of all plans and which 
are predominantly administered by employers, there is actually no 
assurance that the benefits will be forthcoming in view of a universally 
employed clause in such plans to the effect that the employer can ter- 
minate the plan at his discretion. Even in collectively bargained 
plans the employer’s agreement to provide for part or all the costs of 
the benefits is a short-term contract of 1 to 5 years. 

Only six States have passed specific laws providing for disclosure 
or regulation of employee-benefit plans, and these are all substantially 
different as to scope or in their detailed requirements. 

The inadequacy of standards and safeguards to protect the diffused 
interests and equities of some 80 million employee-beneficiaries of 
these plans logically calls for legislation that will bring the facts with 
respect to their financi ing and reserves out in the open and that will 
permit self-policing and self-appraisal of these plans by the partici- 
pants and give them a central point to report abuses and violations. 
It is for this purpose that S. 2888, which is supported by the Adminis- 
tration, has been drafted and is proposed. 





WELFARE AND PENSION PLANS DISCLOSURE ACT 5 


GROWTH AND CHARACTERISTICS OF PLANS 


The American people have become increasingly concerned with pro- 
tecting themselves against the contingencies of sickness, unemploy- 
ment, and old age. Individuals have availed themselves of a variety 
of forms of personal savings and insurance. Through Government 
they have sought, by social-I insurance programs, to provide basic min- 
imum safeguards against the exigencies of old age, unemployment, and 
similar social problems. 

More recently, a third and increasingly significant development in 
the Nation’s quest for economic security has occurred, namely the 
phenomenal growth of private pension, health, and welfare benefit 
plans. This growth has been especially rapid in the last decade and 
it is now estimated that almost 85 million persons in the United States 
are relying in some degree on the protection afforded by this private 
benefit system. For instance, in 1954 it was estimated that about 
$6.8 billion was being contributed to private benefit plans, whereas 
in 1956 total contributions were estimated at $8.5 billion. Best esti- 
mates reflect that approximately $30 billion are presently held in 
pension-plan portfolios alone. The following three tables graphically 
illustrate a recent growth of group life insurance, group hospitaliza- 
tion, and group pension plans in the United States. 


Growth of group life insurance in the United States ! 




















Number Amount of | Number Amount of 

End of year | of master | Number of} insurance || End of year | of master | Number of} insurance 

| policies | certificates | in force policies | certificates | in force 

| Aa (millions) | | (millions) 

| | | | 
1912 25 | 12, 000 | $13 } ee hi 22,000 | 8, 829, 000 $14, 938 
1915 275 120, 000 100 |} 1045........-- 30, 000 | 11, 451, 000 22, 172 
1920 6,000 | 1, 600, 000 | 1, 570 || 1950-.....-- ; 56, 000 | 19, 391, 000 47, 783 
1925... zo 12,000 | 3, 200, 000 | We BOE i si 81, 000 | 28, 762, 000 86, 395 
1930 20,000 | 5, 734,000 | 9, 801 TOG ca sc 106, 000 | 35, 346, 000 117, 324 
1935 


19, 000 | 6, 112, 000 | 10, 208 || 





1 Does not include group creditor insurance, 


Growth of group hospital expense insurance and Blue Cross plan in the United States, 
1935-56 


“1 
| 





| Number of individuals covered | Number of individuals covered 
def VitAitast Ge; ante} tT he, Fer neiete aa ie eee 
Year (end of year) | Under group || Year (end of year) | Under greup 
policies issued | Blue Cross |} policies issued Blue Cross 
| 


by insurance plans ? 
1 companies ! 


by insurance plans ? 
companies ! 





i} 
en : 38, 000 | 214, 000 | ie aacseduwsccaee | 22, 305, 000 37, 451, 000 
PU itidenG on 1, 800, 000 | Roe. a 35, 000, 000 44, 201, 000 
1945__.... 7, 803, 000 18, 881, 000 | Re | 43, 690, 000 53, 162, 000 
| | 





1 Almost all of these are employees and their dependents. 
2 Includes individual as well as group enrollment. About three-fourths are employees enrolled in groups 
and their dependents. 
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Growth in the number of private employee pension plans and in the number of 
employees covered thereunder ! 


| 
Number of | Numberof | Number of | Number of 


End of year plans persons End of year plans persons 
covered covered 
Thousands Thousands 
1930 720 | 2, 400 1950 12, 330 &, 600 
1935 | 1, 090 2, 600 1954_ . 2 21, 000 12, 500 
1940 1, 965 | 3, 700 || 1956 2 23. 000 14, 300 
1945 7, 425 5, 600 


1 Pensions in the United States, a study prepared for the Joint Committee on the Economic Report by 
the National Planning Association, 83d Cong., 2d sess., joint-committee print; 1952, p. 11; data since 1951 
from the Office of the Chief Actuary, Social Security Administration 

2 Insured and funded plans, exclusive of pay as you go. 


Even a cursory examination of the growth, complexity, and breadth 
of coverage of modern benefit plans indicates what an important ele- 
ment of the domestic economic structure they have become. Efficient 
and honest administration of these plans is not only of direct interest 
to the individual beneficiary but inasmuch as they are now, and are 
becoming an increasingly important, adjunct to the national social- 
security system, there is a broad public interest involved. Of perhaps 
even greater importance from a public point of view is the use which 
is made of the large reserves which have accumulated. The growth 
of private benefit plans has concentrated control of large amounts of 

capital in relatively few hands; the public as well as the direct bene- 
ficiaries have a legitimate interest in their prudent investment. 
Types of plans 

Private employvee-benefit plans have the same general objectives 
as the Federal and State social-security programs. Like the Federal 
programs, many of the plans are designed to provide a measure of 
economic security to employees and their dependents in the event of 
untimely death, permanent and total disability, and old age. Others, 
like the temporary disability insurance laws of a few of the States, 
are designed to replace, in part, the loss of the wages of the family 
breadwinner during periods of temporary disability. The relatively 
new supplementary unemployment-benefit plans complement the Fed- 
eral-State program of unemployment insurance that helps tide the 
worker over periods of layoff. As shown in the table below in 1954 
it was estimated that as many as 59 percent of the employees in 
private industry were covered for some type of benefit provided under 
private employee-benefit plans. 


Proportion of labor force in private industry that is covered under private employee 
bene fit plans, by type of benefits, 1954 
Employees 


overedasa 


T, ; . 
Type of benefit percent of 


Welfare plans: labor force 
Death 55. O 
Temporary disability 13. 6 
Hospitalization 59. 0 
Surgical 53. 0 
Medical 32. 0 

Pension plans: Retirement ; 23. 0 


Source: Welfare and Pension Plans Investigation, Final Report No, 1734, 84th Cong., p. 11. 
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There are many variations in types of plans. In the light of their 
objectives, however, they may be classified in accordance with the 
most prevalent types of benefits. 

Welfare plans include benefits such as group life insurance, disability 
benefits, medical care, accidental death and dismemberment, hospital, 
surgical, other medical benefits, unemployment benefits, ete. 

Retirement plans include pension plans and profit-sharing plans 
which provide retirement benefits. 

Types of financing 

The manner in which the plans are financed varies greatly from 
plan to plan, depending on the type of benefit, the type of adminis- 
tration, the circumstances under which the plan came into being, and 
whether or not the plan has been collectively bargained. In any 
event, the plan may be noncontributory (financed entirely by the 
employer), contributory (financed jointly by the employer and 
employees), or financed entirely by the employees. In some plans, 
certain benefits are provided on a noncontributory basis, others on 
a contributory basis, and still others are paid for entirely by the 
employees. Retirement plans tend to be noncontributory and welfare 
plans contributory. 

On the whole, it is estimated that employers pay approximately 
47 percent of the cost of financing welfare plans and 87 percent of 
the costs of retirement plans. 

Types of administration 

In the development of employee-benefit plans, three main types of 
administration have evolved: Employer-administered plans, trade- 
union plans, and joint employer-union-administered plans. 

Employer-administered plans predominate. As is shown in the 
table below, in 1954 they included approximately 92 percent of all 
employees ¢ ‘overed by welfare plans and 86 percent of all those covered 
by pension plans. 


Estimated percentage of employees covered under employee-benefit plans by type of 
administrative arrangements, 1954 


Administrator | Welfare | Pension 
_— plans 

Total, all types of plans ‘ ; 100. 0 | 100. 0 

Employer administered - - - ani 92. 0 | 86.0 

Union administered - - _-- ; ak Saul Lincliee 5 | 5 
Union and employers jointly: 

Single employer funds : 5 5 

Multi-employer funds. : il = 7.0 13.0 


Types of underwriting 

Employee-benefit plans may be insured, funded through the medium 
of a trust or operated on a pay-as-you-go basis. Most employee wel- 
fare plan be ‘nefits are insured with a commercial insurance company 
or the Blue Cross-Blue Shield type of operation. Pension plans are 
funded through a contract with an insurance company or by an in- 
dependent trust established generally in the hands of a corporate 
trustee. Of course, the benefits paid by the plan are, generally speak- 
ing, limited to the premiums or other funds paid into the insurance 
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company or trust. There are also a number of pay-as-you-go pension 
plans. 


Collectively bargained and noncollectively-bargained plans 


Both welfare and pension plans fall into two categories—thos plans 
which are collectively bargained and those which operate outside the 
field of collective bargaining. Last estimates indicate that a slight 
majority of all employees covered by such plans were in plans which 
were not collectively bargained. 

Generally speaking, in collectively bargained plans representatives 
of labor bargain with management for the benefits to be provided 
on a cost basis as a part of the compensation of the employees. The 
cost may be bargained on a cents-per-hour, percentage-of-payroll, 
or other basis, or, if the approximate cost of the particular plan is 
known, the bargaining may be directly for benefits. These collectively 
bargained agreements, however, are for short periods—usually from 
1 to 5 years—and the employees whose rights do not mature within 
such contract period must rely upon the expectation that their union 
will be able to renew the contract or negotiate a similar one upon its 
termination. 

Plans which are not collectively bargained are predominantly spon- 
sored by employers, although there are some plans where a group of 
employees combine, each making fixed seialivatinna. or where a 
union sponsors a plan by proportional assessment of its members. 
In such employer-sponsored plans, except in those instances where 
the employer merely acts as the administrator for the employees’ 
contributions, the employer’s share of the cost or the benefits pro- 
vided also represents additional compensation to the employees, 
although the amount of the cost of the benefits is generally not known 
to the employees. Also, in such noncollectively bargained plans the 
employer almost universally reserves the right to amend or terminate 
the plan at his discretion which limits any real assurance of benefits 
to those whose rights have actually matured. 


Fized benefit and fixed contribution plans 

The terms “fixed contribution” and “fixed benefit’? (sometimes 
referred to as “level of benefit’’) are terms which are sometimes used 
in referring to employee-benefit plans. Generally, the form which 
a plan takes depends upon the circumstances under which it is estab- 
lished. Plans financed by employees alone or multiemployer plans, of 
necessity, must be financed by fixed contributions, in that a number 
of different individuals are contributing to the financing. In a single- 
employer plan, where the employer administers it, it is possible for 
the employer to undertake to provide specific benefits or agree for the 
period of a collective-bargaining agreement to provide such benefits 
without relation to the cost thereof. In many plans the employees 
make direct contributions and the employer undertakes to pay the 
balance. Perhaps for the lack of a better term, where an employer 
undertakes to provide the benefits or the cost of the benefits over 
and above employee contributions, it is referred to as a “fixed 
benefit”’ plan. In actual practice, however, a specific set of benefits 
is not predetermined regardless of the cost no matter who bears those 
costs. In a typical welfare plan, or even a pension plan, an insurance 
company will quote the premium costs to provide alternative sets of 
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benefits. In a funded pension plan, an actuary will supply the com- 
putations as to current costs and past service liabilities for a particular 
group in order to fund the plan for a specified retirement benefit. It 
is only after a determination of the costs of the plan and the money 
available that the specific benefits can be prescribed. In the case of 
an employer assuming part or all of the costs, this determination, of 
necessity, only is ms ade after recognition that “whatever money the 
employer may contribute to the program is limited to money that he 
might otherwise spend for wages or other employee benefits.” 

Fixed contribution plans and fixed benefit plans are little more than 
loose terms of reference, since any plan the descriptive literature of 
which may describe the benefits it provides in specific terms could be 
called a ‘fixed benefit’? plan regardless of whether it had been estab- 
lished on the basis of fixed contributions by employees, by employees 
and employer, or whether the employer had paid the full cost, and 
regardless of how the plan was administered. 

The term “level of benefit,’’ as applied to types of plans is probably 
more inappropriate than ‘‘fixed benefits,’ because the term “level of 
benefit”’ is sometimes interpreted to mean that the employer guaran- 
tees the benefits. This is not so with respect to plans which are not 
collectively bargained and only true in a limited way of collectively 
bargained plans. As indicated, in plans which are not collectively 
bargained, while the employer may undertake to supply benefits over 
and above employees’ contributions, he may terminate the plan at 
will. In collectively bargained plans, at best he contracts to provide 
the benefits or a share of the costs of these benefits for a relatively 
short contract period. This type of plan will be discussed in more 
detail below. 

THE INADEQUACIES OF SAFEGUARDS 


The inadequacies of safeguards at either the State or Federal level to 
protect those who rely on the security afforded by these plans are in 
sharpest contrast to the protection furnished comparable large-scale 
public savings and investments by the Federal Deposit Insurance 
Act, the Securities and Exchange Act of 1933, the Investment 
Company Act of 1940, and so forth. 


State criminal laws 

While State criminal laws adequately cover outright embezzlement 
by trustees or employees few cases involving benefit plans have been 
prosecuted. Aside from the problem of strict construction of criminal 
statutes and difficulty of proof, there have been relatively few in- 
stances of patent appropriation or diversion which could be prosecuted 
appropriately under such State criminal statutes. 
Common law of trusts 

There are also difficulties in applying the common law of trusts to 
benefit plans. For instance, it is not clear that administrators who 
handle funds only temporarily—passing them on to insurance com- 
panies or a corporate fiduciary—are really trustees in the accepted 
legal sense. Similarly, uncertainties are present with respect to the 
duties of benefit- plan trustees under an agreement which does not spell 
out with precision their responsibilities. On the other hand, the 
trust instrument might so narrowly define the responsibility of the 
trustees as to make the law of no help. 

S. Re 
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Assuming that such difficulties could be surmounted as a specific 
body of law is articulated, there is the problem of a single beneficiary 
bringing an action and the more difficult problem under present com- 
mon practice, of having in his possession sufficient information upon 
which to base legal complaint. 

In the case of private employee benefit plans, the employee bene- 
ficiaries are not even afforded the protection inherent in a full dis- 
closure of information concerning the operations of the plan. It is 
apparent that the growth of these plans since the beginning of World 
War II has resulted in a gigantic, highly complex operation which has 
outrun and, to an extent, outmoded existing Federal and State 
controls. It has been testified by representatives of the Justice 
and Treasury Departments and others that existing Federal law does 
not adequately protect the rights of the employee-beneficiaries. 
Efforts of the States to legislate concerning welfare and pension plans 
and the adequacy of the Internal Revenue Code and regulations will 
be discussed later. 

The very characteristics of these plans and the accelerated rate of 
their development have made them susceptible to weaknesses, waste, 
abuses, and unnecessary losses to the beneficiaries. Their size, the 
grouping together for coverage of large numbers of people, the pooling 
of vast sums of money, the size of insurance premiums, third-party or 
management control of the plans accompanied by vagueness of 
employee rights and a prevailing attitude in certain quarters that the 
employees have no right to know how the finances of the plan are 
managed have made the plans vulnerable to a host of infirmities. 
The administrator of a plan, whether he be an employer, union 
official, or independent trustee, bears a fiduciary relationship to the 
employee-beneficiaries if he takes their contributions or part of the 
aoe which would otherwise be paid them to buy insurance 

‘ to finance a pension plan. The employees are told that the plan 
will provide certain benefits, but collectively or individually the em- 
ployees have no means of determining whether the benefits provided 
are worth the compensation withheld and the direct contributions the “Vv 
have made unless an accounting is made to them. Certainly it is not 
difficult to see a fiduciary relationship in a contributory plan where the 
employ ees turn over sums of their money to the employer to buy bene- 
fits. The employer, just as any trustee, is handling other people’s 
money in a somewhat intricate transaction subject to many abuses 
and fluctuating values which involves the future security of many 
persons. He should give an accounting. Whether the wage concept 
with respect to employers’ costs is accepted or not, two things are 
clear: Whatever the employer contributes or whatever his costs may 
be in connection with the financing of the plan, (1) those costs or con- 
tributions are solely for the benefit of the e mploye es and (2) they bear 
some relation to wages. Accordingly, it would appear to cee that 
whether the plan is contributory or noncontributory, an accounting 
of stewardship should be given. 


Problems and abuses 

While it should be stressed that from all the evidence the great per- 
centage of these plans are honestly administered and that great credit 
is due to the vast numbers of employers, union officials, administra- 
tors, insurance and banking institutions, consultants, actuaries, and 
others who have been responsible for the impressive record made by 
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this private social-security system, numerous instances of abuses and 
deficiencies have been uncovered which drain off countless millions of 
dollars from their intended purposes and in other ways deprive the 
employee beneficiaries of these plans of what rightfully belongs to 
them. 

Improper insurance practices.—In previous investigations of a very 
limited number of insurance companies, a series of very serious and 
undesirable insurance practices came to light. They include instances 
of exorbitantly high commissions, fictitious and excessive administra- 
tive fees, retention by insurance companies of unduly large shares of 
the premiums, unequal treatment of the policyholders, computing 
commissions on separate coverages or types of benefits within the 
same plan, placing the interests of the policyholder before that of the 
beneficiaries, switching carriers to obtain high first-year commissions, 
premium embezzlements by insurance brokers and agents, failure to 
report embezzlements to the insured and to Government authorities, 
and collusion between insurance representatives, union officials, and 
management. Although as a result of such disclosures the National 
Association of Insurance Commissioners has recently adopted a code 
of ethical practices condemning many of these practices the code ap- 
plies to only 10 percent of the plans (union and union-employer jointly 
administered funds) and does not include the other 90 percent (em- 
plover-administered plans). 

It should be pointed out that the whole insurance industry should 
not be tadicted on the basis of the abuses disclosed by investigation 
as they involved particular insurance companies and particular agents 
and brokers and were the exce ptions and not the rule. 

Administration abuses and mismanagement. Numerous instances 
have been disclosed by previous investigations, ranging from outright 
looting of the funds of employee-benefit plans and corrupt adminis- 
tration on the part of the administrators or trustees of such plans, to 
waste, indifference, ineptness, lack of know-how, and downright dis- 
regard for the rights of the employee beneficiaries. Most of the 
abuses were disclosed in joint employer-uoion administered plans 
where most of the investigations were conducted but some instances 
of abuse and mismanagement came to light in employer-administered 
level of benefit plans. 

Secrecy.— Although failure to give an accounting to employee bene- 
ficiaries or to report on the financial operation of employee-benefit 
plans is not unique to any particular type of plan, in many employer- 
administered fixed benefit or so-called level-of-be ‘efit plans the with- 
holding of information respecting the operation of the plans is claimed 
as a matter of right. This situation predominantly prevails in this 
type of employer-adminaistered plans which cover approximately 90 
percent of the employees—in spite of the fact that the employer’s 
costs of such pls ius are otherwise commonly considered as part of 
labor costs and in spite of the fact that employers handle billions of 
dollars yearly of employees’ direct contributions toward the financing 
of such plans. 

Further mismanagement, abuses, and excessive insurance commis- 
sions, fees and other allowances tend to reduce the be: efits payable 
to employee-beneficiaries rezardless of the type of plan or type of 
administration. 
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THE NEED TO COVER ALL TYPES OF PLANS 


[t is obvious that 84 million employee-beneficiaries should not have 
to blindly assume they will receive future benefits in the event of retire- 
ment, disability, or death, and that they, other interested parties, and 
the public are entitled to a regular accounting of the financial opera- 
tions and assets of these plans by those who manage them. ‘There is no 
reason why the operations of these plans should be kept a secret. 
Regardless of the type of plan or the type of administration, the 
managers of these plans bear a fiduciary . . tionship to the employees, 
and, accordingly, the employees should be given the same rights as 
the beneficiaries of formal trusts insofar as hi ing an accounting of 
stewardship made. 

Although the greatest single instance of abuse has been disclosed 
in jointly managed employer-union administered plans, it should be 
remembered that most of the field investigations have been conducted 
of this type of plan; that employer-administered “fixed benefit” or 
so-called level-of-benefit type plans which cover the majority of 
employees are not completely without mismanagement or abuse and 
that actually the one-party control characteristic of such plans and 
the exculpatory clauses contained in such plans make it more difficult 
to detect mismanagement or abuse in a case where it might exist. 

The most serious single weakness in this private social insurance 
complex is not in the abuses and failings enumerated above. Over- 
shadowing these is the too frequent practice of withholding from those 
most directly affected, the employee-beneficiaries, information which 
will permit them to determine (1) whether the program is being 
administered efficiently and equitably, and (2) more importantly, 
whether or not the assets and prospective income of the programs are 
sufficient to guarantee the benefits which have been promised to them. 
The limitations of assurances in level-of-benefit plans 

Many employers who have unilaterally administered so-called level- 
of-benefit ae argue that, as they are providing fixed benefits regard 
less of their cost, the costs of the plan are of no concern to the 
employees. The employer contends he pays wages plus additional 
compensation, i. e., benefits, and that if the employees acquiesce in 
this arrangement or their union representatives agree to it, there is 
no reason for disclosing the costs of the plan. It has also been argued 
that in this type of plan there has been an exchange of a portion of 
the employees’ wages (and of direct employee contributions where 
they are involved) for specific benefits. It is further contended that 
in so-called level-of-benefit plans, as distinguished from the fixed-cost 
type of plan, specified levels of benefits are assured regardless of the 
cost to the employer, and that accordingly abuses or mismanagement 
do not affect the employees. 

It is recognized that the employer-administered fixed bene fit or 
so-called level-of-benefit type of plan has great merit and has been 
highly successful as a practical method of establishing and adminis- 
tering employee-benefit plans, and that the employer takes on sub- 
stantially more responsibility in this type of plan than in fixed-cost 
plans. The evidence and the studies made by the subcommittee 
demonstrate however that, regardless of the type of plan or how it 
is administered, the employees have an important stake in the finan- 
cial operations of the plan; that in most fixed benefit or level-of-benefit 
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plans the employer’s costs are in fact limited to relatively fixed 
amounts; that his liability in most plans is also limited and that the 
assurance of benefits in many level-of-benefit plans has very definite 
limitations. There is no suggestion here that there is anything wrong 
with this, only that under the circumstances there should be a dis- 
closure of the financial operation of the plans to the employee- 
beneficiaries. 

In a fixed-cost plan the employer contributes a specific amount 
toward the benefits, generally so many cents per hour. In a level-of- 
benefit plan the employer pays the total cost of the benefits or the 
balance of the cost over the employees’ direct fixed contributions and 
bears the expense of administration. The plans provide for specific 
benefits. Generally, however, what tne benefits will cost is estab- 
lished before the schedule of benefits is decided upon. This is sub- 
stantiated by a statement from the director of personnel research of 
the General Motors Corp., which company has a level-of-benefit plan. 


When an employer and his employees—or the employees 
through the union representing them—join to establish some 
kind of program as protection against the costs of medical 
care, they do so in recognition of a number of things. First, 
they must recognize that whatever money the employer may 
contribute to the program is limited to money that he might 
otherwise spend for wages or other employee benefits such as 
pensions, life insurance, and the like. Thus, there is a 
practical cost limitation.’ 


In the case of an insured plan, the insurance company quotes the 
employer a specific price on the risk. This is large enough not only 
to allow for all claims and costs and a margin for profit or additional 
reserves to the carrier, but to allow for a dividend or experience rating 
refund if the claims experience during the period of the contract is 
not unfavorable. Of course, if there is a bad-claims experience, the 
next year the insurance company may raise the rate; in which case, 
if the plan is not collectively bargained, the employer, if he does not 
wish to assume the additional cost, can go back to the employees and 
request higher contributions or he can reduce the level of benefits. 
If the plan is bargained and there is an unfavorable claims experience, 
his costs will go up, generally within relatively narrow margins, for 
the remainder of the life of the collective-bargaining agreement. 
Such collective-bargaining agreements are usually for short periods; 
although sometimes for as long as 5 years, more frequently they do 
not exceed a year, in which case it would make no difference. How- 
ever, the predominant experience is that employers’ costs fluctuate 
downward rather than upward during the period covered by the 
policy, because of the dividend arrangement. Aggregate dividend 
experience on all sizes of policies as reported to a previous sub- 
committee, is 14.8 percent of premiums.? This does not imply that 
the costs of such plans under present economic conditions is on the 
increase. 

Inherent in the group-insurance-plan arrangement is the fact that 
the policyholder generally transfers his liability to the insurance com- 
pany. In the case of insured pension plans, the situation is the same 


1 Hearing record, p. 330. 
2S. Rept. No. 1734, p. 354. 
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as in insured welfare plans, except that very often the insurance 
company guarantees the rate for 5 years. 

In the case of trusteed pension plans, the actuary within relatively 
narrow limits computes the costs of the plan covering a particular 
group and the employer generally, by language of the trust agreement, 
limits his contributions to the plan or trust to the amount recom- 
mended by the actuary * subject, of course, to the practical costs 
limitations mentioned above, and to the regulations of the Internal 
Revenue Code in the case of qualified plans. 

In an insured “level of benefits” plan, the employer’s liability is 
generally limited to the premiums specified in the policy. It is the 
insurance company that assumes the liability of cdi anteeing the 
benefits, otherwise, why buy insurance? While this limitation is 
inherent in insured-plan arrangements, in collective-bargaining agree- 
ments this is frequently expressly provided. The language ‘of a 
representative collectively bargained insured plan reads as follows: 


The company’s obligation under this section shall be 
limited to amending and continuing the group insurance 
contract, as set forth above, and paying the portion of the 
premiums under such contract which are not covered by 
employee contributions.* 


Another example of written language is: 


By payment of its contributions to the premiums on any 
such insurance policy or policies, the company shall dis- 
charge its full obligation hereunder, and shall be relieved of 
any ‘and all liability to employees or their representatives 
hereunder, with respect to the benefits of the insurance plan. 


In trusteed pension plans, the language of the trust agreement 
commonly limits the employer’s liability not only to the contributions 
recommended by the actuary but, more importantly, the employer is 
not required to make up any depreciation in the value of the assets 
held in the trust. Representative language is as follows: 


The company shall not be obligated to make up additional 
payments to the fund, to make up deficiencies in any year 
arising from depreciation in the value of the securities in the 
fund resulting from abnormal conditions.°® 


Employees covered by an insured welfare plan are just as assured 
of the benefits which the plan provides whether it is a “fixed cost’’ or 
“level of benefits” plan, providing the premiums are paid. For an 
example of a “level of benefits’ type of plan in which the employer 
collected naibiiusions from his employees but didn’t pay the insur- 
ance premiums to the serious loss of many employee-beneficiaries, 
see the Reed Glass Co. case.” This case illustrates equally well the 
failure of insured pension plans when premiums are not paid. 


_——————— 
3 Collective bargaining, Ford Motcr Co. plan, based on agreement signed June 8, 1955, exhibit A, sec. 5 (a). 
4 Ford—UA W-CIO agreement, dated June 8, 1955, art. 9, sec. 9 
§ Pension and insurance agreement between Westinghouse Electric Corp. and IUE-CLO, June 30, 1953, 
art. LI, sec. 3 (c). 
6 Ford-UAW-CIO agreement, dated June 8, 1955, pt. II, exhibit A, sec. 5 
7 Hearing record, pp. 195-196. 





WELFARP AND PENSION PLANS DISCLOSURE ACT 15 


Trusteed pension plans commonly limit benefits, even though fixed, 
to what can be paid out of the funds in the pension trust. An example 
of representative language in such plans is as follows: 


The pension benefits of the plan shall be only such as can be 
provided by the assets of the pension fund or by any insured 
fund, and there shall be no liability or obligation on the part 
of the corporation to make any further contributions to the 
trustee or the insurance company in event of termination of 
the plan. No liability for the payment of pension benefits 
under the plan shall be imposed upon the corporation, the 
officers, directors, or stockholders of the corporation.’ 


Because of its great importance, it is believed appropriate to re- 
capitulate the dangerous consequences of not furnishing to employee- 
beneficiaries of these plans the facts about the plans’ operations. 

(1) It permits one-party control of billions of dollars expended or 
accumulated solely in behalf of employees and their dependents—for 
future short- and long-range benefits—without giving any accounting 
to the e mploye e-beneficiaries. 

(2) It permits millions of employee-beneficiaries to rely blindly on 
the good faith of plan administrators, whether they are employers, 
union Officials, joint union-management trustees, or whomsoever, 
this in spite of the fact that the vast majority of plans contain pro- 

visions specifically restricting the extent of liability for the benefits 
provided and that the manner in which such plans are administered 
has a direct bearing upon the availability of the benefits which can 
actually be provided. 

The limitations of tax qualification as a guaranty: of financial soundness 

Qualification of a plan by the Internal Revenue Service does not 
insure actuarial soundness. The regulations require only minimum 
standards and are primarily designed to keep the amounts deducted 
from income for tax purposes within specified limits. A plan can be 
qualified if it is set up to pay current costs and interests on past 
service liabilities. 

The assets of the plan may have depreciated greatly through bad 
investments or economic conditions without being of any concern to 
the Internal Revenue Service, but this would be of great concern 
to the employee-beneficiaries who are depending upon the trust corpus 
for the “fixed” benefits. Internal Revenue Service would disqualify 
a plan if the minimum indicated were not put in, but this action would 
actually work a hardship on the employee-beneficiaries. 

The regulation of qualified pension plans by the Internal Revenue 
Service is for income-tax purposes. It does not assure against abuse 
nor is there any disclosure to the employee-beneficiaries. On the 
contrary, by law the Internal Revenue Service cannot inform the 
beneficiary if it finds something wrong with the management of the 
plan. It can only disqualify the plan which operates to the detriment 
of the employee-beneficiaries. Under Internal Revenue Code enforce- 
ment, abuses or misconduct on the part of the employer-sponsor of 
trust can victimize the employee-beneficiary. The Commissioner 

f Internal Revenue in reporting by letter of July 11, 1957, to the 


§ General Motors-UAW contract, exhibit Al, art. 5, sec. 3 (b), 
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chairman of the subcommittee concerning tax-exempt pension plans 
pointed out: 


If the operation of the plan by the employer or trustee 
violates the applicable requirements of the code, the result 
of Internal Revenue Service enforcement would be taxation 
of the trust and denial of deductions to the employer or taza- 
tion of the employees. The result might well be a tax penalty 
on the victims rather than on the perpetrators of the violation. 
For example, an employer or trustee who diverted funds might 
not be solvent, and the penalty might be assessment of a tax 
liability against the fund as well as a denial of tax deferment 
and capital gains treatment to the beneficiaries. [Italic sup- 
plied.] 

Past investigations have disclosed that banks as corporate-trustees 
have adhered to high standards of fiduciary conduct in the manage- 
ment of the investments of retirement funds but there are substantial 
areas of operation of these plans which are outside the jurisdiction 
of the corporate trustee, and the authority which we do have is limited 
to the provisions of the particular trust agreement. 

Entirely aside from abuses or violations, there are compelling 
reasons why there should be disclosure of the financial operation of 
all types of plans. The table below, furnished at the request of the 
subcommittee chairman by the Internal Revenue Service, reflects that 
there are 99 qualified pension and profit-sharing plans reported to the 
Washington headquarters of the Internal Revenue Service between 
September 1 and November 25, 1957, as having been terminated. 
The reasons for such terminations, which are interesting, are also set 
forth. 


Termination of pension trusts, September, October, and November ! 1957, as reported 
to Internal Revenue Service 








Reason for termination Total number Profit sharing Pension Stock bonus 
ei es 5 ceecsglld iad 25 ll 14 0 
OS eee eae eee 14 6 6 0 
Financial difficulties 19 | 6 13 0 
Corporation dissolved 20 15 5 0 
a ae enn 1 | l 0 0 
Automatic termin: ition Sad biddbia tele kadeidiees 1 1 0 0 
Lack of employee participation..-.............. 3 2 1 0 
Establishment of new pension plans: 
(a) Collective bargaining..................- l 0 l 0 
(b) Noncollective bargaining............-- 1 0 1 0 
Change to a profit-sharing plan___.........-.--- s 3 5 0 
Substitution of a salary increase-_- Scaskacieicitns 1 0 l 0 
Loss of bargaining rights by the union partici- 
RO li co sien cats agitate ieareeeiemeien ee ee 1 0 l 0 
By agreement with union._................-.- 1 0 l 0 
Fai ecebereteaianelaitigiindwcicy ianenaniiiebednd 99 48 51 0 


1 Through Nov. 25. 
Source: IRS Form 517-T,, Internal Revenue Service, Statistics Division, Nov. 26, 1957. 


It must be expected that in the affairs of business companies will 
fail and employee-benefit plans will be terminated, but for this very 
reason the employees should have information respecting the opera- 
tion of such plans upon which they rely for future security. 
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FAVORABLE TAX TREATMENT AND INTERRELATION BETWEEN 
GOVERNMENT AND PRIVATE PLANS 


These private plans which complement and greatly supplement 
basic Government social insurance programs, by design are accorded 
favorable tax treatment, and this, to a large extent, has made their 
development possible. While employees’ direct contributions to 
welfare and pension plans are taxable, the employers’ contributions 
toward the cost of such plans are deductible from income for tax 
purposes. In its early studies of employee-benefit plans, the National 
Industrial Conference Board, noting the rapid increase in the number 
of pension plans during the early “period of World War II, stated, 
“This great activity has coincided with 80 to 90 percent corporate 
tax rates.”” ‘The present high Federal income-tax rates,’ it said in 
a later study, ‘also makes the adoption of a group insurance program 
seem attractive.” ® 

When it is borne in mind that the estimated $5.7 billion contributed 
by employers in 1956 for employee-benefit plans was tax deductible; 
that a substantial portion of the earnings on billions of dollars in 
pension-plan reserves are tax exempt; and that the Federal tax on 
corporations with incomes above $25,000 is 52 percent, it is readily 
seen what a tremendous incentive is provided those plans by such a 
tax policy, and also the extent of the interest of the Federal Govern- 
ment. 

That private employee-benefit plans are interrelated with various 
rovernment social-security programs can easily be seen when one 
looks at company literature describing pension plans. These book- 
lets almost invariably illustrate what the income of hypothetical em- 
ployees will be when they retire from the company’s employment by 
showing (a) the retirement benefit under the plan, (6) the social- 
security benefit, (ec) the total of both benefits, and (d) the additional 
social-security benefit payable when the retired employee’s wife 
becomes eligible for such benefits. 

Other private employee benefits are also interrelated with the 
governmental programs. The interdependence of private and govern- 
mental benefit programs is manifested in many ways. Without 
going into further detail, it may be said that to a large extent the two 
systems place great reliance upon each other. If any substantial 
segment of the private plans should fail, it is feared that there would 
be a great hue and cry for the government to step into the picture, 
as was done in the case of the railroad pension plans in 1934. Ac- 
cordingly, it would appear of great importance to the Government to 
know more about the operation of these plans and, through legislative 
action short of regulation, to take steps to improve their management 
and stability. 

A NATIONAL PROBLEM 


Complete disclosure of the details of welfare and pension plan 
operations provides the most effective single deterrent against abuses 
and the many other weaknesses of these plans. It would provide the 
greatest incentive to good management and investment policies and 
the best protection to the interests and rights of employees, em- 
ployers, and the Government alike. 

§ National Industrial Coaference Board Studies in Personnel Policy, No. 67, 1944, p. 10; Studies in Per- 
sonnel Policy, No. 70, 1945, p. 6. 
S. Rept. 1440, 85-2——3 
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The job of bringing this vast operation into one picture is a national 
problem which cannot be accomplished by piecemeal State legislation. 
It would be highly impractical for 48 State governments to be con- 
cerned about obtaining the facts on the same , plan, for a great many 
of the plans involved are national or multistate in character. If all 
the States did have such requirements, this would place impossible 
burdens upon these plans. There is no desire to get the Federal 
Government involved in the regulation of these plans but a disclosure 
statute which is administered in close cooperation with the States 
could also be of great assistance to the States in carrying out their 
regulatory functions. 

Witnesses have testified that employee-benefit plan operations are 
the proper concern of the States because they have the basic responsi- 
bility for regulating such operations; many of the abuses uncovered 
were associated with insurance company practices and regulation of 
the insurance industry is entirely the responsibility of the States; that 
State insurance and banking departments are already equipped to 
safeguard the interests of the beneficiary; that the States have demon- 
strated that they can produce a uniform pattern of law and regula- 
tions to adequately protect the employee and that Federal legislation 
would merely duplicate reporting. However, the legislation proposed 
is not a regulatory statute. It is a disclosure statute and by design 
endeavors to leave regulatory responsibility to the States. A Fed- 
eral disclosure statute, if properly coordinated with the States, as the 
bill provides, could eliminate all but one disclosure report and leave 
insurance, trusts, and other detailed regulations to the States. 

If State banking and insurance laws already safeguarded the inter- 
ests of the beneficiaries of employee-benefit plans, the issue would 
hardly be before the Congress to the extent that it is. The very 
magnitude of private employee-benefit plans which supplement the 
basic Government social-security programs, the impact of their oper- 
ations on the whole of the country’s economy, the responsibility of the 
Federal Government for the national welfare, the billions of dollars 
in favorable tax treatment accorded such plans, the interstate charac- 
ter of so many of the plans and the obvious inability of the States by 
piecemeal legislation to cope with the overall problems presented— 
make disclosure of the financial details of these plans a national prob- 
lem rather than one to be chopped up by the States. 

Nor are the States evidencing that they can produce a uniform 
pattern of law and regulation. Six states have already passed dis- 
closure laws. Massachusetts requires disclosure of all types of plans, 
California of all collectively bargained plans, and the other four of just 
jointly managed employee plans. There are many differences in their 
details of administration, regulations, and reporting requirements. 
There are presently pending controversies as to the scope of both the 
Massachusetts and California laws. If such a pattern were to con- 
tinue, an impossible burden would be placed upon the many multistate 
and national plans by conceivably requiring them to file different 
forms with different requirements in each of the 48 States. As stated 
by Marshall A. Pipin, counsel for the boilermakers’ health and welfare 
fund, testifying before a congressional committee: 

If a fund is thus to be regulated by 48 States and by the 


Federal Government, we will have to publish and distribute 
to employees and employ ers a book containing 48 individual 
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reports that have been filed with each of the separate agencies. 
Thus the book will approach the size of a mail-order catalog, 
will be so large that it will not be read and will only be con- 
fusing to those who attempt to read it and who are not ex- 
perienced accountants. 


Only one State, Massachusetts, has recognized the rights and needs 
of all beneficiaries of employee- benefit plans. The NAIC is presently 
meeting in an attempt to standardize State reporting forms, but, as 
they are only concerning themselves with approximately 10 percent 
of the plan, this will hardly solve the problem. 


Part II. Generaut Discussion or S. 2888 
PRINCIPLES AND PURPOSES 


S. 2888 provides for registration, reporting, and disclosure of the 
financial operations of all types of private employee welfare and pen- 
sion benefit plans. It is designed to place the primary responsibility 
for the policing and improved operations of these plans upon the 
participants themselves, with a minimum of interference in the 
natural development and operation of such plans, to leave to the 
States the detailed regulations relating to insurance, trusts, and other 
phases of their operations, and to place the least possible burden by 
way of cost and otherwise upon the plans and upon the Federal 
Government. It is the policy of this bill to protect the revenues of 
the United States, the interests of participants in the plans, their 
beneficiaries, the employers and the public, and to conserve the 
moneys involved so as to assure their utilization for their intended 
purposes. 

The bill would give the employee-beneficiaries of these plans an 
accounting for the money they spend and which is spent in their 
behalf for future security benefits and permits them to appraise the 
merits of these plans, which in many cases are held out to them as a 
competitive inducement of employment. It would give the employee- 
beneficiaries protections comparable to those provided in other large- 
scale investment operations. It is designed to deter dishonesty, 
mismanagement, and waste by allowing public scrutiny of the financial 
operations of such plans, and it accomplishes disclosure of the finances 
of these plans in one operation for all purposes. 


THE INFORMATION TO BE REQUIRED 


Section 6 of the bill requires that reports be filed annually which 
reflect the financial operations and status of the plans. The bill 
specifies the particular information required in order that too great 
latitude is not given the administering agency. However, the agency 
may request related information to that specified if it is deemed 
necessary or may delete from the requirements specified in the bill 
information which is deemed duplicative, uninformative, and not 
necessary to the carrying out of the objectives of the act. 

As good management would dictate, the report must be based 
upon an audit made by an independent licensed accountant. 

In view of the number of abuses which investigations disclosed in the 
insurance practices of certain insurance companies, and for the purpose 
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of reconciling the plans’ financial operations with the moneys received 
by the insurance company, such companies are required to certify the 
amount of premiums, claims, retentions and commissions, service 
fees, and so forth in connection with each plan. However, the infor- 
mation required from insurance companies is more limited than an 
advised manager of any employee-benefit plan would normally require. 
Insurance companies and trustees of pension plans are also required to 
certify in summary form the composition of the investment portfolio. 


THE INFORMATION TO BE DISCLOSED 


The registration statement, annual reports, and other documents 
filed by a plan are available for inspection in the public document 
rooms of the administering agency and the headquarters office of the 
plan. A summary of this information in form prescribed by the 
Secretary of Labor is required to be distributed to participants of 
the plan and other interested parties upon request. 


PLANS COVERING FEWER THAN 100 EMPLOYEES 


S. 2888 includes all classes and all types of plans, large and small, 
within its purview except workmen’s compensation plans, plans 
administered by governmental instrumentalities, and plans of fra- 
ternal, religious, or eleemosynary institutions. However, plans 
covering fewer than 100 employees are not required to make annual 
reports to the Government until 2 years after the enactment of this 
act.° Moreover, if the Secretary should find that compliance with 
either the registration or reporting sections of the law would be 
burdensome on certain categories of plans covering fewer than 100 
employees (classified on the basis of the number of employees covered) 
he could exempt them from the registration requirement of the act, 
from its reporting requirement, or both, for such period as he deemed 
desirable. The same provisions of the act could be invoked if the 
Secretary should find that the number of such plans would place an 
undue administrative burden on the agency. During the time such 
plans are in exempt status, however, the managers of the plans would 
be required to disclose, on request, to the participants or other inter- 
ested parties the information specified in the reporting sections of the 
act. Certification of such information by an independent public 
accountant is not necessary in such a case except at the discretion of 
the Secretary. Of course, all other provisions of the act apply to 
such small plans. 

Data furnished by the American Life Convention and the Life 
Insurance Association of America, covering the 1954 experience of 
4 of the largest life-insurance companies, indicate that 42.5 percent 
of the 16,724 group policyholders had poap- insurance policies which 
covered less than 50 employees each; 63.8 percent had policies that 
covered less than 100 employees each; but the first group included 
only 2.5 percent of all the covered employees and the second group 
5.6 percent. If the 1954 experience of these companies were taken 
as a guide, the moratorium provision of the bill would involve less 
than 6 percent of all the employees covered but could reduce the load 
on the administering agency and the burden on the small plans as 


10 Sec, 8 (a). 
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much as 64 percent. The employees covered by such small plans, 
however, would not be deprived of the protection of the act since plan 
operation information would still be available to them and the enforce- 
ment and other provisions of the act would be fully applicable to such 
plans. 

THE ADMINISTRATIVE AGENCY 


S. 2888 places the administration of the bill with the Secretary 
of Labor on the basis that it is one of his primary functions to pro- 
tect the rights and interests of the workingman. Serious consideration 
was given earlier to placing the administration of the bill with the 
Securities and Exchange Commission on the basis of its past experience 
in the administration of disclosure type legislation. However, as the 
official representatives of the Securities and Exchange Commission 
clearly indicated that they did not feel they were the proper agency 
to handle the administration of this type of legislation, and as they felt 
that the taking on of this function might interfere with their presently 
established functions, this consideration was abandoned. 


ADVISORY COUNCIL 


S. 2888 sets up an advisory council of a tripartite nature to advise 
with the Secretary respecting the administration of the act. The 
reasons advanced for the creation of the council are compelling. When 
the scope of the problem with which the legislation deals is borne in 
mind it is clear that a properly constituted advisory council could 
not only gain much needed cooperation of interested groups but also 
that it could add strength to the administration of the act. The 
composition of the council includes 3 public members, 4 labor members 
2 management, 1 insurance, 1 banking, and 2 members from other 
interested groups. The latter 2 have been included to permit repre- 
sentation of such groups as the voluntary, nonprofit prepayment 
medical plans, actuaries, insurance consultants and accountants. The 
representation could be rotated among such latter groups. 


CRIMINAL PENALTIES 


Although making no attempt to regulate employee-benefit plans, 
the bill, in addition to the necessary “authority to the Secretary of 
Labor to enforce the administration of the legislation, provides severe 
criminal sanctions for willful, false statements, the destruction of 
records, embezzlement, kickbacks, and other self-dealing. 


COOPERATION WITH OTHER FEDERAL AGENCIES AND STATES 


The bill provides that there be cooperation between Federal agen- 
cies in supplying information necessary to the effective and economic 
administration of this and other acts, particularly in the area of avoid- 
ing multiplicity of forms. 

[t also provides for close cooperation with the States and the fur- 
nishing to State agencies of copies of annual reports and other perti- 
nent documents of employee-benefit plans. However, with respect to 
multi-State plans, the bill in effect preempts the disclosure laws of 
the States other than the State of the home office of the plan in order 
to prevent multiple disclosure requirements. 
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TERMINAL DATE 


The bill has a 4-year terminal date to encourage a reappraisal of 
the legislation and to consider the advisability of curtailing or expand- 
ing its provisions. 

DEPARTMENTAL ReEpoRTS 


The following communications from the executive departments urge 
enactment of S. 2888: 


DEPARTMENT OF LABOR, 
OFFICE OF THE SECRETARY, 
Washington, December 6, 1957. 
Hon. Lister H111, 
Chairman, Senate Committee on Labor and Public Welfare, 
United States Senate, Washington, D. C. 

Dear Senator Hix: This is in further response to your request 
for my views on S. 2888, a bill to provide for registration, reporting, 
and disclosure of employee welfare and pension benefit plans. 

Generally speaking, S. 2888, which is based on the commerce and 
taxing powers would, with certain exceptions, require persons charged 
with the overall management of employee welfare and pension plans 
providing certain types of benefits specified in the bill to register these 
plans with the Department of Labor. Annual reports, parts of which 
must be certified to by independent public accountants, would also 
be required to be filed with the Department. Disclosure under the 
bill would be accomplished by making copies of the information filed 
available for public inspection at the Department and at the principal 
office of the plan. In addition, summary data of the information 
filed would be furnished by the person responsible for filing to any 
beneficiary or participant requesting it. Criminal penalties are pro- 
vided for those who willfully violate or fail to comply with the act; 
who knowingly make false statements or entries; who willfully destroy 
books or records: and those who embezzle money from or receive 
kickbacks in connection with such plans. 

I am pleased to note that S. 2888, the product of the diligent work 
of the staff of the Special Subcommittee on Welfare and Pension Funds, 
incorporates the basic philosophy and most of the important principles 
of the administration’s proposals with regard to the registration, 
reporting, and disclosure of employee welfare and pension plans. My 
testimony before the subcommittee on May 27, 1957, set forth these 
principles, subsequently incorporated in S. 2175 introduced by Senator 
Ives on May 29, 1957. 

While the administration’s proposal and S. 2888 are similar in 
most respects, there are a few items which I would like to discuss. 

Unlike S. 2175, S. 2888 specifies in detail the information required 
to be included in the registration statement and annual report. 
Although I would prefer the more flexible provision of S. 2175, I 
would not object to this more detailed specification, since there is a 
provision which would give the Secretary needed flexibility for re- 
quiring additional information. It should be noted, however, that 
there is no provision which gives the Secretary similar flexibility in 
eliminating any of the items specified in the bill even though expe- 
rience in administration may prove them to be burdensome, dupli- 
cative, or uninformative. 
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S. 2888 would give the Secretary the authority to exempt from both 
the registration and reporting requirements any categories of plans 
covering fewer than 100 employees if he determines that registration 
or reporting would be a burden on the plans or on the Department. 
In addition, S. 2888 would postpone the reporting requirements for 
plans covering fewer than 100 employees for 2 years following the 
enactment of the bill. Plans, even though so exempt, would still have 
to make available for inspection at their home office to any partici- 
pant, beneficiary, or interested person the information required by 
the Secretary to be in the annual report. 

1 would prefer to postpone any exemption authorization until 
experience has been secured under the bill and a report made thereon 
to Congress, as provided in the administration’s bill. I would, how- 
ever, have no objection if the authority to exempt is related to the 
number of employees covered, as this bill provides, and is not extended 
to the authority to exempt individual plans or certain types of plans. 

In view of the 4-year terminal date of this bill, the desirability of a 
2-year postponement of the reporting requirement is questionable. 
For plans reporting on a fiscal or policy-year basis this could, for prac- 
tical purposes, amount to a 3-year deferment. It would appear that 
this provision is designed to eliminate any administrative burden that 
might occur if all plans were required to report during the first few 
years. It might be more desirable, if this postponement is retained, 
to limit it to 1 year. This would eliminate any administrative burden 
in the first year, and give the agency sufficient time to study and 
classify the plans in order effectively to evaluate the operation of 
the bill. 

Subject to the comments I have made above, I would have no 
objection to enactment of S. 2888. I urge early and favorable con- 
sideration by the Congress of legislation in this area as recommended 
by the administration. 

The Bureau of the Budget advises that it has no objection to the 
submission of this report. 

Sincerely yours, 
James P. Mircuenu, Secretary of Labor. 





EXercuTIVE OFrFIcE OF THE PRESIDENT, 
BuREAU OF THE BupGeEt, 
Washington, D. C., January 16, 1958. 
Hon. Lister Hi, 
Chairman, Committee on Labor and Public Welfare, 
United States Senate, Washington, D. C. 

My Dear Mr. Cuatrman: This is in reply to your letter of Septem- 
ber 3, 1957, requesting a report from this office with respect to S. 2888, 
to provide for registration, reporting, and disclosure of employee 
welfare and pension plans. 

The Bureau of the Budget agrees with the views of the Secretary of 
Labor expressed in his letter to your committee on S. 2888. We 
would also recommend that, if an advisory council is included in the 
bill, section 9 (a) be revised to read: 

“There is hereby established an Advisory Council on Employee 
Welfare and Pension Benefit Plans (hereinafter referred to as the 
‘Council’) which shall consist of twelve members to be appointed 
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by the Secretary: Four from management, four from labor, and four 
representatives of the general public. Members shall be selected in 
the manner prescribed by the Secretary.”’ 

This language will make it clear that the Council is to be tripartite 
and thus equally representative of the three groups most interested in 
effective legislation in this field. It will also give the Secretary the 
responsibility he should have in choosing persons to advise him as 
members of the Council. We also recommend that section 9 (c) 
be eliminated since the Secretary already has adequate authority for 
providing assistance to the Council and since section 15 (a) will give 
him authority to ask other agencies for data and reports. The Bureau 
of the Budget further recommends elimination of payment of the 
salary per diem for travel time as provided by the words “including 
travel time’ in section 9 (d), which we construe as meaning travel 
time to and from Council meetings. Accordingly, we recommend 
deletion of the words “including travel time.’’ ‘Travel performed 
when engaged in the work of the Council other than travel to and 
from Council meetings would, of course, be compensated at the usual 
per diem rate. 

Subject to the committee’s consideration of the foregoing comments, 
the Bureau of the Budget would have no objection to enactment of 
S. 2888 and recommends early and favorable consideration of legis- 
lation in this area as recommended by the administration. 

Sincerely yours, 
Ropert E. Merriam, 
Assistant Director. 


THE SECRETARY OF THE TREASURY, 
Washington, January 22, 1958. 
Hon. Lister HI, 
Chairman, Committee on Labor and Public Welfare, 
The Senate of the United States, Washington, D. C. 

My Dear Mr. Cuatrman: This in reference to your request for 
the Department’s views on S. 2888, to provide for the registration, 
reporting and disclosure of employee welfare and pension benefit 
plans, 

The bill would eaeere certain pension and welfare plans, funds, and 
programs established by employers, employees, or both for the purpose 
of providing benefits to employees to register and submit annual 
reports on their operations to the renee of Labor. These 
reporting requirements would apply if (1) the plans provide benefits 
for individuals employed in two or more States; (2) benefits are 
provided by or through the facilities of an organization having its 
ene ag office outside the State in which the prine ipal office of the 
plan is located; (3) the plan is established or maintained by any 
em] oie or employee organization engaged in commerce or in any 
es or activity affecting commerce; or (4) the income of the 
plan is claimed to be tax-exempt under the 1954 Revenue Code. 
However, plans which cover less than 100 employees would not be 
required to file annual re ports until 2 years after the date the bill is 
enacted into law. In addition, the Secretary of Labor would have 
the authority to grant plans covering less than 100 employees an 
exemption for an indefinite period of time from the requirement to 
register and file annual reports. 
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Provision is also made for the cooperation of Federal Departments 
and agencies in furnishing information which may be necessary to 
the effective administration and enforcement of the public-disclosure 
program. The Secretary of Labor would make available to the 
Internal Revenue Service information furnished by the plans under 
the public disclosure program to enable the Service to administer 
the Federal income-tax laws more effectively. Moreover, to avoid 
duplication of the reporting of information by the plans, the Secretary 
of Labor would consult with the various Departments of the Govern- 
ment in order to develop standardized forms for the reporting of 
information required for the public-disclosure program, the internal- 
revenue laws, and other regulations. 

The administration has repeatedly recommended the adoption of 
legislation to require welfare and pension plans to file registration 
statements and annual reports regarding their operations. The 
Treasury Department approves of the objective of the bill in providing 
for a public-disclosure program for these plans. Public disclosure of 
information on the operation of welfare and pension plans would 
help to correct such abuses as have developed since they would subject 
improper transactions to public scrutiny. 

The Director, Bureau of the Budget, has advised the Treasury 
Department that there is no objection to the presentation of this 
report. 

Sincerely yours, 
Frep C. ScrisBn_er, Jr., 
Acting Secretary of the Treasury. 


Part III. Secrion-py-Section ANALYSIS 


The bill provides for registration, annual reporting, and disclosure 
of the financial operations of all types of private employee welfare and 
pension benefit plans, namely, plans which privide medical, surgical, 
sickness, accident, disability, death, unemployment, or retirement 
beneiits, by insurance or otherwise. Its objective is to prevent abuses 
in such plans, to give protection to the employee-beneficiaries and other 
participants in the plans, and the public—through disclosure. It is 
designed to place primary responsibility for the policing and i improving 
of these plans upon the participants themselves, with a minimum of 
interference in the natural development and operations of such plans; 
to leave to the States the detailed regulations relating to insurance, 
trusts, and other phases of their operations, and, through cooperation 
with the States by furnishing information on said plans, to assist them 
in this job; and to place the least possible burden upon the plans and 
upon the Federal Government. 

Section 1 designates the title of the act ““The Welfare and Pension 
Plans Disclosure Act.”’ 

Section 2 contains a statement of findings and policy. 

Section 3. Definitions 

Section 3 (a) defines 11 terms which are used generally throughout 
the bill. The terms “employee- welfare- benefit plan,” “employee- 
pension-benefit plan,” ‘ ‘employee organization,’ ’ “employer,” “em- 
ployee,” “participant,” and “beneficiary,” for the purpose of the act, 
when construed together, define the type of employee-benefit plans 
which are subject to the provisions of the act. 

S. Rept. 1440, 85-2———-4 
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Section 3 (a) (1) and 3 (a) (2) define ‘‘employee-welfare-benefit 
plans” and “employee-pension-benefit plans” to include any plan, 
fund, or program established by an employer, an employee organiza- 
tion, or by both (which is communicated, or its benefits dese ribed, ‘in 
writing” to the employees) for the purpose of providing such benefits 
for its participants or their beneficiaries. 

The subcommittee, in including the words, ‘‘in writing,’’ endeavored 
to eliminate informal or personal arrangements from the scope of the 
act and to confine coverage of the bill to plans which are formalized 
in some manner. Individual arrangements with executives for 
benefits are not contemplated as being covered by the bill. 

Section 3 (a) (3) defines the term ‘‘employee organization” as any 
labor union, or other organization of any kind or any agency or 
employee representation committee, association, group, or plan in 
which employees participate and which exists for the purpose, in whole 
or in part, of dealing with employers concerning an employee welfare or 
pension benefit plan or other matters incidental to employment relation- 
ship. However, it also includes employee-benefit associations that 
exist, in whole or in part, for the purpose of establishing an employee- 
benefit plan. 

Section 3 (a) (9) places the administration of the bill in the Depart- 
ment of Labor under the Secretary. 

Section 3 (b) provides that any two or more employee benefit plans 
shall be emus red related plans for the purposes of the act if they 
have common officers or administrators, cover employees of the same 
employer, or are otherwise established, operated, or administered on a 
common basis. This provision is included to prevent employee- 
benefit plans with common officers or other elements from being split 
up into various parts with the object of gaining the reporting exemp- 
tion of plans under 100 employees. 

Section 4. Coverage 

Section 4 (a) describes, on a jurisdictional basis, the plans to which 
the act will apply and section 4 (b), the plans to which the act shall 
not apply. 

Section 4 (a) (1) includes all plans which provide benefits for em- 
ployees aapare in two or more States. 

Section 4 (a) (2) includes plans in which some or all of the benefits 
thereunder are ithe .d by or through the facilities of an organizé ition 
having its principal office outside of the State of the principal office 
of the plan. 

Section 4 (a) (3) includes plans established or maintained by em- 
ployers engaged in commerce or in any industry or activity affecting 
commerce, or by e mplovee organize it ions \re pre se nting e mploye es in 
commerce or in any indust ry or activity affecting commerce. 

Section 4 (a) (4) includes plans where the income of such plan is 
claimed to be exempt from taxation under provisions of the Internal 
Revenue Code by reason of its nature or activities, or where the costs 
of or contributions to such plans are claimed as allowable deductions in 
computing income tax. 

Section 4 (b) (1) excludes Ee ins administered by the Federal Gov- 
ernment, State governments, or political subdivisions thereof. 

Section 4 (b) (2) excludes ine established and maintained for the 
purpose of complying with workmen’s compensation laws. 
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Section 4 (b) (3) excludes plans that are administered as a corollary 
to membership in a fraternal organization and plans of charitable or- 
ganizations exempt from taxation under section 501 (a) of the Internal 
Revenue Code and described in 501 (c) (8) and (ce) (3), respectively. 
Section 5. Registration 

The registration statement is for the purpose of obtaining sufficient 
information necessary for the Secretary to identify and classify plans 
for reporting purposes. 

Section 5 (a) requires that the person or persons having responsi- 
bility for the overall management of any employee w elfare or pension 
ye nefit plan except those exempted by the Secretary under section 

8 (b) alata to plans of less than 100 employees, shall register with 
the Department of Labor within 90 days after the promulgation by 
the Secretary of applicable regulations. The Secretary shall define 
the person or persons charged with the responsibility for the overall 
management of such plans. 

Section 5 (b) re quires — 

That the registration be in the form prescribed by the Secretary ; 

That it include the names and addresses of the person or 
persons having overall responsibility for the plan, and that the 
registration shall be signed by such persons and include their 
official positions with respect to the plan and their relationship, 
if any, to the employer or any employee organization; 

That it include the approximate number of people covered; 

That it include the type and scope of the plan—i. e., how it is 
administered, financed, and the benefits it purports to cover; 

That it state whether the plan is mentioned in a collective 
bargaining agreement; 

That there be included copies of the plan or bargaining agree- 
ment, or other instrument under which the plan was established ; 

That it include the identity of any organization through which 
benefits are provided; and 

That it include the date of the end of the calendar, policy, or 
fiscal year upon which the plan is based. 

The Secretary may require such other related data and information 
as he deems necessary to carry out the policy of the act. Amend- 
ments to the registration are required at such time and in such form 
as the Secretary may prescribe. 

Section 6. Reporting 

Section 6 (a) requires an annual report concerning all plans except 
as provided in section 8 (a) or (b) relating to plans of under 100 
employees. 

Section 6 (b) requires the annual report to be filed in the form 
prescribed by the Secretary of Labor, signed by the person or persons 
required to file it and to include certain information specified in the 
bill, together with such related data and information as the Secretary 
shall determine necessary to carry out the policy of the act. 

Section 6 (b) (1) requires 

The name, address and description of the plan; 

The schedule of benefits; 

The names, titles, and addresses of trustees and all persons 
charged with the overall management, their official positions with 
respect to the plan, their relationship, if any, to the employer 
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or to any employee organization, and any other offices, positions, 
or nee held by them. 

Section 6 (b) (2) requires 

The anaes contributed by the employer; 

The amount contributed by the employees; 

The amount of benefits paid or otherwise furnished; 

The number of employees covered; 

A detailed statement of assets, liabilities, receipts, disburse- 
ments, and other financial activities of the plan; 

The salaries or fees charged to the plan, to whom paid, in what 
amount, and for what purposes. 

This information is to be certified by an independent certified or 
licensed public accountant based on a comprehensive audit made on 
behalf of the participants and conducted in accordance with accepted 
standards of auditing. Such auditing requirements are not to be con- 
strued to include books or records of any bank, insurance company, 
or other institution providing insurance, investment, or related func- 
tions for the plan, if such records are regularly examined or subject 
to examination by any agency of Federal or State government. This 
does not mean that if an insurance company or bank has a plan of its 
own, the information required above would not have to be based upon 
such a certified audit. 

Section 6 (c) provides that if the benefits under the plan are provided 
by an insurance carrier or similar organization, the report shall also 
include the following, together with such related information as the 
Secretary shall deem necessary 

The premium rate or iii ‘ription charge, and total premiums 
or subscription charges paid to each such carrie ‘r, and the ap- 
proximate number of persons covered by each class of benefits; 

The total amount of premiums receive ‘d and the total amount of 
claims paid by the carrier; 

Dividends or retroactive rate adjustments; 

Commissions and administrative, service or other fees; 

Other specific acquisition costs paid by the carrier, except any 
routine fees not in excess of $50 paid in connection with determin- 
ing the eligibility of individuals for insurance or for receipt of 
benefits 

Any amounts held by the carrier to prov ide benefits after retire- 
ment and the remainder hel | by such carrier or thar insurance 
organization; 

The names and addresses of the broker, agents, or other persons 
to whom commissions or fees were paid, the amount paid to each, 
and for what purposes. 

If the carrier or other organization does not maintain separate 
accounts covering the specific groups it serves (such as Blue Cross or 
similar type organizations), in place of the information above specified, 
it shall include: 

A statement as to the basis of its premium rate or subscription 
charge, the total premiums or subscription charges received, and 
a copy of the financial report of the carrier or other organization, 

If such an organization incurred specific costs in connection 
with the acquisition of any particular plan or plans, a detailed 
statement of such costs. 

The carrier or other organization providing insurance or other 
benefits to the plan is required to certify to the persons having the 
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responsibility for the overall management of the plan, the required 
information within 90 days after the end of the policy year in order to 
enable such persons to comply with the requirement in the annual 
report. A copy of the insurance company’s certification shall accom- 
pany the report. 

The reason for not requiring the inclusion of routine fees not 
exceeding $50 paid in connection with determining eligibility of indi- 
viduals for insurance or the receipt of benefits is to eliminate the 
host of routine doctor fees or other small fees necessary in determining 
such eligibility. 

It should also be noted that the specifying of particular information 
to be filed in connection with annual reports is not to be construed as 
a standard of maximum information to be supplied by insurance 
companies or other agencies to their policyholders, or by the plan 
administrators to the e employee- beneficiaries 

Section 6 (d) provides that the details respecting funds held or 
invested by an employee-welfare plan shall be reported in the same 
manner as required of pension plans funded through a trust, as set 
forth in section 6 (e) (1) (except subpar. A): 

Section 6 (e) provides that reports on employee-pension plans shall 
include, in addition to the applicable information required by the 
foregoing provisions of section 6, the following, together with such 
additional related data and information as the Secretary shall deter- 
mine necessary. 

Section 6 (e) (1) provides that if a plan is funded through the 
medium of a trust, there shall be included— 

The type and basis of funding, actuarial assumptions used, 
the amount of current and past-service liability, the number of 
employees both retired and nonretired covered by the plan. 

(6) A summary statement showing the assets of the fund 
broken down by types, such as cash, investments in Government 
obligations, investments in non-Government bonds, investment 
in corporate stocks, ete. 

Such assets shall be valued on the basis regularly used in 
valuing the investments held in the fund and reported to the 
United States Treasury Department, if a statement of the assets 
of the fund is required to be filed annually with the United 
States Treasury Department, or shall be on such basis as is pre- 
scribed by the Secretary if such a statement is not so required 
to be filed with the United States Treasury Department. 

(c) A detailed list including information as to cost, present 
value, and percentage of the total fund of all investments in 
securities or properties of the employer and each party in interest. 

(d) A detailed list, including information as to the cost, present 
value and percentage of the total fund of all investments in a 
security or property, other than Government securities, if the 
cost or present value thereof, whichever is lower, exceeds 5 per- 
cent of the fund or $50,000, whichever is larger, or 10 percent of 
the current value of the outstanding securities or obligations of 
any one issuer. 

(e) A detailed list of all loans made to the employer or other 
party in interest. 

The trustee 4 certify to the accuracy of the investment portfolio. 

Section 6 (e) : If the plan is funded through the medium of a 
contract with an insurance carrier, the report must include— 
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The type and basis of funding, actuarial assumptions used in 
determining the payments under the contract; 

The amount of current and past-service liabilities based on the 
assumptions; 

The number of employees both retired and nonretired covered 
by the contract; and 

Except for benefits completely guaranteed by the carrier, the 
amount of all reserves accumulated under the plan. 

Section 6 (e) (3): If the retirement plan is unfunded, the report 
must include— 

The total benefits paid to retired employees for each of the 
past 5 years; 

The number of employees, both retired and nonretired, covered 
by the plan; 

Any actuarial assumptions or evaluations made during the last 
5-year period; 

“A statement reflec ting the average age and duration of employ- 
ment of the employees; 

The average salary or wage, as the benefits are related to salary 
or wages; and 

The average age of the retired employees for any one year 
during the last 5 years prior to filing the report. 

Section 6 (f): The Secretary may eliminate specific items of infor- 
mation required by section 6 if he finds them to be duplicative, un- 
informative, and not necessary in carrying out the objectives of the 
act. 

Section 7. Disclosure 

This section provides that disclosure of registration statements, 
annual reports, and other documents filed pursuant to the act are to 
be made to participants, beneficiaries, and other interested persons as 
follows: 

Section 7 (1): Copies of such documents would be available for 
examination in the public documents rooms of the Department of 
Labor. 

Section 7 (2): Copies would also be available upon request for ex- 
amination by any participant or beneficiary at the principal offices 
of the plan. 

The management of the plan shall provide a summary of the infor- 
mation contained in such reports or registration statements in such 
form as prescribed by the Secretary to each participant or beneficiary 
requesting it. (Also, see sec. 16 with respect to furnishing such infor- 
mation to State agencies. ) 


Section 8. Plans covering fewer than 100 employees 


Section 8 (a) provides that a report will not be required of plans 
covering fewer than 100 employees until the expiration of 2 years 
following - date of enactment of the act. 

Section 8 (b) gives the administering agency discretion to exempt 
such small isla from either registration or reporting, or both for any 
period of time, if the agency determines that compliance with these 
sections would be unduly burdensome to the plans or to the agency. 

Section 8 (c) provides that while such small plans may be exempt 
from compliance with registration or reporting requirements, the em- 
ployees of such plans have the right to obtain from the management 
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of the plans, upon request, the information as outlined in sections 5 
and 6 of the act, respecting their operation. These exemption and 
deferment provisions do not exempt these small plans from the other 
provisions of the act. 

Section 9. Advisory Council 

Section 9 (a) creates an Advisory Council of 13 members to be 
appointed by the Secretary of Labor in the following manner: 

one from insurance, 

one from corporate trustees, 

two from management, 

four from labor, 

two from other interested groups, and 

three representatives of the general public. 

The two members from ‘other interested groups” are included to 
permit representatives from such groups as Blue Cross, Blue Shield, 
actuaries, CPA associations, consultants, etc. 

Sections 9 (b), (c), and (d) describe the advisory functions of the 
Council, the manner in which the Secretary will furnish them assist- 
ance, and reimburse them for their time and travel expenses. 

Section 10. Powers of the Secretary 

Section 10 (a) authorizes the Secretary to prescribe necessary rules 
and regulations. 

Section 10 (b) authorizes the Secretary to utilize information ob- 
tained under the provisions of the act for statistical and research 
purposes and to publish the results as he deems appropriate. 

Section 10 (c) authorizes the Secretary to make such studies as he 
deems necessary to serve as a basis for making recommendations for 
further legislation. 

Section 10 (d) authorizes the Secretary to make such expenditures 
and appointments as necessary, subject to civil service laws. 

Section 10 (e) permits the administering agency to examine pertinent 
records of any employee-benefit plan, as deemed necessary. 

Section 11 directs the Secretary to cause studies to be made to 
determine the desirability and feasibility of— 

1. Establishing and requiring compliance with standards of 
conduct in matters concerning the management and operation 
of employee-benefit plans; and 

2. Creating authority to institute suits against persons guilty 

of gross misconduct or abuse of trust with respect to the man- 
agement of such plans. 


Section 12. Investigations and injunctions 


Section 12 (a) gives the Secretary of Labor authority to conduct 
investigations of violations and of any matters which he may deem 
necessary or proper to aid in enforcement or in prescribing rules and 
regulations, to take statements under oath and to publish information 
concerning violations, ete. 

Section 12 (b) authorizes the administering agency to require attend- 
ance of witnesses and the production of records pursuant to sections 
9 and 10 of the Federal Trade Commission Act, for the purpose of 
any investigation. 

Section 12 (c) and (d) authorizes the Secretary to bring injunctive 
action in the United States district courts to enjoin violations, and 
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the Attorney General to institute necessary investigations and crimi- 
nal proceedings. The United States district courts are also author- 
ized to enforce the act and to compel disclosure through proceedings 
by the Secretary. 

Section 13. Penalties 

Section 13 (a) provides a penalty of $5,000 fine, or 5 years’ imprison- 
ment, or both, for any person willfully violating or failing to comply 
with the act. 

Section 13 (b) provides the same penalty for any person who 
knowingly makes a false statement of a material fact or fails to dis- 
close a material fact in any report or other document or information 
required under the act. 

Section 13 (c) provides the same penalty for any person who will- 
fully makes a false entry in any book, record, report, or statement 
required by the act, or regulations thereunder with intent to injure, 
defraud, or deceive, or who willfully destroys such books, records, or 
statements. 

Section 13 (d) provides a $10,000 fine, or 5 years’ imprisonment, or 
both, for any person who embezzles, steals, or willfully abstracts or 
converts to his own use moneys or other property of any employee- 
benefit plan or any fund connected therewith. 

Sec oa 13 (e) provides a $5,000 fine, or 5 years’ imprisonment, 
both, for anyone who gives or receives a fee, commission, gift, or otlne 
thing of value with intent to have a decision or action concerning the 
operation of an employee-benefit plan influenced thereby. 


Section 14. Termination date 

Section 14 provides that the act shall be oes for 4 years from 
the date of enactment, and that on or before January 1 of each yeal 
the administering agency shall make a compre hensive re port to Con- 
gress and shall include recommendations as to the continuance, 
simplification, or modification of the act. 

Section 15. Cooperation with other Federal agencies 

Section 15 (a) provides that the heads of Federal agencies shall 
cooperate with the Secretary of Labor and furnish such information 
as may be necessary for the effective enforcement of the act; that 
there shall be an interchange of information between the various 
agencies, including the Internal Revenue Service. 

Section 15 (b) directs that the Secretary of Labor shall consult 
and cooperate with the heads of other departments and agencies of 
the Government with a view to developing standardized reporting 
forms to use in the reporting of information relating to employee- 
benefit plans, internal revenue laws, or other laws and regulations. 

Note.—The subcommittee believes that great economy can be effected 
by a real effort to standardize the various reporting requirements in this 
area. 


Section 16. Cooperation with States 

Section 16 (a) instructs the Secretary to cooperate with State 
agencies with a view to developing standardized forms and for the 
purpose of facilitating compliance with State and Federal laws and 
avoiding burdensome and unnecessary expense resulting from multi- 
plicity of filings. 
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Section 16 (b) instructs the Secretary that in order to assist States 
in discharging their responsibilities with respect to employee-benefit 
plans, he shall require the plans to file copies of reports and other 
documents with State agencies upon request. 

Section 16 (c) provides that multistate plans shall not be required, 
by reason of any State law, to file any information included within 
any registration, reporting, summary, or other document, filed pur- 
suant to this act with a State agency other than the State of their 
home office, if copies of such registration and report summaries or 
other document are filed by the plan management with the State 
agency, and if copies of such summary and other information are 
distributed to participants and beneficiaries in accordance with the 
requirements of any State law respecting the scope of distribution. 

This section is intended to prevent unnecessary duplication in filing 
forms under divergent State requirements and to permit a coordination 
between the Federal and State Governments in carrying out their respective 
obligations. 


Section 17. Effect of other laws 
This is the usual provision with respect to the effect of other laws. 
Section 18. Separability of provisions 


This section provides that if any provision of the act is held to be 
invalid, the remainder of the act shall not be affected. 








MINORITY AND SUPPLEMENTAL VIEWS 


The bill, S. 2888, which has been reported from the committee is 
unsatisfactory in its present form. The undersigned believe that this 
approach, which would subject all types of private employee benefit 
plans to disclosure: 

(a) Is contrary to the weight of the evidence presented; 

(6) Will make it difficult for the administeri ing agency to detect 
the evils which disclosure is intended to reveal; 

(c) Will create an unnecessary vast new Federal bureaucracy, 
the expense of which has been estimated as high as $100 million; 

(dq) Will deprive management, unions, and labor of the right 
to contract with respect to placing upon one party or the other 
the full responsibility and the burden of expense for the manage- 
ment of the fund; and 

(e) Will require employers to surrender to labor unions 
economic and bargaining power which should be negotiated 
through the normal channels of collective bargaining. 

Moreover, the disclosure approach of S. 2888 will not, as the 
majority implies, in any way ensure the adequacy of reserves for future 
pension benefits or change the rules governing employee entitlement 
to benefits of private welfare and pension plans. Disclosure is not 
regulation and should not be sold as such, particularly when, in another 
section of the report, the majority properly disclaims any ‘desire to 
get the Federal Government involved in the regulation of these plans.” 


DISTINCTIONS BETWEEN WELFARE AND PENSION PLANS 


There is a need to clarify the exact meaning of the language com- 
monly used to describe the different types of plans. The majority 
report fails to recognize the basic differences between pension and 
welfare plans. Pension plans involve long-term commitments and 
almost always the accumulation of substantial sums of money for 
the purpose. Welfare plans—providing sickness and accident, hospi- 
tal, surgical, and medical benefits, etc.—do not involve the acc ene 
tion of large reserves but merely the current collection and disburse- 
ment of moneys 


DISTINCTIONS BETWEEN FIXED COST PLANS AND LEVEL-OF-BENEFITS 
PLANS 


A major distinction must be drawn between level-of-benefits and 
fixed-cost plans. A fixed-cost plan, in contrast to a level-of-benefits 
plan, means any plan that has a limited cost to the employer. The 
predetermined fixed nature of the cost distinguishes such plans from 
the level-of-benefits plans where costs to the employer may vary. 
A fixed cost plan sets a fixed amount of contribution by the employer 
whether it is adequate to provide the anticipated benefits or not. If 
for any reason the contributions are inadequate, benefits to the workers 


34 





WELFARE AND PENSION PLANS DISCLOSURE ACT 35 


are reduced. A level-of-benefits plan sets a fixed amount of benefits to 
the workers. If the employer’s anticipated contribution is inadequate, 
the employer pays out more money—his costs vary—and the benefits 
to the workers remain fixed: they are not reduced. If these condi- 
tions are not present, then regardless of what the plan is called, it is 
not a true level-of-benefits plan and would not be exempted by the 
amendment that the undersigned propose. 

The essential difference when undue expenses occur is that in a 
fixed-cost plan such unanticipated expenses, lawful or otherwise, are 
met by reduction in worker benefits; in a level-of-benefits plan, they 
are met out of the employer’s pocket. Thus, in a level-of-benefits 
plan the employer has a monetary incentive to use the moneys honestly 
and economically, for otherwise it would be the same as stealing or 
wasting his own money. 

In the investigation made by the special subcommittee to con- 
sider welfare and pension plan legislation, and its predecessors, 
flagrant abuses were uncovered in the administration of a relatively 
few union-managed pension and welfare plans. Many abuses were 
found in those plans set up pursuant to the Taft -Hartley Act for the 
purpose of paying death, sickness, accident, hospital-medical, and 
retirement benefits. These are of the fixed-cost type. They are 
characterized by (a) contributions from employers to a separate trust 
fund on a basis not directly related to benefits (rather, they required 
payment of a certain number of cents per hour worked, or as a func- 
tion of production, or as a percentage of payroll) and (b) administra- 
tion by a board of trustees composed of union and management 
representatives under section 302 (c) of the Taft-Hartley law. 

An examination of the abuses which were disclosed indicates that 
there are specific characteristics which make some plans vulnerable to 
embezzlement and unfair dealing while other plans are inherently 
invulnereble to these same abuses. However, only 10 percent of all 
the private employee benefit plans in the United States have that 
combination of features which to a degree facilitate embezzlement 
and other abuses. The one characteristic common to all plans where 
abuses have been found was a fized cost contribution by the employer 
to a fund from which benefits are paid. Thus the diversion of these 
funds in an improper manner, or for excessive administrative ex- 
penses or otherwise, reduces the benefits to employees. 

The contention has been made that the failure to discover abuses in 
other areas of the pension and welfare field was due merely to the fact 
that the subcommittees which studied this question did not investi- 
gate in these areas. It is the view of the undersigned that the abuses 
discovered after 3 years of extensive investigations and hearings, were 
peculiar to the areas explored and could not possibly arise in these 
other areas. If the majority has any grounds for feeling that abuses 
are occurring or potentially could occur in other areas, they should 
recommit the bill to the full committee for further study of the 
situation. 

An extensive investigation made by the State of New York on the 
same subject carefully” pointed out the distinction between level-of- 
benefits plans and fixed-cost plans, and found that no abuses existed 
in connection with level-of-benefits plans and therefore excluded them 
from the recommended State law. 
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Where there have been dishonest administrators and those who 
engage in sharp practices, employee beneficiaries have suffered. There 
probably is sufficient law on our books to prosecute the dishonest. 
However, disclosure requirements applicable to these types of funds 

(fixed-cost plans) may help smoke out the dishonest and those who 
bers in unfair dealings. The scope of this remedial legislation 
should, therefore, be narrowed to the types of plans which lend them- 
selves to abuses by their nature. 


CONFUSION OF ISSUES BY MAJORITY 


The reasoning followed by the majority in reaching its recommenda- 
tion to include plans and funds of all types in the scope of the law is 
based upon several fundament: al misconceptions and confusion of 
issues. Four of the most important areas of confusion are the 
following: 

1. What is the basic purpose of the proposed legislation? The issue 
that gave rise to the hearings was the ev idence e of abuse and diversion 
of moneys to the detriment of beneficiaries. The undersigned feel 
that the basic purpose of the proposed legislation should be to help 
correct these abuses. This objective should not be confused with 
other objectives, mentioned hereafter, which have been considered 
and have apparently influenced the majority thinking. 

The two other objectives which the majority endeavors to include 
in the bill are (1) some method of assuring that the funds accumulated 
for future payment of pensions are adequate for the purpose, and (2) to 
give employees and their representatives the knowledge of the 
financial operations of these funds that they would like to have for 
the purpose of collective bargaining. 

The adequacy of funds accumulated under pension plans is a very 
important matter, but one which cannot be solved by mere disclosure. 
Whether there should be standards as to funding such plans is an 
entirely different question from that of whether there have been 
abuses in the handling of such funds. If there should be such stand- 
ards, it would require investigation and consideration of that subject 
by this committee. In any event, mere disclosure of the amounts set 
aside does nothing to guarantee adequacy of reserves for future pension 
benefits. Accordingly, the undersigned feel that in the first place the 
objective of assuring fund adequacy has not been studied by the 
committee and is not a proper one for this particular bill. In the second 
place, even if it were, the proposal for disclosure will not contribute 
materially to acc omplishing the objective. 

Where the employer, either on his own initiative or as a result of 
collective bargaining, agrees to provide a level-of-benefits plan, the 
question of whether employees or their representatives should have 
further information is one to be bargained between them. How the 
employer intends to meet this financial obligation, or how the financial 
operation of the fund is set up to pay the benefits, is a matter to be 
settled by the parties concerned—not granted by operation of law. 
It does not seem proper or practical to require an employer by law to 
disclose financial information where his only commitment to employees 
is to provide benefits—no more than a requirement that the employer 
disclose his ability to continue the payment of his employees’ wages. 

The majority fails to recognize the important distinctions be- 
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tween welfare and pension plans. The distinction between these two 
quite different types of plans has already been discussed. Portions of 
the bill that might be applicable to welfare plans are not applicable to 
pe a plans and vice versa. 

The majority completely confuses the difference between level- 
of-beulite plans and fixed-cost plans. As has already been indicated, 
these two types are fundamentally different. Under a level-of-benefits 
plan, where an employer or employ ee organization agrees to provide 
sufficient money to pay for a certain level of benefits, ‘with or without 
a fixed employee contribution, it is common for the employer or em- 
ployee organization to cover its obligation of guaranteed benefits 
with an insurance contract or to turn over adequate amounts to a 
corporate trustee. Plans of this nature have operated successfully 
for many years w ithout any of the abuses which have given rise to this 
committee’s investigation. 

Under the fixed-cost plan, where multi-employers are involved, one 
or more employers contribute a certain fixed amount of money, 
determined in cents per*hour, percentage of payroll, or some such 
similar manner, to an intermedis ary fund, which in turn provides the 
welfare or pension benefits through an insurance company, corporate 
trustee, or otherwise. It is these fixed-cost plans that the subcommittee 
hearings have shown to be especially susceptible to embezzelement, 
to: and other abuses. The former type is completely safe- 

guarded, not only because of the normal incentive of the employer 
or employee organization to keep its costs to a minimum, but because 
there is no intermediate third party between the employer or em- 
ployee organization and the insurance company, service organization, 
or corporate trustee, all of the latter being already adequately super- 
vised by State or Federal authorities. 

The majority confuses the clear distinction between these two 
types of plans by saying that even under a level-of-benefits plan, 
cost is an important conside ‘ration. There is no doubt about this, 
but the majority uses ‘‘cost”’ here to mean an estimated cost used in 
the planning stage to set a reasonable level of benefits and not the 
actual ultimate cost of benefits. The essential difference concerns 
ultimate costs. Under the fixed cost type the commitment is to 
pay only a certain amount and no more so that if there is any abuse 
or diversion of funds or any increase in costs, there is less money 
available to pay benefits to the employees. On the other hand, 
under a level-of-benefits plan, once the level of benefits has been 
determined—even if cost was an important consideration in the initial 
decision as to the level of benefits—then any increase in the cost of 
the benefits due to abuse or diversion of funds, even if they should 
occur, increases the ultimate cost of the plan to the employer. The 
benefits to the e mployees are not reduced. Hence the employer has 
every incentive to avoid any such abuse or diversion, and, even if he 
fails to do so, there is no direct loss to the employee beneficiaries. 

1. The fourth major confusion on the part of the majority is — 
they fail to distinguish between a contractual relationship and ¢ 
fiduciary relationship. Where an employer agrees with a labor or- 
ganization to create a trust and makes contributions thereto on be- 
half of his employees for welfare or pension benefits, the trustees of 
such fund are fiduciaries. 
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The Supreme Court has stated clearly the distinction between 
contractual and fiduciary relationships: 


A fiduciary relationship connotes a relation of trust as the 
basis of obligation of the one and of security for the protec- 
tion of the right of the other, rather than a basis of con- 
tractual provisions. It requires an element of confidence 
reposed by one in another without that limitation upon au- 
thority or accountability that contract terms impose, or 
without those exact limitations that are applicable in de- 
termining the rights and responsibilities of a creditor and 
debtor. Fiduciary relationship cannot exist in those in- 
stances * * * where the contract is resorted to in order that 
the exact rights and re sponsibilitie S may be defin itely defined. 
(Railway & Express Co. v. United States, 56 F. 2d 687). 
[Emphasis supplied.] 

Thus, by its very nature, the fiduciary relationship, namely, that 
of good faith as well as of legal obligation, #s not properly applicable 
to the contractual relationship. How one party to a contract decides 
to finance the commitments he has undertaken under the contract is 
not subject to accounting to the other party or parties to the contract 
in the same way as is customary in fiduciary relationships. 

Where an employer agrees to provide certain fixed level of benefits 
for his employees and, for example, purchases an insurance policy for 
this purpose, there is created a contractual relationship rather than a 
fiduciary one. Under such a contract if there is a failure to perform, 
the remedy lies in an action in the courts for breach of the contract and 
the measure of the injurv is money damages. 


ILLUSTRATIONS OF CONFUSED CONCLUSIONS BY MAJORITY 


A few of the many examples to illustrate these confusions in the 
majority report, together with misstatements of fact and incorrect 
conclusions from actual facts follow. 

The majority report states that investigations and studies have 
found abuses and weaknesses in “some’’ level-of-benefits plans but 
cites only one case which involved a bankrupt company. Employees 
are harmed by the insolvency of their employer in many ways, but 
S. 2888 provides no protection against that and was not designed to do 
so in spite of the tendency of the majority’s report to create a contrary 
impression. The majority report then goes on to conclude on this 
scant evidence that the weight of the evidence points to an urgent 
need for Federal disclosure statutes covering all types of plans. All 
meaningful cases of abuse and diversion of funds to the detriment of 
beneficiaries were found in the fixed-cost type of plan, not in the level- 
of-benefits type of plan. 

The majority, without a shred of supporting evidence, states that 
“the most serious single weakness’ in providing employee benefit 
plans “is not in the abuses and failings” such as diversion of funds 
to the detriment of beneficiaries, but ‘“Overshadowing these is the 
too frequent practice of withholding from * * * the employee 
beneficiaries, information * * *.”’ This makes a fetish of disclosure 
for disclosure’s sake and seems to mean that the majority believes it is 
a more serious weakness for an honestly run plan to fail to disclose 
facts to prove its honesty, than it is for a dishonestly run plan to 
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divert funds from its intended beneficiaries. The undersigned cannot 
believe that the majority accepts such a point of view. 

A final example of misleading presentation in the majority report is 
the table of termination of pension trusts during a 3 month’s period 
of 1957. Even a cursory analysis of the majority’s own table would 
indicate that in most cases these trusts were terminated merely to be 
replaced by other trusts with no loss to beneficiaries. Even in those 
cases where there might have been loss to beneficiaries, the majority 
fails to indicate how disclosure of the financial operation of the plans 
would have avoided the termination of the trust when a company 
went out of business. As a matter of fact, the majority report seems 
to imply that the provisions of S. 2888, had they been the law, would 
have prevented these terminations. 


ARGUMENTS AGAINST SWEEPING DISCLOSURE 


Leaving the area of the incorrect reasoning on the part of the 
majority, and attacking the problem on its merits, the main fault 
the undersigned finds in the majority’s proposals is in their insistence 
that the provisions of the proposed bill be applied uniformly to all 
kinds of plans, programs, and funds regardless of the inherently 
different characteristics of the various types of plans. The under- 
signed feels that more can be accomplished in this field by using a 
rifle instead of a double-barrelled shotgun. Accordingly, it is reeom- 
mended that the legislation be confined to those areas where abuse is 
inherently possible and where investigation has shown that the abuses 
have in fact existed. 

While the reasons already given show conclusively that there is no 
need to extend the scope of the proposed legislation to level-of- 
benefits plans because no abuses have been shown, the question has 
been asked as to what harm there is in including these plans in the 
scope of the bill. The answer is that a great deal of harm would 
result. A few of the reasons follow: 

(1) New Federal bureaucracy 

It has been estimated that level-of-benefits plans cover more 
than 90 percent of all employees covered by all forms of benefit 
programs, so that application of the proposed legislation to such 
plans would inordinately increase the paperwork involved, and the 
additional burden on the Government agency would be tremendous 
without corresponding public benefit. Although costs should not 
be the controlling factor in determining the need for legislation, 
there is no point in spending 10 times the amount necessary to accom- 
plish a given end. At a time when economy is even more important 
than usual in Government operations, why set up an agency many 
times larger than is really required to accomplish the objective of 
preventing abuses? 

It has been stated before the Senate Subcommittee on Welfare and 
Pension Fund Legislation that there are possibly 500,000 programs 
of all types in existence. Secretary of Labor Mitchell gave before 
the subcommittee what he termed a conservative estimate of a total 
of 250,000 plans which would be required to register if no exemption 
for smaller plans was made. Using this as a base he estimated that 
414 persons would have to be employed the first year and 285 in the 
succeeding years to handle the registration and analysis of the plans. 
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Put in other words 1 person would be employed, during the first year 
of operation for every 600 plans and in succeeding years 1 person for 
every 850 plans. 

By contrast, New York State during the first year of operation 
of its disclosure act has found it necessary to employ 1 person for 
every 22 plans. Applying this ratio to the number of plans envisaged 
as being required to register under S. 2888 (S. 2888 would exempt plans 
covering fewer than 100 employees only from annual reports and not 
from registration, and then only for a 2-year period) the required 
number of Federal employees would jump in the first year to 11,364. 
Using an average annual salary of $4,000 per employee, derived from 
Secretary Mite +hell’s estimates, the annual cost of the first year would 
be close to $45 million, an amount many times Secretary Mitchell’s 
estimate of $1.7 million, and also several times the SEC’s first year 
cost estimate, based on 250,000 plans (with critical analysis and 
examination by financial analysts, accountants, and attorneys limited 
to a sample of not more than 1 in 10 or 20) of $2.6 million. 

Even assuming that the much larger number of plans which would 
be filed under the Federal law would enable large economies of scale 
to occur, there is still likely to be a huge discrepancy between estimates 
and practice. Moreover, these figures cover only personnel costs 
and do not include the cost of providing space to house the employees 
and the cost of equipment and supplies needed to administer the law. 

Even if the number of plans required to report were reduced to 
40,000 by excluding cases under some minimum size, the adminis- 
trative agency would be required to review the reports from the 
90 percent whose financial structure is such as to make reporting un- 
necessary in order to search out the relatively few cases in the remain- 
ing 10 percent where abuses might exist. Such a dilution of the 
agency’s work, entirely aside from the extra expenses involved, could 
seriously impair its ability to find and investigate cases of actual abuse. 
In order to keep within practical limits the number of employee wel- 
fare and pension programs subject to reporting, the soundest method 
is to exclude level-of-benefit plans where the beneficiaries’ rights do 
not need whatever protection this type of legislation may afford. 


(2) Increased administrative costs 

The application of unnecessary reporting and disclosure require- 
ments to level-of-benefits plans would result in an increase in the cost 
of operating such plans which is unwarranted by any benefit accruing 
to the employee beneficiaries. 

John L. Lewis, for example, testified before the committee that 
the United Mine Workers unions located in New York spent more 
than $16,000 to comply initially with the New York State disclosure 
law. He further pointed out that 


the burden of spending so much money for the preparation 
of these increasing paper reports in New York gives us grave 
concern as to whether we can maintain some of those local 
welfare funds because of the expense * * *, 


(3) Collective bargaining 

Group insurance plans and employer pension plans have grown to 
their present important stature as a financial bulwark to millions of 
employees i in time of need, primarily on the level-of-benefits approach. 
The concept of paying : ae ain number of cents per hour into an 
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intermediary fund, to be administered by persons spending ‘“‘other 
peoples’ money” is relatively new, and is quite common in plans 
embracing the employees of a large number of employers bargaining 
together with one union. These are the ““Taft-Hartley” plans where 
the abuses have occurred. 

If disclosure legislation were to shift the bargaining emphasis 
away from the benefits to be provided for employees to the cost to 
the employer, it would seriously interfere with the bargaining relation- 
ships where a plan involves the employees of only one employer (as 
the vast majority of plans do). 

In the first place, most employees are more interested, and properly 
so, in the benefits they are entitled to and what they must pay to 
get them than they are in what the emplover pays. If the emphasis 
is switched from employee benefits to employer costs, the whole 
direction of the future development of employee benefits will undergo 
a radical change. 

Consider, for example, the complications faced by both the em- 
ployer and the unions in a case where all parties desire a uniform 
level-of-benefits program for all employees of the employer, but the 
cost for one group of the employer’s employees turns out to be 5 
cents per hour, while the identical program of benefits for another 
group of employees of the same employer costs 7 cents. This could 
arise because the second group had a higher average age, or was 
located in an area where hospital and ‘sanilie al costs were higher, or 
for many other reasons. 

If the uniform plan were adopted, and the employer’s cost were 
disclosed, would there not be understandable pressure on behalf of 
the first group of employees to have the employer provide them with 
benefits costing the same 7 cents as the employer is paying for the 
other group? And, if the employer did so, would not the second 
group of employees want the higher benefits thus provided for the 
first group, despite the fact that such benefits will cost more than 
7 cents for the second group? 

As another example, consider the problems involved where a 
pattern of benefits has been set in an industry or area, and an employer 
and union try to fit the same pattern of benefits into the same number 
of cents per hour as is paid by the pattern setter. 

Finally, it is important to remember that millions of employees are 
covered under plans that are not subject to collective bargaining, and 
in such cases the cents-per-hour type of fund is hardly likely to be 
appropriate. 

Having in mind these and similar problems, is it not probable that, 
if the emphasis is changed from employee benefits to employer costs, 
it will undermine the very foundation of the successful operation of 
these employee-welfare plans, which is the principle of averaging costs 
over a large number of employees so as to provide uniform benefits? 
[t would be unfortunate if efforts to eliminate abuses in one type of 
plan resulted in transferring the risks of higher costs due to unfavorable 
claim experience or high administrative expenses from employers to 
employees, and a slowing up of the rapid progress that has been made 
and is currently going on in this important field of employee benefits. 
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ENCOURAGES FINANCIAL UNSOUNDNESS 


If an employer were to be required to disclose his costs of a level- 
of-benefits pension plan, he would be discouraged from financing it 
on a conservative basis. Large reserves are automatically built up 
under a soundly financed pension plan, and there could be tremendous 
pressures to increase the benefits at no increase in current costs, merely 
by dipping into reserves for future benefits—especially the ‘“‘accrued 
liability’”’ portion. Yielding to such pressures could well undermine 
the future solvency of the plan and result in reduced benefits and 
serious disappointment and hardship to retired employees. 


CREATES INVESTMENT PROBLEMS 


If disclosure is to be made of the volume and distribution of invest- 
ments of level-of-benefits pension plans, tremendous pressures would 
be inevitable for parties other than those responsible for providing the 
benefits to have a voice in the types of investments to be made, the 
rate of funding, etc. Those responsible for the investing of funds 
should have as their only objective the security of the funds and the 
maximum yield consistent with such security, in the interest of maxi- 
mum protection to the employee beneficiaries. If the funds were to 
be invested in so-called ‘socially desirable” forms of investment, it 
would be axiomatic that (1) either costs would increase or (2) the 
protection of the beneficiaries would be impaired. If this were not the 
case, those presently responsible for investing the funds would be 
only too glad to invest in the so-called “socially desirable’ forms of 
investment. In this regard, consider statements, for example, by 
David Dubinsky, of the International Ladies Garment Workers 
Union, to the effect that union welfare funds should be invested in 
socially desirable projects such as low-cost housing. In other words, 
such a proposal endeavors to use the funds set aside for the future 
protection of employees for contradictory purposes. Even if it should 
be considered desirable to place such additional power in the hands of 
parties not directly responsible for fulfilling the benefits promised, 
this should be done as a result of conscious legislative policy, after full 
debate on its merits, and not as an accidental result of disclosure 
legislation primarily designed for the entirely different purpose of pre- 
venting abuse or diversion of ‘‘funds” to the detriment of beneficiaries. 


STATE LEGISLATION 


Six States have already passed laws on this general subject of em- 
ployee welfare and pension funds, and other States are actively con- 
sidering legislation. Most of these States have restricted the scope 
of their laws to the areas of abuse. 

The President has established a Cabinet Committee to work with 
a committee of governors in returning to the States those areas of 
government activity that are traditionally and properly the concern 
of the States. Regulation of banking and insurance certainly falls 
within the category of traditional State responsibility. The under- 
signed are, therefore, hesitant to further complicate the work of the 
President’s Committee unnecessarily. 





WELFARE AND PENSION PLANS DISCLOSURE ACT 43 


DISCLOSURE OF CONFIDENTIAL DATA UNDESIRABLE 


{ach insurance company makes reports covering the operations of 
the company to its own State insurance department. Unless there 
is a compelling reason to require disclosure on individual policies—as 
there may well be in the case of policies issued where there are inter- 
mediary funds established under fixed-cents-per-hour plans—there 
seems to be no good reason for requiring insurance companies to dis- 
close the competitive details of their business. No other industries 
are asked to disclose their selling and distribution costs, reserves for 
depreciation, surplus, etc., on each individual sale to all their cus- 
tomers and competitors. This is not to be taken to mean that these 
costs should not be regulated—they should be, at the State level. 


RECOMMENDATIONS 


Accordingly, it seems to be incontrovertible that more harm than 
good would result from applying all the provisions of the proposed 
legislation indiscriminately to all types of plans. In order to exclude 
from the scope of the act the fixed level-of-benefit plans which should 
be excluded, the undersigned recommend adding a new subparagraph 
(4) to section 4 (b) of S. 2888 reading as follows: 


(4) Such plan is an employee welfare or pension benefit 
plan established by an employer or by an employee organiza- 
tion or both on a “level-of-benefits’”’ basis. A plan shall be 
deemed to be established on a “level-of-benefits”’ basis if (i) 
it provides for a specified predetermined level or levels of 
benefits for its participants or beneficiaries, (ii) the rate of 
employees’ contributions, if any, toward the cost of the bene- 
fits is predetermined, and (iil) the employer or employee 
organization or both are obligated to make contributions 
over and above such employee contributions, if any, to 
provide the agreed benefits, provided, however, that no em- 
ployee welfare or pension benefit plan shall be deemed to be 
established on a “‘level-of-benefits” basis, if the employer or 
employee organization contributions are specified in the plan 
in terms other than the amount of such benefits such as, but 
not limited to, number of participants, number of hours 
worked, units of production or percentage of compensation. 


To recognize this change in the scope of the legislation, the under- 
signed recommend that section 2 of S. 2888 under the heading ‘‘Find- 
ings and Policy’”’ be deleted and peers with the following sections 1 
and 2 patterned primarily after S. 2137 in the 85th Congress. A 
minor change is also suggested in a enacting clause, 


Be it enacted by the Senate and House of Representatives of 
the United States of America in Congress assembled, That this 
Act may be cited as the ‘‘Welfare and Pension Plans Act of 
1958.”’ 

FINDINGS AND POLICY 

Sec. 1. The Congress finds that: 


(a) The present provisions of the Labor-Management 
Relations Act of 1947 do not provide for adequate reporting 


“3 
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of information on employee welfare and pension benefit 
plans. 

‘b) Investigation of existing employee welfare and pen- 
sion benefit plans has revealed malpractice in a number of 
such plans which have been established on a “cents-per- 
hour,” percentage of payroll, or similar basis. 

(c) These oe constitute an important factor in present- 
day industrial relations, and their integrity and proper ad- 
ministration is essential to the welfare of the people of these 
United States. 

(d) It is essential in the interests of the employer, the ben- 
eficiary, and the general welfare, as well as interstate com- 
merce that registration, reporting, and disclosure be made as 
hereafter set out. 

(e) Proper steps should be taken by the United States to 
protect the various parties at interest in such funds by 
proper reporting and disclosure requirements which shall not 
discourage nor limit the growth thereof. 

Sec. 2. The Congress finds that it is hereby declared to be 
the policy of this Act to promote the general welfare, to 
afford protection to the beneficiaries, and to insure the 
orderly management of employee and welfare benefit funds 
as described hereunder, by the registration, reporting, and 
disclosure of various activities of such funds as hereinafter 
set forth. 


GorRDON ALLOTT. 





SUPPLEMENTAL VIEWS OF SENATOR PURTELL 


I support the recommendation contained in the supplemental views 
filed by Senator Allott. Furthermore, it should be more clearly 
pointed out that this bill does not in fact regulate in any way any 
of the welfare and pension plans covered under this proposal. 

I therefore reserve the right to support or propose amendments 
which would more effectively safeguard the rights of employees cov- 
ered by welfare and pension benefit plans. 


W. A. PurTetu. 
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SEPARATE SUPPLEMENTAL VIEWS 


I concur in the minority and supplemental views of Senator Allott 
concerning S. 2888. There is an additional type of plan presently in 
operation, which is erroneously treated in the majority report. 

I refer specifically to the trustee pension plan qualified for deductible 
tax treatment under section 401 of the Internal Revenue Code. To 
qualify for tax benefits under such a plan, the trust thus established 
must meet the following requirements: 

(a) It must be impossible under the trust instrument to use or 
divert the funds for purposes other than the exclusive benefit of em- 
plovees or their beneficiaries. 

(6) The trust must provide benefits which are not discriminatory 
in favor of employees who are officers, shareholders, supervisors, or 
highly compensated employees. 

The contributions to the plan must not discriminate in favor of 

the persons described in the preceding sentence. 

(qd) To maintain its qualification, the trust must not engage in 
so-called prohibited transactions, described in section 503 (ce) of the 
Internal Revenue Code. This section provides as follows: 

“(c) PROHIBITED TRANSACTIONS.—For the purpose of this 
section, the term ‘prohibited transaction’ means any trans- 
action in which an organization subject to the provisions of 
this section— 

“(1) lends any part of its income or corpus, without the 

receipt of adequate security and a reasonable rate of 

interest, to; 

‘““(2) pays any compensation, in excess of a reasonable 

allowance for salaries or other compensation for per- 

sonal services actually rendered, to; 

“(3) makes any part of its services available on a prefer- 

ential basis to; 

‘(4) makes any substantial purchase of securities or 

any other property for more than adequate consideration 

in money or money’s worth, from; 

“(5) sells any substantial part of its securities or other 

property, for less than an adequate consideration in 

money or money’s worth, to; or 

“(6§) engages in any other transaction which results in 

a substantial diversion of its income or corpus to; 
the creator of such organization (if a trust); a person who 
has made a substantial contribution to such organization; a 
member of the family (as defined in section 267 (c) (4)) of an 
individual who is the creator of such trust or who has made a 
substantial contribution to such organization; or a corpora- 
tion controlled by such creator or person through the owner- 
ship, directly or indirectly, of 50 percent or more of the total 
combined voting power of all classes of stock entitled to vote 
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or 50 percent or more of the total value of shares of all classes 
of stock of the corporation.” 

The policing of these provisions is covered by section 1.404 (a)-2, 
Treasury Department Regulations. Initial and annual reporting 
thus required is at least as detailed as would be required by S. 2888. 
In spite of numerous investigations of these plans at the State and 
local levels, not one instance of embezzlement or of wrongful diversion 
of funds for personal purposes has been found. There is good reason 
to believe that none will ever be found, since it would be detrimental 
to the employer’s interest, even assuming it were possible to steal from 
such funds. He would merely be taking funds which would, by law, 
be required to be repaid with the stringent penalties of loss of deduct- 
ibility of not only the contribution but, also, the interest of funds 
previously accumulated. This is a far greater penalty than specified 
by S. 2888. 

The same objectives with regard to this type of plan would be ac- 
complished at no additional cost to the taxpayers with the addition of 
a single amendment to section 4 (b) of S. 2888, as follows: 


(5) such plan is exempt from taxation under section 501 (a) 
of the Internal Revenue Code of 1954 as meeting the require- 
ments of section 401 (a) of such code or is a qualified plan to 
which employer contributions are deductible in accordance 
with section 404 of such code. 

Barry GOLDWATER. 








SUPPLEMENTAL VIEWS OF SENATOR 
H. ALEXANDER SMITH 


I voted to report S. 2888 favorably after the committee had rejected 
a substitute bill, S. 3443, sponsored by Senator Allott, and an amend- 
ment to S. 2888, sponsored by Senator Goldwater. Both the Allott 
bill and the Goldwater amendment, which I supported, were designed 
to exclude certain types of benefit plans from coverage (Allott bill) or 
from the detailed reporting required under section 6 of S. 2888 (Gold- 
water amendment). 

I am concerned with the possible consequences of the ‘‘across-the- 
board” coverage of S. 2888, which does not take into consideration 
some of the crucial differences between the various types of benefit 
plans. 

In voting to report S. 2888 favorably, I reserved the right to support 
on the floor the provisions of S. 3443 or amendments to S. 2888 which 
might be proposed for the purpose of excluding certain types of benefit 
plans from the reporting requirements of section 6 of S. 2888. 

H. ALEXANDER SMITH. 
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SUPPLEMENTAL VIEWS OF SENATOR 
THURMOND 


There is no question but that legislation is necessary to protect the 
interest of the workingman beneficiary of pension and welfare plans. 
There is a question in my mind as to whether S. 2888 is the best 
approach to the problem. I, therefore, reserve my rights to support 
any amendment offered on the floor which, in my opinion, would 
improve the operation of the bill. 

Strom THURMOND. 


49 
O 








—~ DEPOSITED RY THE 
UNITED 8] “ 


85TH CONGRESS REPORT 
2d Session } SENATE {No 1441 


MERGERS AND CONCENTRATION IN 
THE TRUCKING INDUSTRY 


REPORT 


OF THE 
SELECT COMMITTEE ON SMALL BUSINESS 
UNITED STATES SENATE 
TOGETHER WITH 


MINORITY VIEWS OF 
MR. SCHOEPPEL AND MR. GOLDWATER 


APRIL 21, 1958.—Ordered to be printed 


UNITED STATES 
GOVERNMENT PRINTING OFFICE 
WASHINGTON : 1958 








SELECT COMMITTEE ON SMALL BUSINESS 


(Created pursuant to S. Res. 58, 81st Cong.) 


JOHN SPARKMAN, Alabama, Chairman 


RUSSELL B. LONG, Louisiana 
HUBERT H. HUMPHREY, Minnesota 
GEORGE A. SMATHERS, Florida 
WAYNE MORSE, Oregon 

ALAN BIBLE, Nevada 

WILLIAM E. PROXMIRE, Wisconsin 


EDWARD J. THYE, Minnesota 
LEVERETT SALTONSTALL, Massachusetts 


ANDREW F. SCHOEPPEL, Kansas 


BARRY GOLDWATER, Arizona 


THOMAS H. KUCHEL, California 


JACOB K. JAVITS, New York 


WALTER B. Stu ts, Staff Director 





CONTENTS 





I. Introduction 
I. Committee hearings ‘ a fee choo ice 
[. A policy on mergers and concentration in the trucking industry - , 
Section A. The need for statistical information on mergers and 
concentration. ; ; pena ce ea 
Section B. The doctrine of primary jurisdiction and the need 
for participation by the Department of Justice- 
Section C. A basic policy on mergers and concentration_- 
IV. Conclusions and recommendations ; 
Letter from Senator Schoeppel Bahay — eee 
Minority views of Senators Andrew F. Schoeppel and Barry Goldwater___ 


I 
I] 


Tit 


Page 


One 


_~ Ww 


- 


oo 


10 





85TH CoNGRESS SENATE REPORT 
2d Session No. 1441 











MERGERS AND CONCENTRATION IN THE TRUCKING 
INDUSTRY 





Aprit 21, 1958.—Ordered to be printed 





Mr. SparKMAN, from the Select Committee on Small Business, 
submitted the following 


REPORT 
Together with 
MINORITY VIEWS 


Il. INTRODUCTION 


Among your committee’s functions and responsibilities, one of the 
most important is that of keeping a watchful eye on the regulatory 
agencies, commissions, and boards of the executive branch of the 
Federal Government with a view to detecting or investigating any 
instances of discrimination by such regulatory bodies against the 
small-business segments of the regulated industries. 

In keeping with this important responsibility, your committee, 
acting upon complaints received from small truckers and shippers, in 
the fall of 1955 conducted a study of the administration of the Motor 
Carrier Act of 1935 by the Interstate Commerce Commission.! In 
March of 1956, the committee issued (together with minority views 
of one member of the committee) a report generally critica tof the 
manner in which the Interstate Commerce Commission had exercised 
its authority under the Motor Carrier Act.? The burden of the report 
was that the ICC had generally favored the large carriers and had 
tended to deal too harshly with the smaller truckers under its jurisdic- 
tion. One specific finding of the committee was that— 


The recent growth of Commission-sanctioned mergers in the 
trucking field has placed smaller trucking concerns at an 
increasing disadvantage.* 


1 See hearings: ICC Administration of the Motor Carrier Act, Senate Small Business Committee, 84th 
Cong., Ist sess. (November 30, December 1 and 2, 1955). 

2 Competition, Regulation, and the Public Interest in the Motor Carrier Industry, 84th Cong., 2d sess. 
S. Rept. 1693 (1956). 

3 Ibid., p. 27. 
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This particular conclusion of the majority was challenged in the 
minority views on the ground that— 


There is no factual basis in the record for the implications 
which are made by the majority in their report that the 
mergers approved by the Commission place smaller trucking 
concerns at an increasing disadvantage.‘ 


Your committee sought statistics on mergers and any change in the 
concentration of control of the truc king Cae that may have re- 
sulted from such mergers. It became clear that such statistics and 
any analysis of them were not available. The committee decided, 
therefore, that a useful function would be served by making a study 
of the subject. Accordingly, the committee engaged two economists 
for the study.’ With the full cooperation of the ICC, the staff con- 
sultants were given access to the records of the Commission. On the 
basis of their study, the two economists concluded generally that the 
ICC did not have a considered and consistent policy toward mergers 
in the trucking industry, that the mergers of large carriers were more 
readily approv ved than were mergers of small truckers, and that there 
had been an increase in the concentration of control of the total truck- 
ing business between the years 1950 and 1956. 


Il. Commitrer HEARINGS 


After the consultants completed their study, the committee held 
public hearings on July 1, 2, 11, and 12, 1957, to receive from the 
authors a brief summary of their findings, to permit spokesmen for 
the ICC to present their views on the report, and to have a panel 
discussion by the authors, ICC representatives, and members of the 
committee on the issues raised by the staff study.® 

During the hearings, inaccuracies in the staff report and areas 
requiring further treatment were pointed out. As a result, the 
authors revised the staff document and it was then printed as an 
appendix to the printed record of the hearings.’ 

In the following pages, your committee will discuss four major 
subjects presented “by the staff study and by the hearings themselves. 
Without accepting as its own all of the data collated by its staff, the 
committee can, nonetheless, comment upon these general situations. 
Not to do so, would, in the opinion of your committee, constitute the 
overlooking of important questions of public policy. 


‘ Tbid., p. 31. 
§ Dr. Walter Adams, professor of economics, Michigan State University, and Dr. James B. Hendry 
assistant professor of economics, Michigan State University. 
6 Hearings: Trucking Mergers and Concentration, Senate Small Business Committee, 85th Cong., Ist 
sess. (July 1, 2, 11, and 12, 1957). 
7 Hearings, pp. 211-384. 
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Ill. A Poticy on MERGERS AND CONCENTRATION IN THE TRUCKING 
INDUSTRY 


SECTION A. THE NEED FOR STATISTICAL INFORMATION ON MERGERS AND 
CONCENTRATION 


The basic purpose of the staff study, as indicated by the authors, 
was to review the actions of the Interstate Commerce Commission in 
considering applications for mergers by motor carriers under section 
5 of the Interstate Commerce Act and to determine what changes, if 
any, in the concentration of control of the trucking business had 
occurred during the period 1950-56. 

Testimony received at the hearings held by your committee on the 
staff report makes it clear that the statistics presented in the report 
are subject to challenge and that there are varying interpretations 
that can be placed upon data set forth therein. Nevertheless, it is 
the committee’s view that it is desirable—if not absolutely essential— 
that records be kept of merger applications and their disposition by 
the Commission and the courts, and of the concentration of control 
in the trucking industry. This information should be available for 
the use of the Commission, the appropriate committees of the Con- 
gress, students of the industry, and to the public generally. 

This committee cannot agree with the representatives of the ICC 
that the information contained in this report is useless and should not 
have been assembled. To the contrary, your committee urges the 
ICC to compile such information routinely on an annual basis. 
Your committee believes that the ICC should keep a cumulative 
record of mergers in the trucking industry and the extent to which 
concentration of control of the industr y is developing. The testimony 
on this point shows a need for such study by the ICC, since the 
Commission Chairman said there should be more concentration in 
the trucking industry, thus implying the need for some measurement 
of concentration data. 

Spokesmen for the Commission present at the hearings claimed 
that the data used by the authors of the staff study were likely to be 
misleading, because the raw data used by the authors in tabulating 
concentration indexes had been obtained by the Commission for other 
purposes. Without attempting to conduct a point-by-point evalu- 
ation of the statistical techniques used by the staff-study authors, 
it is the committee’s recommendation that the Commission accumulate 
the basic information necessary for this express purpose if, as a matter 
of practical fact, the information used in preparing the staff study 
was in any manner inaccurate or misleading. The presentation of 
such data and an analysis of them should be a regular part of the 
ICC’s annual report. Your committee believes it is essential that 
an agency charged with the responsibility of regulating an industry 
have available to it sufficient statistical data to illuminate all aspects 
of the industry. 

Although the staff study was directed wholly at section 5 mergers, 
the authors included data on mergers filed under section 212 (b) in the 
revised version of their report. Under this section of the Interstate 
Commerce Act, provision is made for the small carriers (less than 
20 vehicles in the proposed combination) to consolidate under simpli- 
fied procedures. The Commission provided data showing that, over 
the period under study, it had granted approval for 90 percent of 
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these section 212 (b) mergers. While it is apparent that the provisions 
of this section are valuable to the small carriers, your committee 
believes that these are not as mata significant as section 5 
mergers covering larger carriers, which are likely to have more impact 
on competition. 


SECTION B. THE DOCTRINE OF PRIMARY JURISDICTION AND THE NEED 
FOR PARTICIPATION BY THE DEPARTMENT OF JUSTICE 


One facet of the control of monopolistic practices and tendencies of 
companies within industries regulated by Federal agencies is the 
doctrine developed by the courts known as primary jurisdiction.’ 
Briefly, this doctrine holds that in the case of regulated industries the 
courts will not undertake to determine whether practices allegedly 
violative of the antitrust laws are illegal until the regulatory agency 
has first passed on the issue. ‘The difficulty lies in accommodating the 
antitrust laws to the control functions imposed on regulatory agencies 
by the statutes creating them. The courts have said in effect that the 
principles of uniformity of treatment within industries and considera- 
tion by an expert body require the agency in the first instance to decide 
whether the practice or proposed practice in question violates the 
regulatory statute and, if not, whether it should be approved by the 
agency. The courts still retain the right and the obligation to con- 
sider complaints by the Government. or aggrieved parties to the 
agency action. 

In this situation, the Department of Justice should intervene when 
it considers such action necessary in the public interest. In addition, 
the ICC should make sure that an adequate record is made, if not 
by the interested parties themselves, then through the presentation of 
testimony by its own staff. Consistency with the public interest 
cannot be assumed because of lack of opposition, but must be estab- 
lished by competent testimony. 

The Department of Justice can, and has, intervened in agency 
proceedings when in its judgment approval is sought for activities 
violative of antitrust laws. Further, the Justice Department can 
carry to the courts any disagreement it may have with the regulatory 
agency. This committee recognizes also that the Interstate Commerce 
Commission and all of the other regulatory agencies have a respon- 
sibility to adhere to the language and to the spirit of the antimonopoly 
legislation presently in effect. 

“Although this committee does not at this time question the wisdom 
of the applic ation of the doctrine of primary jurisdiction of adminis- 
trative agencies, it is concerned over the apparent refusal or failure 
of some agencies to give proper consideration and weight to the 
monopolistic factors involved in the decisions they are called upon 
to render. Your committee, therefore, urges that each of the regula- 
tory agencies, including the Interstate Commerce Commission, as a 
matter of internal operating procedure should notify the Department 
of Justice of all actions pending before it which might have a tendency 
to foster monopoly or injure competition. 

There need be no undue delay involved in following this recom- 
mendation, since the ICC should feel free to assume that the Justice 

8 This doctrine is discussed in a staff report to Subcommittee No. 5 of the House Judiciary Committee 


entitled “Judicial Doctrine of Primary Jurisdiction as Applied in Antitrust Suits,’’ House Committee 
Print (October 15, 1956). 
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or 


Department has no interest in the proceeding unless it acts within a 
short, specified time. In all probability the great bulk of cases re- 
ferred to the Justice Department would not be cause for “monopoly 
alarm’’; in those few cases in which the Department expressed interest, 
it would seem to your committee that the administrative agency would 
welcome the intervention of the Department of Justice. Of course, 
the Commission would retain the right to exercise its independent 
judgment in disposing of the cases, and the Justice Department 
would still be free to contest the agency’s decisions in court. 

It should be pointed out that some administrative agencies have 
already, on their own initiative, adopted this procedure and that no 
legislation is required, such action being clearly within the adminis- 
trative authority of the agency. This does not mean, of course, that 
such procedures could not be required by legislation if Congress should 
feel it necessary to spell out the procedural requirement in explicit 
terms. 


SECTION C. A BASIC POLICY ON MERGERS AND CONCENTRATION 


Having discussed (1) the need for accurate measurements of merger 
activity and concentration in the industry; and (2) the desirability of 
intervention by the Department of Jusiice in agency matters affected 
by the antitrust laws, it is appropriate to consider what policy should 
be employed by the Interstate Commerce Commission in considering 
applications for mergers under section 5 of the Interstate Commerce 
Act and what actions, if any, should be taken to control or modify 
the level of concentration. 

1. The national transportation policy.—The prime responsibility of 
the ICC is to implement the national transportation policy as enunci- 
ated by Congress in the Transportation Act of 1940. This policy, 
striving for the development of a strong national transportation system 
capable of meeting the commercial needs and the defense requirements 
of the Nation, calls for, among other things, recognition and preserva- 
tion of the inherent advantages of each mode of transportation, 
promotion of sound economic conditions in the industry, and establish- 
ment of reasonable transportation charges without “unfair or destruc- 
tive competitive practices.”’ This committee has no quarrel with 
these objectives, nor does it believe that the [CC questions them. As 
iS freque iliy the case, the difficulty rests with the day-to-day imple- 
mentation of these policies and establishme ni of pri neiples and pro 
cedural practices necessary to carry out the basic polic: y. 

In this connection, one of the major issues debated during the 
hearings was the role of compe tition in the true ‘king i dustry. ae 
staff consultants were convinced that more vigorous competitio1 
among carriers would bring better service at lower rates to the shipping r 
public. The ICC representatives appeared concerned lest “cut- 
throat competition” would return the industry to the chaos which 
originally inspired regulation. Your committee recognizes the logic 
and reasonableness of the congressional mandate to eliminate des- 
tructive and ruinous competitive practices. And yet, it seems that 
there is equal danger to the public in reducing or impairing competi- 
tion which might be characterized as “wholesome” or “desirable.”’ 

This committee reaffirms its faith in the effectiveness of competition 
in providing better service to the public at the lowest possible cost. 


S. Rept. 1441, 85-2———2 
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It believes that the impact upon competition is &@ most significant 
factor, that merits consideration by the ICC in any application for 
merger. 

Mergers, generally and in the trucking industry—This committee 
has maintained a continuing interest in the merger and acquisition 
activity in American industry and has frequently expressed concern 
at the recent trend toward increased activity in these fields. Although 
the committee recognizes that every merger may not impair competi- 
tion and be inimical to the interest of small business, it feels that the 
practice of merging companies and acquiring companies is a commonly 
used technique for eliminating or reducing competition and concen- 
trating control of certain industries in the hands of a few dominant 
companies. 

When examination discloses that a proposed merger or acquisition 
is not competitively significant, this committee will normally find 
such action unobjectionable. And, in fact, there are many instances, 
particularly in the case of small businesses, where merger is the only 
possible hope of survival and where competition may be increased as 
a result of merger. Otherwise, the situation should be studied care- 
fully in accordance with the policy of the Department of Justice to 
scrutinize business mergers. The burden should be on the proponents 
of the merger to demonstrate that it is not going to reduce com- 
petition, or, if it is, that the evils of diminished competition are out- 
weighed by the benefits of the merger. In the case of regulatory 
agencies, including the ICC, which are ‘empowered to approve such 
mergers, there is a corresponding burden to assure themselves that 
the proposed action is in the public interest. 

Obviously, the determination of whether a proposed merger or 
acquisition is consistent with the public interest is a value judgment 
that has to be made by someone, and this committee is satisfied that 
the regulatory agency is the appropriate body to make the initial 
determination. It is proper, however, to emphasize the responsibility 
imposed on the agency by this procedureal arrangement and to notice 
the criticisms of those serious students of agency action who claim 
that insufficient regard has been paid to the aspect of competition in 
deciding specific cases. Nor is it sufficient answer to say that the 
Department of Justice can always take the case to court. Aside 
from the practical problems of getting a court to reverse a regulatory 
agency, the expense and inconvenience of prosecuting cases in the 
courts, and the impact on the public during the pendency of such 
actions, the agencies have an obligation to administer their statute 
in a manner consistent with the antitrust and other laws of general 
applicability. Your committee believes this obligation should not be 
taken lightly. 

3. Concentration in the trucking industry.—The Chairman of the 
Interstate Commerce Commission testified, in response to a question 
about how far concentration should be allowed to go in the trucking 
industry before the ICC began to consider monopolistic aspects: 


Well, certainly a lot of further than it has gone. While 
there obviously has been a certain amount of concentration, 
in my personal opinion, there hasn’t been enough concen- 
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tration. We need more concentration than has occurred if 
we are going to have a healthy, vigorous motor-carrier 
industry.® 


The data provided by the ICC and contained in the staff report 
back the Commissioner’s assumption that the larger truck companies 
have increased their share of total revenues.’ Although mergers and 
consolidations may be only one factor contributing to this result, the 
situation warrants close study and attention by the ICC. 

These figures are readily available to the Commission and it is 
difficult to understand how any regulatory agency can claim expertise 
without knowing the true nature of the industry over which it ex- 
ercises control. 

At the same time, the committee’s staff study and hearings brought 
forth concrete evidence that there exists no definite evidence on the 
correlation between size and efficiency of motor carriers. While at 
times, the representatives of the ICC seemed to equate better and 
cheaper service to shippers as a result of increasing size of carriers, 
they were able to produce no evidence that such was really the case. 

It is surprising to learn that the Commission nowhere has indicated 
formally, either in a written opinion or in a policy statement, its 
attitude on concentration in the motor-carrier industry. Although 
the last chairman of the Commission has expressed his own ‘‘personal 
opinion,”’ the Commission would do well to consider the issue and 
indicate publicly its position on a question of such significance to the 
industry and to the general public. 

Your committee does not profess to be expert enough to say that 
there is great danger inherent in a situation in which less than 5 per- 
cent of the carriers do more than 60 percent of the regulated trucking 
business,'! but certainly the trend indicates a movement toward in- 
creased concentration, meriting the concern of the Commission. 
What is the desired concentration if, in the words of the former 
Chairman, the present level is too low? Is there any point at which 
he (or the Commission) would feel there was too much concentration? 
Should the Commission take any steps to increase concentration? 
In the view of your committee, an aspect of the trucking industry as 
important as the level of concentration warrants some thoughtful 
analysis based upon a review of the industry’s history, the economics 
of the industry, and a regard for the national policy toward monop- 
olistic growth as reflected in the antitrust laws. 

Surely, if there is any danger in an increasing level of concentration, 
the time for study and action is now while it is possible to handle 
the matter with the least difficulty and the least inconvenience to 
the industry. If the decision of the Commission is that there should 
be more concentration, then, in all fairness, the industry, the shippers 
of the country, and the public should be told of this policy decision. 





® Hearings, p. 111. 
10 Tbid, p. 225. 
! Ibid., p. 225. 
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[V. CoNncLusions AND RECOMMENDATIONS 


Based upon the foregoing, your committee concludes and recom- 
mends that 

1. The Interstate Commerce Commission should keep a record 

of the results of applications for merger under section 5 and 
section 212 (b) of the Interstate Commerce Act. 

2. The Interstate Commerce Commission should evaluate the 
level of concentration in the trucking industry and within the 
major segments of that industry. 

3. The Interstate Commerce Commission should consider the 
impact of mergers and acquisitions upon competition within the 
motor-carrier industry. 

4. There is a continuing obligation on the part of the Inter- 
state Commerce Commission to apply the same standards in 
considering the merger applications of both large and small carrier 
considering the merger applications of both large and small 
carriers under section 5 of the Interstate Commerce Act 

5. In line with its general antitrust responsibilities, the Depart- 
ment of Justice should continue to intervene in cases before the 
Interstate Commerce Commission when it considers such inter- 
vention necessary in the public interest. 

6. The Interstate Commerce Commission should, on a continu- 
ing basis, examine the needs for regulation of the motor-carrier 
industry and recommend to the appropriate committees of Con- 
gress desirable changes in its regulatory authority. 


LerTrerR From SENATOR ANDREW F. SCHOEPPEL 


Aprit 16, 1958. 
Hon. JoHN SPARKMAN, 
Chairman, Senate Select Committee on Small Business, 
Washington, D.C. 


Dear Joun: My position with respect to the study which was 


made by the staff on mergers and consolidation in the trucking 
industry was not changed as a result of the hearings which were 
held in July. As a result of these hearings the authors of the study 
were comp¢ lled to correct errors of fact and to modify some 0i the 
unwarranted and hasty conclusions which they reached from the 
study. Nevertheless, they failed to overcome what I believed at 
the time: that their study reflected nothing more than doctrinaire 
preconceptions concerning competition—particularly “‘pure’’ competi- 
tion as it is used and defined in the textboo 

We are living in a realistic world, and the standards which Congress 
expects the ICC to apply under section 5 are fitted into that purpose. 
With that in mind it is utterly impractical for this committee of thi 
Senate to subscribe to the theory that some automatic perfect formula 
can be made to apply to the business of transportation regardless 
of the territory served, the demands of the shippt rs, the surrounding 
circumstances of competition both within the trucking industry and 
without the trucking industry, and the facts of record of a particular 
case. 

Indicative in my opinion of the utter waste of effort and time of 
the fullv academic nature of the study, all which we are here about to 





AS. 
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report is the fact, that although the genesis of transportation regula- 
tion is the protection of the national welfare and the public interest, 
this study was initiated and conducted by the staff without complaint 
by shippers, any branch of the Government or any other representative 
of the public interest. 

The authors refer to “numerous” complaints which were made at 
the time of the initial hearings in December 1955, before the sub- 
committee concerning the treatment which they complained about 
receiving section 207 of the act relating to application for operating 
authority. The record fails to show that more than a few motor 
carriers complained at that time, and in most instances each claimed 
to be aggrieved because of a particular decision reached by the 
Commission. 

No complaint has been made, so far as appears from the record or 
from the study, by anyone that there is undue concentration in the 
motor-carrier industry or that the public interest or those who use the 
service of motor carriers have been prejudiced thereby. 

Reference was made in the original hearings, and also in this study, 
to a gratuitous comment by a representative of a trucking company 
to the effect ths at the climate toward mergers and consolidations is 
more favorable in the ICC. This in my opinion, is a “poor’’ basis 
for a conduct of a study particularly since the figures and facts do 
not support it. 

All of us can find something to criticize if we use a petty approach 
but the substantial fact remains that there are approximately 20,000 
motor carriers certificated by the ICC and the total number of acqui- 
sitions per year represent a fraction of 1 percent. 

It is regrettable that without any pressing need, this committee 
has permitted the expenditure of a considerable sum of money at the 
taxpayers’ expense to conduct a study which in the last analysis 
proves nothing. There are major and otherwise important problems 
which should occupy the attention, time, and resources of the Senate. 
I cannot subscribe to the mountainous labors of these two professors 
which in the last analysis have brought forth a mouse. 

In Government, it is many times said that the right hand does not 
know what the left hand is doing. In this particular instance it would 
seem as if the left hand itself does not know what the left hand is 
doing, because the Congress, after much study, and deliberation has 
enacted into the Interstate Commerce Act standards to apply to 
acquisitions and mergers, and the Commission is obligated to carry 
out those standards. The effect of this study is to confuse in an 
oblique fashion the objectives, judgment, and jurisdiction of a stand- 
ing committee of the Senate, which has given the subject of transporta- 
tion close and continuing study, by the rash, impetuous, Saemalaaers, 
and highly colored opinions of the two authors who admittedly are 
out of step with the established concept of economics in this country. 

[ have prepared, and I attach herewith, a minority report which re- 
flects my views in documented detail. It is requested that this letter 
and my minority report be made a part of the printed record. 

Sincerely, 
ANDREW F. ScHOEPPEL. 








MINORITY VIEWS OF SENATOR ANDREW F. 
SCHOEPPEL, AS CONCURRED IN BY SENATOR 
BARRY GOLDWATER 


The recommendations and conclusions in the majority report are 
predicated on the staff study Trucking Mergers, Concentration, and 
Small eran An Analysis of Interstate Commerce Commission 
Policy, 1950-56, by Dr. Walter Adams and Dr. James B. Hendry, 
members of a fac ulty of Michigan State University. 

The original version of this study was presented to members of the 
committee by the chairman on March 30, 1957.!. On April 10, 1957, 
I wrote to the chairman. I said: 


I think that the time and expense devoted to this study is 
an excellent example of waste of taxpayers’ money. I 
cannot, in good conscience, condone this waste and give 
my approval to this study or the printing of it. It is, in 
fact, nothing but a self-serving study which, in my opinion, 
promotes the self-interest of the authors and has no other 
merit. 

You were frank enough to write and ask me my views. 
I have frankly given them to you after having gone thor- 
oughly into this report, and I trust you will accept it in the 
spirit in which it is written.’ 


Again on April 29 I said: 


I renew my request that this study should not be published. 
I deplore the waste of taxpayers’ money involved in putting 
it together. If, however, it is printed I request that this 
exchange of correspondence between us be made part of 
the report.® 


In spite of my objections the staff study was printed and circulated 
without the inclusion of the exchange of correspondence between the 
chairman and me. 

In July 1957, the committee conducted hearings so that the authors 
could explain their analysis. These hearings also afforded an opportu- 
nity for other interested parties, including the Interstate Commerce 
Commission, to present their views to the committee. 

Testimony by the authors supported my original contention that the 
study should never have been published. They admitted that their 
statistics were not accurate and subsequently made extensive revisions 
in the staff document. Their revised analysis was printed with the 
July hearings, but the committee has no assurance that those who 
received the original document were ever apprised of the significant 
errors contained therein. 





1 Hearings, letter from Senator Schoeppel to Senator Sparkman, p. 53. 
2 Ibid., p. 56. 
3 Ibid., p. 59. 
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The inaccuracies in the staff report are admitted in the majority 
report which states: 


During the hearings, inaccuracies in the staff report and 
areas requiring further treatment were pointed out * * *.4 

* * * Without accepting as its own all of the data collated 
by its staff, the committee can, nonetheless, comment upon 
these gener al situations * * *! 

Testimony received at the hearings held by your com- 
mittee on the staff report makes it clear that the statistics 
presented in the report are subject to challenge and that 
there are varying interpretations that can be placed upon 
data set forth therein * * *.® 


My review of the revised analysis by Professors Adams and Hendry 
and careful study of the hearings confirms my original conclusions 
that the preparation and publication of this document was a waste of 
taxpayers’ money. Furthermore, it is regrettable that Senators with 
important responsibilities to the Nation in a critical period should have 
been required to devote many days to an examination of a study 
prepared by two academic theorists with no practical experience in the 
trucking business, or in fact, in any business undertaking. Further- 
more, they have had no experience in the day-to-day administration 
of any regulatory agency attempting to implement the mandate of the 
Congress as laid down in statutory law. 

The committee employed Drs. Walter Adams and James B. Hendry 
to make a survey of the policies of the Interstate Commerce Commis- 
sion in the exercise of its power to authorize trucking mergers under 
section 5 of the Interstate Commerce Act. Their report in large 
part consists of an attack upon the Interstate Commerce Commission 
for its failure to administer the law in accord with certain economic 
views of the authors, and it is necessary, therefore, in attempting to 
evaluate the conclusions in the staff report to consider the previous 
statements of the authors which are consistent with the staff report. 

Dr. Adams was a member of the Attorney General’s National Com- 
mittee To Study the Antitrust Laws. He dissented from the majority 
in many matters. In discussing the report of the Attorney General’s 
Committee before the Senate Small Business Committee on April 27, 
1955, Dr. Adams said: 


* * * Let me conclude by pointing to one area where 
the report had a great opportunity to strike a blow on 
behalf of vigorous, effective, in short, hard competition. 
I refer to the section on regulated industries. Here, I 
believe, the majority showed surprising restraint and timidity 
Why, for example, did the majority not recommend sub- 
stantial deregulation of the trucking industry—an industry 
which has all the earmarks of what economists pg pure 
competition? Why did it not advocate—in clear, simple 
and unmistakable terms—that this industry ey be 
liberated from the strangulation by regulation which it 
now suffers at the hands of the Interstate Commerce 


Commission? * * *?7 


4 See p. 2. 

6 Ibid. 

6 See p. 3. 

7 Report of the Attorney General’s National Committee To Study the Antitrust Laws, hearings before 
the Select Committee on Small Business, United States Senate, 84th Cong., lst sess., p. 17. 
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When he appeared before the Joint Economic Committee in Jan- 
uary 1955, he made this statement: 


Yet competition in the trucking business is artificially 
restricted. No common-carrier truck can operate in inter- 
state commerce without first obtaining a certificate of 
convenience and necessity and without submitting to rate 
regulation and route determination by the ICC. Why? 
What is there about trucking to justify this kind of public 
utility regulation? Very little, in my opinion. Here is an 
industry which closely approximates the pattern of perfect 
competition * * *.§ 

* * * There seems no economic justification for limiting 
entry into this industry as long as the public is assured that 
common-carrier trucks are financially responsible, follow 
the necessary safety regulations, and possess the proper 
surety cauidlesinne Here is an industry which is no more 
a public utility * * *.° 


Dr. Adams reaffirmed his views when he appeared before this 
committee in July, 1957. Dr. Hendry never indicated any disagree- 
ment, 

The then Chairman of the Interstate Commerce Commission, Mr. 
Owen Clarke, in his testimony before the Senate Small Business Com- 
mittee on July 1, 1957, said: 


A reading of the staff report leaves one basic impression. 
It sets forth a philosophy that the national policy with re- 
spect to motor-carrier transportation should be one of unre- 
stricted competition * * *.1° 

In summary, the report is based on nothing more than the 
advocated transportation philosophy of the authors—a 
philosophy which is set forth as new and progressive, but is 
actually outmoded, discredited and discarded. A return to 
such thinking would re-create the chaotic conditions so prev- 
alent prior to 1935." 


Dr. Adams stated a number of times that it is his economic philos- 
ophy that the best regulator of industry is uncontrolled competition, 
but he has denied that such economic philosophy entered in any way 
in the preparation of the staff report. Dr. Adams could not believe 
in the economic philosophy which he admits and not permit such 
philosophy to permeate any work in the field a economics upon which 
he may engage. As stated above, the staff report leaves one basic 
impression—a philosophy that the national shine with respect to 
motor-carrier transportation should be one of unrestricted competi- 
tion. It is apparent that the authors were not impartial toward 
the regulatory legislation, or the regulatory agency, which they were 
employed to appraise. With this background and philosophy, the 
conclusions reached are of little value as an objective appr: aisal of 
the administration of section 5 of the Interstate Commerce Act. 

They say they took the “mandate” of Congress and examined 
whether the Commission has been carrying it out. They do not 

& January, 1955, Economic Report of the President, hearings before the Joint Committee on the Economic 
a 84th Cong., Ist sess., p. 507. 


10 Hearings, p. 41. 
ll Tbid., p. 42. 
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set out what they consider that mandate to be, but their conclusions 
are based on their personal philosophy that it should have been to 
permit unrestrained competition and a limitation on the growth of 
individual carriers. Clearly such a philosophy is directly contrary 
to the national transportation policy which declares that the act shall 
be administered so as ‘‘to provide safe, adequate, economical, and 
efficient service and foster sound economic conditions in transportation 
and among the several carriers.”’ 

It is inconceivable that a study of the Commission’s merger policy 
could be made without reference to McLean Trucking Co. vs. United 
States (321 U. S. 67). In that case the Supreme Court traced the 
history of the development of the national transportation policy, with 
partic ‘ular reference to mergers. It showed that, quite apart from 
provisions relieving participants in mergers from antitrust restrictions, 
the emphasis of the regulatory legislation since the act of 1920 has 
been on the achievement of an adequate, efficient, and economical 
system of transportation rather than on the preservation of free 
competition among carriers. The Court recognized, with respect to 
both railroads and motor carriers, that the congressional policy of 
fostering sound economic conditions in transportation has included 
the encouragement of consolidations as one effective means of lessening 
waste in transportation. With respect to motor-carrier regulation, 
the Court pointed out that the premises of the Motor Carrier Act, 
1935, leave no doubt that some curtailment of free and unrestrained 
competition was intended. Reference was also made in the Court’s 
opinion to studies published as House and Senate documents which— 


disclose graphically that among the evils with which the 
motor-carrier industry was afflicted and which would be 
cured by the act was unrestrained competition. It was 
anticipated that the act would confer benefits on the industry 
“by promoting a more orderly conduct of the business, 
lessening irresponsible competition and undue internal strife, 
encouraging the organization of stronger units, and other- 
wise enabling the industry to put itself on a sounder and more 
generally profitable basis.” House Document 89, 74th Con- 
gress, Ist session (1934) 127. 


Among the principles of the McLean case by which the Commission 
must be guided are 

(1) That public interest in trucking mergers is not to be measured by 
the standards of the antitrust laws 


Congress authorized such consolidations because it recog- 
nized that in some circumstances they were appropriate for 
effectuation of the national transportation policy. It was 
informed that this policy would be furthered by ‘‘encouraging 
the organization of stronger units” in the motor-carrier indus- 
try. And in authorizing those consolidations it did not im- 
port the general policies of the antitrust laws as a measure of 
their permissibility. It in terms relieved participants in 
appropriate mergers from the requirements of those laws (sec 

(11)). In doing so, it presumably took into account the 
fact that the business affected is subject to strict regulation 
and supervision, particularly with respect to rates charged the 
public—an effective safeguard against evils attending mono- 
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poly, at which the Sherman Act is directed. Against this 
background, no other inference is possible but that, as a fac- 
tor in determining the propriety of motor-carrier consolida- 
tions the preservation of competition among carriers, al- 
though still a value, is significant chiefly as it aids in the at- 
tainment of the objectives of the national transportation 
policy. 


That the Commission is not limited to approving mergers only 
when existing service is inadequate and where consolidations are 
necessary to provide adequate service to the public: 


That view * * * would ignore the fact that the Motor Car- 


rier Act is to be administered with an eye to affirmatively 
improving transportation facilities, not merely to preserving 
existing arrangements or competitive practices. 


(3) That the Commission is not to ignore the policy of the antitrust 
laws, but must weigh the effects of curtailment of competition result- 
ing from the merger against the benefits flowing therefrom: 


In short, the Commission must estimate the scope and 
appraise the effects of the curtailment of competition which 
will result from the proposed consolidation and consider them 
along with the advantages of improved service, safer opera- 
tion, lower costs, etc., to determine whether the consolidation 
will assist in effectuating the overall transportation policy. 


Thus, the Supreme Court confirmed the view that Congress intended 
to provide a means whereby railroads might endeavor to solve some of 
their problems through consolidations into a limited number of sys- 
tems, and motor carriers could develop into stronger and sounder units 
through unification. 

= he majority report refers to testimony by Professors Adams and 
Hendry to the effect that they believe the study which they under- 
took should have been prepared by the Interstate Commerce Com- 
mission itself. If the report contained valueless information as the 
Interstate Commerce Commission says it does, I can see no justifica- 
tion for the assumption that it should have prepared this study. 

The majority report says: 


* * * The staff consultants were convinced that more 
vigorous competition among carriers would bring better 
service at lower rates to the shipping public. The ICC 
representatives appeared concerned lest “cutthroat com- 
petition’ would return the industry to the chaos which 
originally inspired regulation.” 


[ am convinced that if the Interstate Commerce Commission 
operated in the manner suggested by Professors Adams and Hendry, 
many small firms would end up in bankruptcy. 

The majority report was directed at problems in the trucking 
industry under the jurisdiction of the Interstate Commerce Commis- 
sion. Yet it makes recommendations which not only apply to the 
Interstate Commerce Commission, but would change the procedures 
of all regulatory agencies which were not afforded an opportunity to 
be seen or heard at the hearings and, on which there have been no 


2 See p. 6. 
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staff studies. There is no support whatsoever for the following 
recommendation in the majority report: 


* * * Your committee, therefore, urges that each of the 
regulatory agencies, including the Interstate Commerce 
Commission, as a matter of internal operating procedure 
should notify the Department of Justice of all actions pending 
before it which might have a tendency to foster monopoly or 
injure competition.” 


[I cannot concur in sweeping recommendations to support pre- 
conceived academic economic theories without any regard to a 
demonstrated need for the recommendations in question. 

The majority justifies the preparation of the staff’s study by making 
six recommendations. I wish to comment with respect to each of 
them. 


1. The Interstate Commerce Commission should keep 
a record of the results of applications for merger under 
section 5 and section 212 (b) of the Interstate Commerce 


Act."* 


This is standard operating procedure in the Interstate Commerce 
Commission, and there is no need for such a recommendation. 
The majority recommends: 


2. The Interstate Commerce Commission should evaluate 
the level of concentration in the trucking industry and within 
the major segments of that industry.” 


The trucking industry is an industry in which concentration is 
exceedingly low compared with other segments of the economy. This 
recommendation would result in the preparation of economic studies, 
the need for which has not been demonstrated. This would require 
additional appropriations for the administrative agencies and would 
serve no useful purpose. 

The majority recommends: 


3. The Interstate Commerce Commission should consider 
the impact of mergers and acquisitions upon competition 
within the motor carrier industry." 


Every application submitted to the Interstate Commerce Com- 
mission today is considered on the basis of the public interest in 
accordance with the mandate of the Congress as laid down in the 
Motor Carrier Act of 1935 and in the Transportation Act of 1940. 
No evidence to the contrary has been developed by this Committee. 

The majority recommends: 


4. There is a continuing obligation on the part of the 
Interstate Commerce Commission to apply the same stand- 
ards in considering the merger applications of both large and 
small carriers under section 5 of the Interstate Commerce 
Act.” 

See p. 4 
M See p. 8 
§ Ibid 


6 Thid 
7 Ibid 
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Again the hearings conducted during July 1957, clearly show that 
no evidence has been developed to indicate that the Interstate Com- 
merce Commission has not always applied the same standards in 
considering the merger applications of large and small carriers. 
Hence, this recommendation is unnecessary. 

The majority states: 


In line with its general antitrust responsibilities, the 
Department of Justice should continue to intervene in 
cases before the Interstate Commerce Commission when it 
considers such intervention necessary in the public interest.'® 


Since the Department of Justice is presently intervening in cases 
when it considers such intervention necessary in the public interest, 
I can find no reason for this committee to make this recommendation. 
The majority apparently seek to give the impression that this practice 
was instituted by the Department of Justice as the result of these 
studies. This is not the case. 

The majority states 


The Interstate Commerce Commission should, on a 
continuing basis, examine the needs for regulation of the 
motor-carrier industry and recommend to the appropriate 
committees of Congress desirable changes in its regulatory 
authority.” 


The reports regularly prepared by the Commission which are avail- 
able to the public and the Congress reflect its opinions with respect to 
the necessity for desirable changes i in its regulatory authority. 

I must conclude that none of the recommendations listed justify 
this staff study. 

ANDREW F. ScHOEPPEL. 


I join Senator Andrew F. Schoeppel in the above views 
Barry GOLDWATER. 


18 Thid. 
18 Tbid. 
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PROCLAIMING JULY 4, 1958, A DAY OF REDEDICATION 
TO THE RESPONSIBILITIES OF FREE CITIZENSHIP 


L 21, 1958.—Ordered to be printed 


Mr. O’Manoney, from the Committee on the Judiciary, submitted 
the following 


REPORT 
[To accompany S. J. Res. 159] 


The Committee on the Judiciary, to which was referred the resolu- 
tion (S. J. Res. 159) to authorize and request the President to pro- 
claim July 4, 1958, a day of rededication to the responsibilities of free 
citizenship, having considered the same, reports favorably thereon 
without amendment and recommends that the resolution be agreed to. 


PURPOSE 


The purpose of the proposed legislation is to authorize and request 
the President of the United States to proclaim July 4, 1958, a day of 
rededication to the responsibilities of free citizenship, with appropriate 
nationwide ceremonies. 

STATEMENT 


On July 4, 1776, the Continental Congress adopted the Declaration 
of Independence. The next year on July 2, 1777, it was suggested in 
Philadelphia that the anniversary of the adoption of our Declaration 
of Independence should be cele brated. While the time was short, the 
Congress nevertheless celebrated the anniversary with appropriate 
ceremonies. This commemoration of the Fouth of July gradually 
spread throughout the country and into the new States and Terri- 
tories as they were admitted to the Union or as they were created, 
and continues down to the present day. 





PROCLAIM JULY 4, 1958, A DAY OF REDEDICATION 


The Fourth of July commemorates the greatest single event in 
American history, the achievement of independence. No day of 
patriotic observance which this Nation celebrates is more replete with 
inspiration for opposition to the forces of oppression than the day 
on which the Declaration of Independence was adopted. Moreover, 
there can be little question that today, as in 1776, this Nation needs 
to reaffirm and rededicate its allegiance to the principles set forth 
in the Declaration of Independence, and for our citizens to rededicate 
themselves to the responsibilities they face as free citizens. It is 
altogether fitting that this Nation, in celebration of the signing of 
the Declaration of Independence, should rededicate itself to the ideals 
which are so well expressed in that basic charter of our freedom. 

The committee believes it most fitting and appropriate for the 
President of the United States to proclaim this Fourth of July 1958, 
a day of rededication to the responsibilities of free citizenship in order 
hat America may continue to hold high the torch of freedom as a 
beacon for all freedom-loving nations. 

Accordingly, the committee recommends favorable consideration of 
Senate Joint Resolution 159, without amendment. 


O 
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Apri. 21, 1958.—Ordered to be printed 


:. JounsTon of South Carolina, from the Committee on Agriculture 
and Forestry, submitted the following 


REPORT 


[To accompany 8. 2861] 


The Committee on Agriculture and Forestry, to whom was referred 
the bill (S. 2861) to extend for an additional 4-year period the pro- 
visions of the National Wool Act of 1954, having considered the same, 
report thereon with a recommendation that it do pass with an amend- 
ment. 

EFFECT OF BILL 


This bill extends the National Wool Act of 1954 for an additional 4 
years (until March 31, 1963), and authorizes the expenditure and 
appropriation of such additional amounts as are necessary to carry out 
the purposes of the act during the extended period. 


LAW BEING EXTENDED 


The National Wool Act of 1954 was approved August 28, 1954, as 
title VII of the Agricultural Act of 1954. It recognizes that wool is 
a strategic commodity not produced in the United States in sufficient 
quantity to meet domestic needs, and is designed to encourage the 
annual domestic production of 300 million pounds of shorn wool. 
To accomplish this purpose the Secretary of Agriculture is directed to 
support wool and mohair prices through payments or other operations. 

In addition, the act authorizes the Secretary to enter into agreements 
with associations and others for the purpose of developing advertising 
and sales promotion programs financed through deductions from pay- 
ments made under the act. 

At present price support under the act is limited to wool and mohair 
marketed prior to March 31, 1959. 

Operations under the Act are described in the attached letter from 
the Acting Secretary of Agriculture. 


20006 
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COMMITTEE AMENDMENT 


Payments under the act are made by the Commodity Credit Cor- 
poration, which is then reimbursed from an yf apt — by 
section 705 of the act. The amount appropriated for any fiscal year 
is limited to 70 percent of the specific duties collected on pon and 
wool products during the preceding calendar year, and the total 
amount of payments made as of any date is limited to 70 percent of 
the specific duties collected on such articles between January 1, 1953, 
and such date. As shown in table 1 the duties collected and available 
for payments each year have been considerably less than the total 
payments for such year. However, $68,655,000 in duty collections 
available for payments was accumulated prior to March 31, 1955, 
the beginning of the first marketing year for which the act was effec- 
tive, so that there have been sufficient funds available for payments 
to date. By the end of the 1958 marketing year table 1 indicates 
that this $68,655,000 backlog will have been used up, so that the 
current duty collections available for payments will not be sufficient 
to cover the extended period. 

The committee amendment therefore 1 peng the appropriation 
of such additional sums as may be necessary to carry out the pur- 
poses of the act and repeals the proviso which laviite total payments 
under the act to 70 percent of the specific duties on wool and wool 


manufactures. 

TaBLe 1.—Projections of paymenis under wool payment program and duty 
collections available for payments through the 1958 marketing year with incentive 
price at 62 cents for the 1958 marketing year 


Total payments ! Duty collections available 
Price of | for payments 
Period wool wal 
Year | Cumulative Year | Cumulative 
Cents | 
Jan. 1, 1953, to Mar. 31, 1955 ; | | | $68, 655, 000 
1955 marketing year_-_- 42.8 $58, 000,000 | $58, 000, 000 $31, 480,000 | 100, 135, 000 
1956 marketing year 14.3 2 53, 100, 000 111, 100, 000 28, 157, 000 128, 292, 000 
1957 marketing year, estimated _. $51.7 | 230, 900, 000 142, 000, 000 4 23, 390, 000 | 151, 682, 000 
1958 marketing year, projected 48.0 | 242,000, 000 184, 000, 000 | 433, 015, 000 184, 697, 000 


} 
| 


. Assuming no payments will be required to support the price of mohair. 

2 At $3,000,000 for each 1 cent the national average price received by growers for wool is below the incentive 
level of 62 cents. 

8’ Assumes 130,000,000 pounds were sold during the Ist 5 months of the marketing year when the price re- 
ceived by growers as reported each month averaged 54.5 cents, and that 100,000,000 pounds (balance of the 
1957 clip and early marketings from the 1958 clip) will be sold the last 7 months of the marketing year at an 
average price of 48 cents per pound. _Price reported for December 1957 was 46.4 cents and for January 1958 
was 45.2 cents. The weighted average for the year will depend, of course, upon the relative quantities mar- 
keted each month. With the decline in prices, the quantities marketed during the latter part of the current 
year may be curtailed. 

4 Assumes imports of raw wool during the 1957 marketing year will be 25 percent less than a year earlier 
(actual down 21 percent Ist 8 months) and that stocks at end of year will continue at their present level about 
in line with consumption (about 25 percent below tleir usual levels of recent years and equal to only 20 weeks’ 
mill consumption). Also assumes imports of raw wool during the 1958 marketing year will increase to about 
50 percent over those of the 1957 marketing year in order to supply the mill requirements with no increase in 
stocks at the end of the year. In arriving at these assumptions on imports of raw wool, mill consurvption 
during the 1957 marketing year is projected at 16 percent below that of the 1956 marketing year (actual down 
27 percent Ist 8 months). It is expected to increase cyclically during the 1958 marketing year and for that 
year be about 8 percent greate 4 than for the 1957 marketing year. The figures take into consideration liquida- 

tion of the CCC-owned wool and assume that imports of other animal fibers and wool manufactured items 
will continue at their levels of the past 2 years. 
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HEARINGS AND COMMITTEE ACTION 


The Subcommittee on Agricultural Production, Marketing, and 
Stabilization of Prices held 2 days of hearings on the bill. All wit- 
nesses favored extension of the law, in some cases with amendments. 
The action of the committee in reporting the bill was unanimous. 


ADDITIONAL EXPENDITURES 


It is estimated that future expenditures under the act will be at 
about the same level as in the past as shown in table 1 


DEPARTMENTAL VIEWS 


DEPARTMENT OF AGRICULTURE, 
Washington, D. C., January 16, 1958. 
Hon. ALLEN J. ELLENDER, 
Chairman, Committee on Agriculture and Fore stry, 
United States Senate. 

Drar SENATOR ELLENDER: This is in reply to your letter of August 
30 requesting a report on S. 2861, a bill to extend for an additional 
4-year pe riod the provisions of the National Wool Act of 1954. 

The Department recommends the extension of the National Wool 
Act of 1954. 

The act provides for an incentive price for shorn wool to be 
establish d at such level as the Secretary of Agriculture, after consul- 
tation with producer re prese ntatives and after taki ing into consider- 
ation prices paid and other cost conditions affecting sheep produc tion, 
determines to be necessary to encourage an annual produc tion of 300 
million pounds of shorn wool. Growers sell their wool in normal 
marketing channels. After the end of the marketing year and tbe 
average price received for shorn wool during the marketing year by 
all producers is known, payments are made to bring the national 
average return per pound up to the incentive level. The act also 
provides for the support of pulled wool and mohair. Under the 
existing legislation, such support is limited to wool and mohair 
marketed during the period beginning April 1, 1955, and ending March 
31, 1959. In addition to supporting the prices for wool and mohair, 
the act authorizes the Secretary to enter into agreements with 
marketing cooperatives, trade associations, and others for the purpose 
of developing advertising and sales-promotion programs, such pro- 
grams to be financed by deductions from payments. 

Wool is one principal agricultural commodity in which our country 
is deficient in production. The act was developed to handle the spee- 
ial problem of price assistance for domestic woolgrowers without: (q@) 
adversely affecting foreign trade, (6) adversely affecting the competi- 
tive position of wool with imported wool and other fibers, and (ce) 
having the Government in the wool-merchandising business. The 
payment program under the act is an alternative to supporting wool 
prices by loans or purchases or by raising the tariff to protect domestic 
gee rs’ prices against the lower prices of imported wool. Support 
by loans and purchases resulted in domestic wools accumulating in 
the hands of the Government while mills looked to imported wool for 
an increasing share of their requirements. Raising the tariff to obtain 
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higher prices in the domestic market would adversely affect foreign 
trade and also the competitive position of wool with other fibers. 

The incentive price for shorn wool was established at 62 cents for 
the first marketing year of the payment program and has been con- 
tinued at that level for each year since. The payments the first 2 
years were greater than anticipated when the 62-cent incentive level 
was first established because of the greater than expected decline in 
the prices received for shorn wool in the free market. The national 
average received by producers for the 1955 marketing year was 42.8 
cents per pound and for the 1956 marketing year, 44.3 cents. Part of 
the decline in prices may have been the cost of getting back to a free 
market after several years of support at fixed prices. Also the CCC 
stocks accumulated from the previous price support loan programs 
were a depressing influence on market prices at the outset. The 
monthly average prices received by growers for shorn wool declined 
from early 1955 to a low of about 38 cents in January 1956 but in early 
1957 were at their levels of 1952, 1953, and 1954. Consequently, the 
amounts of payments henceforth are expected to be less than the first 
and second years. Each 1 cent the national average price received 
by growers in the free mz iia approaches the incentive price means 
around $3 million less required in payments. 

Under the act the total payments are limited to 70 percent of the 
specific duties collected on wool and wool manufactures since January 
1, 1953. These amounts have ranged from $25 to $35 million a 
year—$28 million last year. Through March 1957, which includes 
the years 1953 and 1954 plus the first 2 vears of the new program, the 
total was $128 million. Payments totaled approximately $58 million 
the first year and around $53 million the second. Deducting these 
$111 million in payments from the amounts available for payments, 
leaves a $17 million balance for the current and later years to cover 
payments in excess of duty collections. 

With regard to the progress being made toward increased production 
of wool in accord with the intent of the act, sheep numbers and 
wool production continue at low levels. Shorn wool production in 
1957 is estimated at 226 million pounds compared with the 300-million 
rae goal under te act. The net decline in wool produc tion the last 
few years has been primarily due to reductions in sheep numbers in 
Texa. as and several of the Western States where severe drought condi- 
tions prevailed. Due to the nature of the enterprise, year-to-year 
increases in wool production can be expected to be only gradual even 
under most favorable conditions. 

Attached is a table showing the number of stock sheep in the 
United States; domestic production, imports and consumption of wool; 
prices received by producers for shorn wool; payments made under 
the National Wool Act of 1954 and duty collections on imports of 
wool and wool manufactures by years. 

Enactment of this proposed legislation would continue the existing 
program and would result in no increase in employment or in ad- 
ministrative costs. 

The Bureau of the Budget advises that there is no objection to the 
submission of this report. 

Sincerely yours, 
True D. Morsn, Acting Secretary. 





i 
| 





—— 
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Vumber of stock sheep in the United States; domestic production, imports, and 
consumption of wool; wool prices and payments under the National Wool Act 
of 1954; and 70 percent of duties collected on wool and wool manufactures 














| | 
| Wool production Wool | Wool price Wool payments 
; “ mes Mill P. lege eee __| 70 per- 
| Stock | | | ~ | for con- | | | | cent of 
| sheep on | | con- | sump- Re- | Sup- | Un- | specific 
farms |Shorn| Pull- | Ir otal) sump- | tion? | ceived port |Shorn| shorn| Total | duties 
Year | Jan.1, | ed! | tion 2 | by pro- evel wool lambs amount 
1,000 | | | | | ducers | | 
head— | | | | | | oe 
| Million pounds, domestic greasy | Centsper | Rate? | Million dollars 
shorn basis— pound 
| | 
anniets sd sina scnbind jo ee 2 
| | | } | | Per- | | | 
| | cent | Cents| | 
1938 44,972 | 360! 103! 463 | 15 499 | 19.1) 18.0 end 
1939__. 45, 463 | 362 103 465 133 666 | 22.3 | 18.0 }...-.-| ; 
1940___. 46, 266 372 99 471 269 705 | 28.4 | l d¢becelsatuesbuse=4e0 bagiiianinl 
1941__. 47,441 | 988.) 105-| 6 760 2 Bf es a ‘ 
1942 49,346 | 388 | 107 | 495 | 1,039 1,274 | 40.1 | | 
1943 48,196 | 379 104 | 483 | 903 1,371 | 41.6 | 41.7 | 
1944 44, 270 388 118 456 | 784 1, 311 42.3 | 42.4 | eae 
1945 39, 609 308 | 113 421 | 950 1, 339 | 41.9 | 41.9 | ae 
1946. 35, 525 281 98 379 | 1,075 1, 385 | 42.3 | 42.3 
1947... 31,805 | 251} 91] 342 | 89 | 1,195 | 42.0 | 42.3 | : 
1948 29, 486 232 | 75 307 560 1, 103 49.2 | 42.3 46.9 
1949 | 26,940 |; 213} 571] 270 352 770 | 49.4 | 42.3 | 32.0 
1950 26,182 | 217| 52] 269| 568 993 | 62.1 | 45.2 51.6 
1951 27,251 | 228 41} 269| 618 869 | 97.1 | 50.7 53.9 
1952 27, 944 233 54 287 565 788 | 64.1 | 54.2 52.4 
1953 27,593 | 232 68 | 300 377 814) 54.9) 53.1 35. 5 
1954 27,079 | 236 70 306 | 236 613 | 53.2 | 53.2 de | 25. 4 
1955 27, 137 234 67 301 256 639 | 2.8 | 62.0 | 44.9 77 58 | 431.5 
1956 27,012 232 64 | 296 236 674 | 44.3 | 62.0 | 40.0 71 | 553 | 28. 2 
1957 6 26, 370 | 6 226 
Converted to domestic greasy shorn equivalent on basis of 1 pound pulled wool equal to 1.6 pounds 
greasy shorn wool, 


2 Apparel wool converted to domestic greasy shorn equivalent on basis scoured yield equal to 44 percent 
of greasy shorn wool. 
Shorn wool, percent of net proceeds received by each producer; unshorn lambs, cents per hundred 
pounds live weight 
4 Marketing year beginning Apr. 1, 1955: calendar year prior to 1955. For January to March 1955 period 
70 percent of specific duty collections totaled $8,000,000. 
Estimated 
6 Preliminary. 


CHANGES IN EXISTING LAW 


In compliance with subsection (4) of rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill, as 
reported, are shown as follows (existing law proposed to be omitted is 
enclosed in black brackets, new matter is printed in italic, existing 
law in w hic h no change is proposed is shown in roman): 


AGRICULTURAL AcT oF 1954 
TITLE VII—NATIONAL WOOL ACT OF 1954 


Sec. 701. This title may be cited as the ‘“National Wool Act of 1954.” 

Src. 702. It is hereby recognized that wool is an essential and strate- 
gic commodity which is not produced in quantities and grades in the 
United States to meet the domestic needs and that the desired domestic 
production of wool is impaired by the depressing effect of wide 
fluctuations in the price of wool in the world markets. It is hereby 
declared to be the policy of Congress, as a measure of national security 
and in promotion of the general economic welfare, to encourage the 
annual domestic production of approximately three hundred million 
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pounds of shorn wool, grease basis, at prices fair to both producers and 
consumers in a manner which will have the least adverse effects upon 
foreign trade. (7 U.S. C. 1781) 

Sec. 703. The Secretary of Agriculture shall, through the Com- 
modity Credit Corporation, support the prices of wool and mohair, 
respectively, to the producers thereof by means of loans, purchases, 
payments, or other operations. Such price support shall be limited to 
wool and mohair marketed during the period beginning April 1, 1955, 
and ending March 31, [1959] 1963. The support price for shorn wool 
shall be at such incentive level as the Secretary, after consultation 
with producer representatives, and after taking into consideration 
prices paid and other cost conditions affecting sheep production, 
determines to be necessary in order to encourage an annual production 
consistent with the declared policy of this title: Provided, That the 
support price for shorn wool shall not exceed 110 per centum of the 
parity price therefor. If the support price so determined does not 
exceed 90 per centum of the parity price for shorn wool, the support 
price for shorn wool shall be at such level, not in excess of 90 per 
centum nor less than 60 per centum of the parity pric e therefor. as the 
Secretary determines necessary in order to encourage an annual pro- 
duction of approxims ately three hundred and sixty million pounds of 
shorn wool. me support prices for pulled wool and for moh¢ alr shall 
be established at such levels, in relationship to the support price for 
shorn wool, as the Secretary determines will maintain normal! eaten . 
ing practices for pulled wool, and as the Secretary shall determine is 
necessary to maintain approximately the same percentage of parity 
for mohair as for shorn wool. The deviation of mohair su ipport prices 
shall not be calculated so as to cause it to rise or fall more than 15 per 
centum above or below the comparable percentage of parity at which 
shorn wool is supported. Notwithstanding the foregoing, no price 
support shall be made available, other than through payments, at a 


level in excess of 90 per centum of the parity price for the commodity. 


The Secretary shall, to the extent pr acticable, announce the support 
price levels for wool and mohair peichaatt in advance of each market 
ing year as will permit producers to plan their production for such 
marketing year. (7 U.S. C. 1782 


Src. 704. If payments are utilized as a means of price support, the 
payments shall be such as the Secretary of Agriculture determines to 
be sufficient, when added to the national average price received by pro- 
ducers, to give producers a national average return for the commodity 
equal to the support price level therefor[[: Provided, That the total of 
all such payments made under this Act shall not at any time exceed 
an amount equal to 70 per centum of the accumulated totals, as of the 
same date, of the gross receipts from specific duties (whether or not 
such specific duties are parts of compound rates) collected on and 
after January 1, 1953, on all articles subject to duty under schedule 11 
of the Tariff Act of 1930, as amended]. The payments shall be made 
upon wool and mohair marketed by the producers thereof, but any 
wool or mohair produced prior to January 1, 1955, shall not be the 
subject of payments. The payments shall be at such rates for the 
marketing year or periods thereof as the Secre nae determines will 
give producers the support price level as herein provided. Payments 
to any producer need not be made if the Secretary determines that the 
amount of the payment to the producer or all producers is too small to 
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justify the cost of making such payments. The Secretary may make 
the payment to producers through the marketing agency to or through 
whom the producer marketed his wool or mohair: Provided, That 
such marketing agency agrees to receive and promptly distribute the 
payments on behalf of such producers. In case any person who is 
entitled to any such payment dies, becomes incompetent, or disap- 
pears before receiving such pi Lyment, or is succeeded by another who 
renders or completes the required performance, the payment shall, 
without regard to any other provisions of law, be made as the Secre- 
tary may determine to be fair and reasonable in all the circumstances 
and provided by regulation. (7 U.S. C. 1783) 

Sec. 705. For the purpose of reimbursing the Commodity Credit 
Corporation for any expenditures made by it in connection with pay- 
ments to producers under this title, there is hereby appropriated for 
each fiscal year beginning with the fiscal year ending June 30, 1956, 
an amount equal to the total of expenditures made by the C orporation 
during the preceding fiscal year and to any amounts expended in prior 
fiscal years not previously reimbursed: Provided, however, That such 
amounts appropriated for any fiscal year shall not exceed 70 per cen- 
tum of the gross receipts from specific duties (whether or not such 
specific duties are parts of compound rates) collected during the 
period January 1 to December 31, both inclusive, preceding the begin- 
ning of each such fiscal year on all articles subject to duty under 
schedule 11 of the Tariff Act of 1930, as amended. Jn addition to 
the amounts appropriated by the foregoing sentence, there are hereby 
authorized to be appropriated such further amounts as may be necessary 
to carry out the purposes of this Act. For the purposes of the appraisal 
under the Act of March 8, 1938, as amended (15 U. S. C. 713a-—1), 
the Commodity Credit Corporation shall establish on its books an 
account receivable in an amount equal to any amount expended by 
Commodity Credit Corporation in connection with payments pursuant 
to this title which has not been reimbursed from appropriations made 
hereunder. (7 U.S. C. 1784) 

Sec. 706. Except as otherwise provided in this title, the amounts, 
terms, and conditions of the price support operations and the extent 
to which such operations are carried out shall be determined or ap- 
proved by the Secretary of Agriculture. The Secretary may, in de- 
termining support prices and rates of payment, make adjustments i in 
such prices or rates for differences in grade, quality, type, location, 
and other factors to the extent he deems practicable and desirable. 
Determinations by the Secretary under this title shall be final and 
conclusive. The facts constituting the basis for any operation, pay- 
ment, or amount thereof when officially determined in conformity 
with applicable regulations prescribed by the Secretary shall be final 
and conclusive and shall not be reviewable by any other officer or 
agency of the Governme nt. (7 U.S. C. 1785 

Sec. 707. The term “marketing year” as used in this title means the 
twelve-month period beginning April. 1 of each calendar year or, for 
either wool or mohair, ‘such other period, or periods for prescribed 
areas, as the Secretary may determine to be desirable to effectuate the 
purpose of this title. (7 U.S. C. 1786) 

Sec. 708. The Secretary of Agriculture is authorized to enter into 
agreements with, or to approve agreements entered into between, 
marketing cooperatives, trade associations, or others engaged or 
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whose members are engaged in the handling of wool, mohair, sheep, 
or goats or the products thereof for the purpose of developing and con- 
ducting on a National, State, or regional basis advertising and sales 
promotion programs for wool, mohair, sheep, or goats or the products 
thereof. Provision may be made in such agreement to obtain the funds 
necessary to defray the expenses incurred thereunder through pro rata 
deductions from the payments made under section 704 of this title to 
producers within the production area he determines will be benefited 
by the agreement and for the assignment and transfer of the amounts 
so deduce ted to the person or agency designated in the agreement to 
receive such amounts for expenditure in ace cordance with the terms and 
conditions of the agreement. No agreement containing such a provi- 
sion for defraying expenses through deductions shall become effective 
until the Secretary determines that at least two-thirds of the producers 
who, during a representative period determined by the Secretary, have 
been engaged, within the production area he determines will be bene- 
fited by the agreement, in the production for market of the commodity 
specified therein approve or favor such agreement or that producers 
who, during such representative period have produced at least two- 
thirds of the volume of such commodity produced within the area 
which will be benefited by such agreement, approve or favor such 
agreement. Approval or disapproval by cooperative associations shall 
be considered as approval or disapproval by the producers who are 
members of, stockholders in, or under contract with such cooperative 
association of producers. The Secretary may conduct a referendum 
among producers to ascertain their approval or favor. The require- 
ments of approval or favor shall be held to be complied with if two- 
thirds of the total number of producers, or two-thirds of the total 
volume of production, as the case may be, represented in such refer- 
endum, indicate their approval or favor. (7 U.S. C. 1787.) 

Sec. 709. Section 201 of the Agricultural Act of 1949 (7 U.S. C., 
sec. 1446) is amended effective April | , 1955, (i) by deleting from the 
first sentence thereof the phrase “wool (including mohair),” and (ii) 
by deleting subsection (a) thereof relating to the support of wool and 
mohair. 

Sec. 710 [This section contains an amendment to the Commodity 


Exchange Act.] 
O 
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OREGON STATE CENTENNIAL EXPOSITION AND 
INTERNATIONAL TRADE FAIR 


Apri 22, 1958.—Ordered to be printed 


Mr. Byrp, from the Committee on Finance, submitted the following 


REPORT 


[To accompany H. R. 9655 


The Committee on Finance, to whom was referred the bill (H. R. 
9655) to permit articles imported from foreign countries for the 
purpose of exhibition at the Oregon State Centennial Exposition and 
International Trade Fair to be held at Portland, Oreg., to be admitted 
without payment of tariff, and for other purposes, having considered 
the same, report favorably thereon without amendment and recom- 
mend that the bill do pass, 

PURPOSE 


The purpose of H. R. 9655 is to permit the entry, free of duty, of 
articles imported for exhibition at the Oregon State Centennial 
Exposition and International Trade Fair, to be held at Portland, 
Oreg., from June 10 to September 20, 1959. 


GENERAL STATEMENT 


This bill follows the pattern of previous legislation enacted by the 
Congress in connection with various international exhibitions, exposi- 
tions, and fairs held in the United States. 

It has long been the policy of the Congress to facilitate participation 
of foreign countries in international expositions held in the United 
States by permitting articles intended for display at these expositions 
to be entered free of import duties and charges under safeguarding 
regulations of the Secretary of the Treasury. 

The Oregon State Centennial Exposition and International Trade 
Fair is to be held at Portland, Oreg., from June 10 to September 20, 
1959, inclusive, by the Oregon State Centennial Exposition and 
International Trade Fair. 
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H. R. 9655 provides that the imported articles shall not be subject 
to marking requirements of the general tariff laws except when such 
articles are withdrawn for consumption or use in the United States. 
Articles admitted may be lawfully sold at any time during or within 
3 months after the close of the exposition, subject to such regulations 
for the security of the revenue and for the collection of import duties 
as the Secretary of the Treasury shall prescribe. 


O 











— DEPOSITEn p 

5 Hic) bY T} 
UNITED STATES of i Calendar No. 1490 
85TH CONGRESS t SENATE REPoRT 
ad Session No. 1465 





INCREASING THE AUTHORIZATION FOR APPROPRIA- 
TIONS TO THE ATOMIC ENERGY COMMISSION 


Apri. 22, 1958.—Ordered to be printed 


Mr. ANDERSON, from the Joint Committee on Atomic Energy, sub- 
mitted the following 


REPORT 


[To accompany 8S. 3632] 


The Joint Committee on Atomic Energy, having considered S. 3632, 
a bill to increase the authorization for appropriations to the Atomic 
Energy Commission in accordance with section 261 of the Atomic 
Energy Act of 1954, as amended, report favorably thereon and recom- 


mend that the bill do pass. 


BACKGROUND 


In accordance with section 261 of the Atomic Energy Act of 1954, 
authorization legislation is required for appropriations to the Atomic 
Energy Commission for plant or facility acquisition, construction, or 
expansion. Under section 101 of Public Law 85-162, the AEC Author- 
ization Act for the current fiscal year 1958, a total of $222,230,000 has 
been authorized for such purposes. 

Public Law 85-162 includes project 58—e—10, destroyer reactor de- 
velopment plant, $750,000. During the hearings before the Subcom- 
mittee on Legislation of the Joint Committee on Atomic Energy in 
April of 1957, the following explanation of this project was furnished 
by the Atomic Energy Commission: 

§8-e-10. Destroyer reactor development plant, $750,000 

This project provides for site work and the construction 
of buildings, utilities, and appurtenances required to sup- 
port research and development, including housing for critical 
experiments in connection with the destroyer reactor project. 
The location of this plant has not yet been finally deter- 
mined. 

The estimated cost is based on an extrapolation of the 
costs of similar installations previously constructed by the 
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Commission. However, since the exact nature of the 
required construction has not as yet been determined, no 
details of the cost estimate are presently available (hearings 
by the Subcommittee on Legislation of the Joint Com- 
mittee on Atomic Energy on Authorizing Legislation, 
p. 135). 

Rear Adm. H. G. Rickover, United States Navy, Chief, Naval 
Reactors Branch, Atomic Energy Commission, testified before the 
Joint Committee on January 16, 1958, concerning this project. He 
stated that the site work was proceeding well, and that construction 
of the land-based prototype could be expedited by about 6 months 
without additional overall cost to the program if orders could be 
placed in the near future for long lead time components. 

Congressman Carl T. Durham, Chairman of the Joint Committee 
on Atomic Energy, sent the following letter on February 26, 1958, 
to Mr. K. E. Fields, General Manager, of the Atomic Energy 
Commission: 

CONGRESS OF THE UNITED STATEs, 
Joint CommitTrEr oN Atomic ENsRGy, 
Washington, D. C., February 26, 1958. 
Mr. K. E. Frewps, 
Ge neral Manage Fs Atomic Energy Commission, 
Washington, D. C. 

Dear Mr. Fretps: On January 16, 1958, the Military Applications 
and Research and Development Subcommittee held a hearing with 
regard e current and future prospects of the Naval Re: actors Branch. 
Adm. H. G. Rickover, Mr. A. Tammaro, Mr. L. H. Roddis, and other 
Commission representatives were present. 

During the hearing, Admiral Rickover discussed the work being 
done on the nuclear-powered frigate and stated that he could expedite 
the project by about one-half year without any additional overall ex- 
ee of funds — he could obligate an additional $400,000 
of AEC money in fiscal year 1958. He stated that the Navy Depart- 
ment agreed to make en money available for their portion of the 
project to permit the more speedy action. 

In view of the importance of this project and the fact that a saving 
of one-half year can be accomplished without any additional total cost 
to the project, it would appear most desirable, that the $400,000 be 
made available in fiscal year 1958 and not be delayed to fiscal year 
1959. I would, therefore, appreciate being advised what action the 
Commission has taken with rezard to this matter. 

Sincerely yours, 
Cart T. Duruam, Chairman. 


By letters dated February 28, 1958, AEC Chairman Strauss trans- 
mitted to the Speaker of the House and the President of the Senate 
proposed legislation which would amend Public Law 85-162 to author- 
ize appropriations in the amount of $35 million to provide for construc- 
tion of the destroyer reactor plant. The proposed legislation also 
included certain amendments to section 111, Public Law 85-162, 
which pertained to the third round of the AEC power demonstration 
reactor program, and which the joint committee decided should be 
considered separately. 
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On Friday, March 14, 1958, the Subcommittee on Legislation of the 
Joint Committee held a public hearing concerning the proposed 
amendments to Public Law 85-162. The following witnesses appeared 
on behalf of the Atomic Energy Commission to testify in support of 
the proposed legislation : 

Mr. K. E. Fields, General Manager; Mr. W. K. Davis, Director of 
Division of Reactor Development; and Mr. D. M. Morris, Assistant 
Director, Division of Reactor Development; and Mr. Donald Burrows, 
Comptroller. 

The following information describing the proposed project 58—e-16 
was submitted by the Commission: 


58-e-16 Destroyer Reactor Plant, West Milton, N. Y., 
$35,000,000 
This project consists of a land prototype (D1G) of the de- 
stroyer nuclear-propulsion plant and related installations 
required for support and test operations of the plant. The 
prototype will consist of a section of a destroyer hull consist- 
ing of the reactor compartment with steam-generating equip- 
ment, including related controls and auxiliary systems. 
Steam produced will be used to operate the main propulsion 
plant. The prototype will be located at the AEC West 
Milton site. The hull will be installed in the sphere that was 
previously used for the submarine intermediate reactor (S1G) 
prototype. Maximum use will be made of existing installa- 
tions to handle the increased electrical power and cooling 
water requirements. 
This plant is required to provide for development of the 
lightest practicable pressurized water reactor plant which 
can be effectively utilized in the Navy’s nuclear-powered 
destroyer which is included in the fiscal year 1959 shipbuild- 
ing program. In order to meet the Navy’s requirements for 
this ship, the D1G prototype must be in operation in 1960. 
The destroyer prototype will be used to evaluate the design 
and operation of the lightest weight pressurized water plant 
attainable using the latest technology in a reactor of ad- 
vanced design. The reactor design will include advances in 
the areas of nuclear physics, heat transfer, reactor control, 
fuel element design and core life. 
Cost elements are: 


Buildings, site facilities, and hull structures._......-_--- $3, 875, 000 
Frototyne propulsion: DIR. 25) 635) oath won. oe en dees ae 27, 375, 000 
Contingency___- Jit petra snare Si ees eee saehipe See 750, 000 

Total iu senate sonable sah oe ae 35, 000, 000 


The record of the hearings of March 14, 1958, has been printed 
separately and is available for consideration by Members of Congress 
and the public. 

Following the hearings, the Commission forwarded the following 
letter to the Joint Committee on March 24, 1958: 


S. Rept. 1465 





INCREASE FOR THE ATOMIC ENERGY COMMISSION 


Atomic ENERGY Commission, 
Washington, D. C., March 24, 1958. 
Hon. Cart T. Dura, 
Chairman, Joint Committee on Atomic Energy, 
Congress of the United States. 

Dear Mr. Duruam: In your letter of February 26, 1958, you in- 
quired as to the action the Commission is taking to expedite develop- 
ment of a reactor plant for the nuclear-powered frigate (destroyer). 

On January 6, 1958, funds in the amount of $880,000 were made 
available to undertake design of the prototype reactor plant and 
work is now underway. As I indicated to you in my letter of Febru- 
ary 28, 1958, the Commission has submitted to the Congress a request 
to amend Public Law 85-162 in order to permit construction of this 
facility to be initiated in the current fiscal year. Depending upon 
favorable action on this request we plan to proceed with procurement 
of long lead-time components for the prototype utilizing funds cur- 
rently available to the Commission. It is estimated that approxi- 
mately $400,000 will be costed in fiscal year 1958 for long lead-time 
procurement. 

The destroyer reactor plant is regarded by the Commission as 
having a high priority. Let me assure you that every effort will be 
made to proceed with development of the reactor plant as rapidly 
as possible. 

Sincerely yours, 
Lewis L. Strauss, Chairman. 


On Wednesday, April 16, 1958, the Subcommittee on Legislation 
held a meeting in executive session, in which the proposed project was 
discussed, and upon proper motion made and seconded, the subcom- 
mittee voted unanimously that the proposed project should be 
forwarded to the full committee, and recommended favorable con- 
sideration. 

On the following day, Thursday, April 17, 1958, Mr. Durham 
introduced H. R. 12009 in the House of Representatives, and Senator 
Anderson introduced an identical bill, S. 3632, in the Senate. 

On Monday, April 21, 1958, the full joint committee met and 
considered the two bills and voted that the bills should be reported to 
the Congress, recommending favorable consideration. 


COMMENTS BY THE COMMITTEE 


This project would provide authorization for appropriations for 
construction of a land-based prototype of a nuclear propulsion plant 
suitable for installation in a destroyer type ship. In the construction 
of the reactor for the Nautilus, a similar procedure was followed, in 
that a land-based prototype was first constructed at the naval reactor 
testing station in Arco, Idaho. Similarly, in the case of the second 
nuclear submarine, the Seawolf, which utilizes a sodium-cooled-type 
reactor, a land-based prototype was constructed at West Milton, 
N.Y. This reactor prototype will be constructed at the West Milton 
site, in the same sphere that was previously used for the sodium-cooled- 
reactor prototype. The committee believes that maximum use be 
made of existing facilities and installations in order to reduce the 
cost of the project as much as possible. 
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The information and experience obtained in connection with 
the construction of this land-based prototype will be of immediate 
application in a ship yori in the Navy’s fiscal year 1959 ship- 
building program (DLGN-1). This ship at various times has been 
referred to as a “destroyer, , “destroyer leader,” or “frigate.”” Re- 
gardless of the name eventually selected for the ship, it should be 
emphasized that it will be markedly different from the ships called 
frigates during World War II. The latter were small, slow-speed 
ships employed as merchant convoy escorts and for various patrol 
missions. The new ship will be much larger, of approximately 7,600 
tons displacement, and will approach the size of a World War II 
light cruiser. 

One of the missions of this ship will be to escort a fast carrier task 
force. For this purpose it needs adequate size to sustain a high speed 
in rough seas and to carry extensive equipment and armament needed 
to provide a first class capability for antisubmarine and antiaircraft 
warfare purposes. 

Nuclear-powered ships will be able to steam at high speeds for very 
long periods of time without refueling. Since such ships have no 
smokestacks, the placement and utilization of radar antennas can be 
optimized. Moreover, because the hull can be made more airtight 
without penetrations to supply combustion air to oil-fired boilers, 
better protection can be provided against fallout in the event of 
atomic warfare. 

SECTION BY SECTION ANALYSIS 


The proposed bill contains two sections. 

Section 1 of the proposed bill amends section 101 of Public Law 
85-162, the AEC Authorization Act for the current fiscal year 1958, 
by increasing the amount authorized from $222,230,000 to $257,230, 000, 
or a net increase of $35 million. 

Section 2 of the proposed bill amends section 101 (e) of Public Law 
85-162 by adding at the end thereof, a new subsection designated as 
“Project 58-e-16, destroyer reactor plant, West Milton, N. Y., 
$35,000,000.” 

The other provisions of Public Law 85-162, including the limitations 
thereof, will of course apply to the new project. 


CHANGES IN EXISTING LAW 


In accordance with subsection (4) of Rule XXIX of the Standing 
Rules of the Senate, changes in existing law made by the bill accom- 
panying this report are shown as follows (new matter is printed in 
italic, and deleted matter is shown in parentheses): 
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Public Law 85-162 
85th Congress, H. R. 8996 
August 21, 1957 


AN ACT To authorize appropriations for the Atomic Energy Commission in 
accordance with section 261 of the Atomic Energy Act of 1954, as amended, 
and for other purposes 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, 

Sec. 101. AurHorization.—There is hereby authorized to be ap- 
propriated to the Atomic Energy Commission, in accordance with ~ 
provisions of section 261 a. (1) of the Atomic Energy Act of 1954, 
amended, the sum of [$222,230,000] 257,230,000 for ac elaine or 
condemnation of any real property or any facility or for plant or 
facility acquisition, construction, or expansion, as follows: 


(a) Raw MaTeriaAts.— 
1. Project 58—a-—1, offsite access roads. 
(b) Spectra NucLtearR MATERIALS. 
1. Project 58—b-1, fabrication plant, $5,000,000. 
2. Project 58—-b-2, mechanical production line, Hanford, 


ies 


Vashington, $1,500,000. 


> 


3. Project 58—b-3, metal treatment plant, Fernald, Ohio, 
$850.000. 

4. Project 58—b—4, improvements to production and supporting 
installations, Hanford, Washington, and Savannah River, South 
Carolina, $10,000,000. 

5. Project 58-b—5, additions to scrap plants, various sites, 
$1,500,000. 

6. Project 58—b-—6, additions to gaseous diffusion plants, 
$6 ,600, O00. 

Project 58—b-—7, reduction in fire hazards—gaseous diffusion 
pl site, Oak Ridge, Paducah, and Portsmouth, $12,000,000. 

8. Project 58—b-8, production reactor for mpers ‘ial nuclear mate- 
rials; development, design, and engineering only, $3,000,000. The 
Commission shall proceed with sufficient fee work, together 
with appropriate engineering and development work, necessary 
for the Commission to begin construction as soon as practicable 
after authorization by the Congress, of a large scale single or dual 
purpose reactor for the production of special nuclear materials. 
The Commission shall submit to the Joint Committee on Atomic 
Energy a report on its design for this project, including cost 
estimates and schedule of construction, not later than April 1, 
1958. 

Atomic WEAPONS. 
Project 58—c—1, weapons production and development plant, 
$10,000,000. 
Project 58—c—2, weapons special component plant, $6,000,000. 
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(d) Aromic WEaPons.— 
. Project 58—-d—-1, manufacturing plant expansion, Albuquer- 
que, New Mexico, 33, 325,000. 

2. Project 58—d-2, , storage site modifications, $2,000,000. 

z. a 58—d-3, high | explosive development plant, Liver- 
more, California, $2/100,000. 

4. Project 58-d—4, engineering and laboratory building, Los 
Alamos, New Mexic 0, $1,013,000. 

5. Project 58-d-5, ventilation system replacements, Los 
Alamos, New Mexico, $618,000. 

6. Project 58—-d—6, reclamation foundry, shop, and warehouse, 
Sandia Base, New Mexico, $308,000. 

7. Project 58—d-7, reactor, area III, Sandia Base, New Mexico, 
$2,900,000. 

8. Project 58—d-8, base construction, Nevada test site, $350,000. 

9. Project 58-d-9, base construction, Eniwetok Proving 
Ground, $7,917,000. 

(e) Reactor DrvELOPMENT.— 

1. Project 58-e-1, power reactor development acceleration 
project, $11,500,000. 

2. Project 58-e—-2, Puerto Rico power reactor. 

3. Project 58-e-3, fuels technology center, Argonne National 
Laboratory, Illinois, $10,000,000. 

4. Project 58-e—4, modifications and additions, aircraft nuclear 
propulsion ground test plant, area numbered 1, National Reactor 
Testing Station, Idaho, $8,000,000. 

5. Project 58-e-5, test installations for classified project, 
$9,000,000. 

6. Project 58 , project Sherwood plant, $7,750,000. 

7. Project 58-e 7 waste calcination syste m, Notional Reactor 
Testing Station, Idaho, $4,000,000. 

8. Project 58—-e-8, hot cells, $3,500,000. 

9. Project 58-e—-9, high temperature test installation, Bettis 
plant, Pennsylvania, $3,000,000. 

10. Project 58-e-10, destroyer reactor development plant, 
$750.000. 

11. Project 58-e—11, sodium reactor experiment (SRE) modi- 
fication, Santa Susana, California, $4,700,000. 

12. Project 58-e-12, liquid metal fuel reactor experiment 
(LMFRE), $17,500,000. 

13. Project 58-e-13, Argonne boiling reactor (ARBOR), Na- 
tional Reactor Testing Station, Idaho, $8,500,000. 

14. Project 58-e—14, natural uranium, graphite moderated, gas 
cooled, power reactor prototype; development, design, and engi- 
neering only, $3,000,000. ‘The Commission shall proceed with 
sufficient design work, together with appropris ite engineering and 
development work, necessary for the Commission to begin con- 
struction, as soon as practicable after authorization by the Con- 
gress, of a large-scale natural uranium power reactor prototype. 
The Commission shall submit to the Joint Committee on Atomic 
Energy a report on its Ds for this project, including cost 
estimates and schedule of construction, not later than April 1, 
L958. 
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15. Project 58-e-15, plutonium recycle experimental reactor 
designed for the production of 15,000 electrical kilowatt equiva- 
lent, $15,000,000. 

16. Project 58-e-16, Destroyer reactor plant, West Milton, 
New York, $35,000,000. 


(f) Reacror DeveELOPMENT. 

1. Project 58-f—1, waste storage tanks, National Reactor Test- 
ing Station, Idaho, $3,700,000. 

2. Project 58-f-2, hot pilot plant, $2,000,000. 

3. Project 58-f-3, land acquisition, National Reactor Testing 
Station, Idaho, $1,000,000. 


(oc) PHysicaAL RESEARCH. 


z 


1. Project 58-g-1, accelerator improvements, University of 


California Radiation Laboratory, California, $875,000. 


(h) PuystcaL RESEARCH. 

1. Project 58—h-1, reactor improvements, Argonne National 
Laboratory, Illinois, $380,000. 
(i) BroLoGy AND MEDICINE. 

1. Project 58-i-1, mammalian radiation injury and recovery 
area, Oak Ridge National Laboratory, Tennessee, $475,000. 


(j) Tratnrnc, Epucation, aNp INFORMATION. 
1. Project 58-j-1, nuclear training project, Regional Nuclear 
Training Center, Puerto Rico, $2,500,000. 


(k) ComMMuNITY.— 

1. Project 58—k—1, schools, Los Alamos, New Mexico, $965,000. 

2. Project 58—-k—2, housing modifications, Los Alamos, New 
Mexico, $1,000,000. 

3. Project 58-k-3, additional water well, Los Alamos, New 
Mexico, $138,000. 


(1) GenerAL Piant Prosects.—$26,016,000. 


O 
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85TH CONGRESS SENATE REPORT 
2d Session No. 1470 


CONFERENCE OF LEADING REPRESENTATIVE CITIZENS 
OF NATO COUNTRIES 


Apri. 24, 1958.—Ordered to be printed 


Mr. Green, from the Committee on Foreign Relations,"submitted the 
following 


REPORT 


[To accompany 8. Con. Res. 62] 


The Committee on Foreign Relations, to whom was referred Senate 
Concurrent Resolution 62, a concurrent resolution to request the 
President to use his best efforts to bring about a meeting of representa- 
tive citizens from all the North Atlantic Treaty Organization nations 
to examine ways to promote greater cooperation among those nations, 
reports the resolution with amendments and recommends that, as 
amended, it do pass. 


1. MAIN PURPOSE OF THE RESOLUTION 


The main purpose of the resolution is to endorse the proposal 
of the Third NATO Parliamentarians’ Conference that a conference 
of leading representative citizens of the NATO countries be held to 
explore methods of developing greater. cooperation and unity of 
purpose within the Atlantic Community. 


2. WHAT THE RESOLUTION DOES 


The preamble of the resolution refers to, and quotes pertinent por- 
tions of, a resolution unanimously adopted by the Third NATO 
Parliamentarians’ Conference in Paris in November 1957. This 
latter resolution recommended that the NATO governments— 


in consultation with the Standing Committee and Political 
Committee of the Conference, bring about, in accordance 
with the constitutional and governmental processes of their 
countries, a conference composed of leading representative 
citizens selected on a nonpartisan basis and directed to con- 
vene as often as necessary in order to examine exhaustively 
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and to recommend how greater cooperation and unity of 
purpose, as envisioned by the North Atlantic Treaty, within 
the Atlantic Community may best’be developed. 


It is contemplated that the members of the Conference would be 
private citizens who, ‘as far as possible,” would be “officially ap- 
pointed,’ but who would “act in accordance with their individual 
convictions.”” The findings and recommendations of the Conference 
would be reported to the appropriate committees of the NATO 
Parliamentarians’ Conference, to the North Atlantic Council, and to 
the NATO member governments ‘for consideration and appropriate 
action in accordance with the constitutional processes of each mem- 
ber country.” 

The committee amendment would strike out all after the resolving 
clause and insert an expression of the sense of Congress that at the 
appropriate time such a conference ‘‘would contribute to greater 
cooperation and unity of purpose among the member countries of 
the North Atlantic Treaty Organization.” The committee amend- 
ment also adds a new section 2 requesting the President to arrange 
for the participation of private American citizens in any such 
Conference. 

38. BACKGROUND AND COMMITTEE ACTION 


The NATO Parliamentarians’ resolution, which Senate Concurrent 
Resolution 62 endorses, originated in the Political Committee of the 
NATO Parliamentarians’ Conference. Senator Kefauver served as 
chairman of this committee, and the other American members were 
Senator Saltonstall and Representatives Selden and LeCompte. The 
resolution was supported by the American delegation in Paris and 
was, as noted above, unanimously adopted by the Conference. 

Senate Concurrent Resolution 62 was introduced February 13 by 
Senator Green, who had served as chairman of the American delega- 
tion in Paris, for himself and Senators Kefauver, Saltonstall, Jackson, 
Javits, and Humphrey. On March 11, Senators Kefauver, Salton- 
stall, and Javits discussed the resolution with the Committee on 
Foreign Relations in executive session. The committee further 
considered the resolution in subsequent executive sessions March 25 
and April 15, and on April 22 voted, without objection, to report the 
resolution favorably with the amendment described above. 


4. REASONS FOR ADOPTING THE “RESOLUTION 


In essence, Senate Concurrent Resolution 62, as amended by the 
committee, says two things: (1) Congress thinks a conference of the 
kind proposed would be useful, and (2) if such a conference is held, 
the President ought to arrange for American participation. The 
resolution basically is an expression of congressional interest in efforts 
to strengthen NATO unity. 

The NATO Parliamentarians recommended that the proposed Con- 
ference be brought about by the NATO “governments, in consulta- 
tion with the Standing Committee and Political Committee of the 
[NATO Parliamentarians’| Conference.””’ Thus the next move is up 
to the designated committees. Senate Concurrent Resolution 62 
does not call for American initiative; it does call for sympathetic 
reception of the initiative of others. Beyond requesting the President 
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to arrange for American participation, the committee amendment 
leaves open all other questions. 

As introduced, the resolution was subject to the objection that it 
was too specific in fixing responsibility for the initiative in the Presi- 
dent. This objection is met by the committee amendment. 

It might be further objected that the status of delegates to the 
conference would be ambiguous in that they would be “officially 
appointed”’ but would “act in accordance with their individual con- 
victions.”” This poses no real difficulty, however. There are ample 
precedents of conferences or advisory committees of private citizens 
who have been “officially appointed” but who have acted ‘in accord- 
ance with their individual convictions.””’ Their recommendations have 
no force except that which inheres in their soundness and wisdom. 
And obviously, the membership of these groups has to be selected 
by somebody. 

The committee sees no reason not to cooperate in holding the kind 
of conference proposed. On the contrary, such a conference could be 
expected to increase the NATO consciousness of the private citizens 
who participated and thereby indirectly of the public in the NATO 
countries. If valid, concrete recommendations result, so much the 
better. The committee desires to make it clear, however, that the 
conference will naturally have no power to take any sort of binding 
action. 

All wisdom does not lie in governments, and it is worthwhile to 
stimulate efforts to bring private talents to bear on the complex 
problems which confront NATO. 


O 
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Mr. Srennis, from the Committee on Armed Services, submitted the 
following 


REPORT 
[To accompany H. R. 11470] 


The Committee on Armed Services, to whom was referred the act 
(H. R. 11470) to adjust the method of computing basic pay for officers 


and enlisted members of the uniformed services, to provide proficiency 
pay for enlisted members thereof, and for other purposes, having con- 
sidered the same, report favorably thereon with an amendment and 
recommend that the act, as amended, do pass. 


NEED FOR THE LEGISLATION 


The basic need for the legislation is to establish a career force for 
the military services. This can be accomplished only by providing a 
compensation system which will assist in reducing the tremendous 
personnel turnover and thereby provide for attracting and retaining 
highly qualified personnel for careers of proper duration. 

If the Armed Forces are manned with personnel with minimum of 
marginal capabilities they cannot effectively operate the complex 
weapons systems which are now becoming a basic part of our Armed 
Forces. 

With respect to the need for this legislation a recent paper from the 
Joint Chiefs of Staff stated: 

The Joint Chiefs of Staff believe there is a vital need to 
increase the overall attractiveness of the professional mili- 
tary career in relation to its civilian counterparts in private 
industry. It is believed that a program of long-range incen- 
tives designed to this end is a matter of highest priority in 
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order to obtain the requisite high professional level in our 
military force. 
PXTENT OF TURNOVER 
Enlisted men 

Only one-third of the total enlisted personnel in the Department 
of Defense are in a career status with the result that the remaining 
two-thirds do not have the experience necessary to make an effective 
contribution. In fiscal year 1959 only 765,000 out of 2,300,000 
enlisted men will be serving beyond their first enlistment or inducted 
service. The two-thirds untrained personnel include 241,000 inductees 
and 1,294,000 men in their first term of enlistment. 

Reenlistment rates in all services are lowest in those skills where 
technical requirements and training investment are highest. The 
growing trend of requirements for skilled personnel is evidenced by 
the fact that in World War II the requirements for technically trained 
personnel were approximately 37 percent of the total enlisted force. 
By 1952 this percentage had increased to 47 percent and the trend 
is expected to continue in view of the tremendous technological 
demands of the missile systems. 

As an example of a critical shortage of skilled personnel, in the 
electronics area the Navy has only 36.6 percent of its requirements, 
the Air Force 42.1 percent, and the Army 48.4 percent. A sizable 
portion of these percentages consist of less than fully trained indi- 
viduals who are receiving on-the-job instruction in their assignments. 
All of the services have less than 66 percent of their requirement of 
critical personnel in mechanics and repairmen. 


Officers 

In the officer area, there is both a quantitative and qualitative 
shortage. ‘Too few young officers are willing to serve beyond obli- 
gated service. In fiscal year 1957, of the 40,000 officers completing 
obligated service, the services needed 15,000 to continue on active 
duty. Only 10,000 were willing to serve and the services were forced 
to accept 96 percent of these. According to Air Force testimony, 
out of 12,000 ROTC officers and aviation cadets who entered the Air 
Force on active duty in 1953, only 4,000 remain on active duty. 
According to the Chief of Naval Operations, the Navy operated in 
1957 with a shortage of 3,000 line lieutenants in their surface ships. 
The Navy is retaining only 2 out of every 7 naval aviators beyond 
obligated service. The result is that there is both a lack of numbers 
and a lack of selectivity. 


EFFECT OF SHORTAGE 


The Department of Defense testified that in the Strategie Air 
Command an average of about 6% wings of B-47 aircraft, about 
15 percent of the total striking force, are erounde d at all times because 
of insufficient maintenance resulting from the lack of trained main- 
tenance personnel. This is indicative of conditions throughout the 
Armed Forces. 

In the Navy the effect of the lack of fully qualified technicians is 
indicated in an actual test which they cenducted. In that test an 
entire antisubmarine squadron was selectively stafled with experienced 
personnel throughout the squadron. The results proved that this 
unit was far more effective than similar squadrons not manned with 
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experienced personnel. For example, the squadron had no aircraft 
accidents during its deployment to the Mediterranean as contrasted 
to nine accidents resulting in complete losses suffered by other 
squadrons of this type during the same period. 


OBJECTIVE OF THE BILL 


The basic objective of this legislation is to provide a military pay 
system designed to attract and retain qualified personnel for active 
career service. This would be accomplished in five different ways. 
Incentive pay system 

The most important feature of this legislation is the establishment 
of a pay system designed to attract and retain young officers and 
enlisted men for active service. This was accomplished (1) by pro- 
viding 2 new officer grades (O—-10 and O-9) and 2 new enlisted grades 
(E-9 and E-8); and (2) by providing graduated increases which result 
in the highest increases being granted to those in the upper officer 
and enlisted grades, and thereby improving the career opportunities 
for those who remain in active service on a career basis. 

Two proficiency pay systems 

The bill provides two new alternative proficiency pay systems 
designed to provide sufficient inducement to attract and retain highly 
qualified enlisted members. 

Command and staff responsibility pay for officers 

The bill establishes for the first time on a permissive basis a special 
pay for a limited percentage of officers who hold critical positions 
of unusual responsibility. The eligible assignments could include 
command, staff, or any other position. This is intended to afford a 
means of making a monetary recognition of the contribution of those 
officers holding such positions. This provision would tend to correct a 
deficiency in the present pay and promotion system. 

Modification of longevity pay system 

The bill provides an added incentive for achievement by eliminating 
longevity increases beyond normal promotion points. This undue 
emphasis in the present system on length of service as opposed to 
reward for reaching higher grades has been considered the major evil 
of a longevity pay system. 


(ost of living 

The bill also takes into account the increase in the cost of living 
since the last pay raise of 1955 through the minimum 6 percent increase 
in basic pay for most persons with over 2 years of service. 


PERSONNEL OBJECTIVES OTHER THAN PAY LEGISLATION 


The Department of Defense, along with the Cordiner Committee 
and others has recognized that improvement in the military pay sys- 
tem represents only one of the necessary steps for a proper personnel 
management system. The hearings conducted by the subcommittee 
were directly concerned only with the pending military pay legislation. 
The subcommittee recognized, however, that certain other personnel 
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areas require attention in order to fully accomplish the objective of 
improving the quality of military pe ‘rsonnel. 

The committee is glad to observe that the following positive actions 
have been initiated by the Department of Defense: 

1. Legislation has been recommended to the Congress aimed at a 
better system of quality control of commissioned a Spec ifically, 
the legislation would provide (1) a solution for the Navy “hump” 
problem; (2) screening boards for all services to eliminate officers 
whose services are no longer required ; and 3) a more competitive 
promotion system, together with a provision for accelerated permanent 
promotions for outstanding officers. 

2. The Department of Defense has indicated that the number of 
officers in the grade of O-6, colonel and captain, will, on the average, 
be reduced by 10 percent by the end of calendar year 1960. 

3. A reexamination i is now underway of existing promotion laws with 
the view toward the possibility of permitting greater opportunity for 
promotion for outstanding officers with a corresponding deemphasis 
on seniority. 

4. Improved personnel management procedures, generally, through- 
out the departments. 


SIGNIFICANT FEATURES OF THE BILL 
ONLY BASIC PAY AFFECTED 


Except for the special provision authorizing a separate system of pro- 
ficiency pay (which would be in addition to basic pay) the various pro- 
visions of the bill affect only basic military pay. The other pays 
which make up the total elements of military compensation remain 
unaffected, including special and incentive pay, hazardous duty pay, 
overseas pay for enlisted members, and the allowances for quarters, 
subsistence, and personal money. 


CREATION OF TWO NEW GRADES FOR OFFICERS AND ENLISTED 
PERSONNEL 


The bill creates two new pay grades for officers, O-9 and O-10, and 
two new grades for enlisted men, E-8 and E-9. 
Officer grades O-9 and O-10 

The purpose of establishing pay grades O-9 and O-10 is to recog- 
nize for all purposes the 3- and 4-star ranks. These ranks have been 
authorized by statute for a considerable period of time. Officers 
holding those grades, however, are paid the basic pay of the 2-star 
officer with an additional increment of $100 per month for 3-star 
officers and $200 per month for 4-star officers. Upon retirement 
3- and 4-star officers have their retired pay computed on the pay of 
an O-8. The establishment of pay grades O-9 and O-10 will pro- 
vide rates of basic pay for those grades and for the first time will 
enable the retired pay of such officers to be computed on such rates. 
The bill increases the basic pay of O-9 and O-10 grades by 28 and 
33 percent, respectively, and, in terms of total compensation, 23 and 
25 percent over present rates. 
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New enlisted pay grades E-8 and E-9 

The purpose of establishing the two new enlisted pay grades E-8 
and E-9 is to provide for a better delineation of responsibilities in the 
enlisted structure. Today for practical purposes the first two enlisted 
pay grades merely mark a transition period for an enlisted man in 
his first term of service. This leaves only five pay grades to provide 
for delineation of some 275 different skills and skill levels in the 
enlisted work force. 

The result is that a situation exists wherein E-7’s supervise E-7’s 
who supervise other E-7’s. The establishment of the pay grades 
E-8 and E-9 will make it possible to distinguish properly between the 
different levels of responsibility and at the same time provide the 
necessary monetary recognition for the jobs being performed by those 
who hold the grades. In recognition of supervisory ability the House 
bill provided that not more than 1 percent of the total enlisted mem- 
bers may hold the grade of E-9 and not more than 2 percent could hold 
the grade of E-8. Further, the House bill provided that in order to be 
advanced to the military rank and pay of an E-8 or E-9 (excluding 
proficiency pay advancement), an enlisted member must have com- 
pleted 8 years of Te service to be advanced to E-8 and 10 
years to be advanced to E-{ 


MODIFICATION OF PRESENT LONGEVITY PAY SYSTEM 


What is considered to be one of the evils of the longevity pay system 
is the fact that officers and enlisted men continue to accrue pay in- 
creases for excessive periods of service beyond normal promotion points 
and while continuing in the same grade. This has the effect, among 
other things, of permitting individuals in lower ranks to receive more 
pay than their superiors who have been selected for promotion but 
who have lesser total service. 

In lieu of the step-in-grade system of pay recommended by the 
Department of Defense, H. R. 11470 retains the present system of 
pay but makes a number of important changes therein. In effect, 
these changes provide significant pay amounts earlier in the individ- 
ual’s career and eliminate longevity pay increments after normal 
promotion points. The table be slow sets forth the years of service in 
the various grades under which members continue to accrue longevity 
increments under present law and under the bill. 





2" 
Grade Bb pete Present law | H. R. 11470 
‘ yy Fa oo / rt 

Years | Years 
0-6, colonel. : 30 | 26 
O-5, lieutenant colonel , alae 26 22 
O-4, major : 22 18 
O-3, captain .. 22 14 
O-2, Ist lieutenant... | 14 6 
O-1, 2d lieutenant 14 3 


| 


In the enlisted grades longevity increases have been drastically cut 
back. For example, under present law an E-2 continues to receive 
longevity increases until he completes over 10 years of service. The 
bill provides for no further increases after he completes over 2 years 
of service. In the E—4 grade, under present law, longevity increases 
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continue to accrue until over 18 years is completed. The bill rescinds 
any further increases after more than 10 years of service. 


Inversions 

Under the bill, it will still be possible in the future for inversions 
to exist although to a far lesser extent than is possible under present 
law. Inthe enlisted grades few inversions are expected to occur in the 
future in the first four grades and in the upper enlisted grades, inver- 
sions are possible although they will not occur in the normal promotion 
pattern. Furthermore, the additional enlisted proficiency pay sys- 
tems will make inversions less important than under the present 
system. 

In the officer grades, due to the cutback in longevity after maxi- 
mum promotion points, inversions are unlikely to occur although it 
will still be possible in cases where individuals have been given 
accelerated promotions to the higher grades, as compared to the officers 
who remain in the lower grades for the maximum period of time. 

With respect to the general officer grades, there should be no 
inversions from the practical standpoint since no major increases are 
authorized at points earlier than general officers are being promoted 
to the various flag and general ranks. 


SPECIAL PAY SYSTEM FOR JUNIOR OFFICERS WITH PRIOR ENLISTED 
SERVICE 


The bill contains a special pay table for junior officers in grades 
Q-1 through O-3 who have more than 6 years of active service 
of enlisted service. This provision was included in view of the fact 
that the modifications made in the present longevity system meant 
that in the absence of such a provision, junior officers with substantial 
active enlisted service would have received no recognition for such 
service. For example, whereas under the present pay scale second 
lieutenants accrue longevity pay increments - to 14 years of serv- 
ice, the bill would cut off longevity after 3 years of service. It is 
necessary to continue to provide an incentive for enlisted men to aspire 
to become commissioned officers and to qualify for such appointment. 
Thus, the special pay scale would recognize their former enlisted serv- 
ice following their appointment as commissioned officers. In the 
absence of such a table, many such enlisted men would in effect be 
frozen paywise upon appointment to commissioned officer rank. 

The effect of the special table is to provide additional longevity pay 
increments for junior officers who have more than 6 years of active 
service as an enlisted member. These longevity increments in the 
grade of O-1 average approximately $20 for each 2-year period of 
service. For officers in the grade of O-2, the increases provided by 
the special se ale are approximately $40 per month for each 2-year 
period of servic 


PROFICIENCY PAY FOR ENLISTED PERSONNEL TWO SYSTEMS 


The bill would provide statutory authority for two alternative sys- 
tems of proficiency pay. The first system would authorize an enlisted 
man possessing special proficiency in a military skill to be advanced to 
any enlisted pay grade and to receive the pay, allowances, and special 
or incentive pays of the higher pay grade. It should be emphasized 
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that the authority to distribute enlisted men in the various pay grades 
is already vested in the Secretaries of the military departments. This 
provision, therefore, reaffirms that authority. 

The alternative system provided by the bill, and not otherwise 
authorized under present law, establishes proficiency ratings of P-1, 
P-2, and P-3, together with maximum monthly rates of pay of $50, 
$100, and $150, respectively. These amounts could be paid to an 
enlisted man over and above the basic pay and any other special or 
incentive pays to which he might be entitled. The bill provides that 
those in the grades of E-8 and E-9 may receive proficiency pay under 
the alternative system even though their military service may elect 
the first alternative proficiency pay system providing only for advance- 
ment in pay grade. 

Administration of system 

The bill provides that the Secretary concerned, subject to regula- 
tions by the Secretary of Defense, will (1) elect which of the two 
systems, if any, will be employed for the service under his jurisdiction; 
(2) prescribe, within the limitations set forth in the bill, the amount of 
such pay for each proficiency rating established as eligible to receive 
such pay; (3) designate, from time to time, the skills for which pro- 
ficiency pay is authorized; and (4) to prescribe the criteria under 
which the members of that service are eligible for a proficiency rating 
in each skill. The Secretary could also, whenever he deems it neces- 
sary, increase (within the dollar limitations in the bill), decrease, or 
abolish proficiency pay for any such skill. 

The committee adopted an amendment more fully set forth in the 
Sectional Analysis which was aimed at insuring authority for the 
Secretary of Defense to prescribe a uniform definition among the 
services with regard to what constitutes a skill and what measure of 
training should be required in order to qualify for proficiency pay. 


RESPONSIBILITY PAY FOR CERTAIN OFFICERS 


The committee recommended a provision which introduces a new 
feature to the military pay system. It provides that a limited num- 
ber of officers in grades of captain, major, lieutenant colonel, and 
colonel, or equivalent grades, may be paid special additional pay if 
they hold a position of unusual responsibility as determined by the 
Secretary concerned. The rate of additional pay would be an addi- 
tional $50 per month for grades of O-3, captain, and O—4, major; $100 
per month for grade O—5, lieutenant colonel; and $150 per month for 
those in the grade of O-6, colonel. The number of officers who would 
receive such pay would be limited to 10 percent of those in the grades 
of O-4, O-5, and O-6 in each service, and to 5 percent of those in the 
grade of O-3. 

The committee recommended this provision because of the following 
factors: 

(1) Under the present pay system, an officer’s pay is determined 
principally by his rank. It is recognized that both the abilities and 
responsibilities of officers within a particular grade vary to a consider- 
able degree. 

(2) The changing nature and complexity of our weapons systems 
are creating demands for unusual responsibility in both staff and 
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command assignments, or a combination of both. These responsi- 
bilities, in many cases, may be distinguishable from the bulk of others 
held by those in that rank. 

(3) Neither the present pay system nor the promotion system 
adequately acknowledges this type of individual. An example is 
shown by the fact that even though an officer may be occupying and 
adequately performing in a position of unusual responsibility, he 
nevertheless may be prohibited from receiving additional pay because 
of the fact that he is not within a so-called zone of consideration for 
promotion, which is based solely on the length of service in the particu- 
lar grade. 

(4) The changing nature of our military services is requiring greater 
leadership in the scientific fields as well as command leadership in the 
usual sense. In the Air Force for instance, the proportion of officers 
in the technical fields will grow from 55 percent in a B52 wing to 
approximately 75 percent in an intercontinental ballistic missile unit. 


OPERATION OF SYSTEM 


This provision is permissive in nature and places wide discretionary 
authority in the secretary concerned for its administration. The 
committee realizes the difficult problems as a result of this innovation 
and recognizes that careful administration will be required. The 
value of this provision, which the committee considers sound in 
principle, will depend almost entirely upon the wisdom of its 
administration. The administration of this provision, however, 
poses no greater problems than those already being met in admin- 
istering the system for selection of the most outstanding officers for 
responsible positions. 

In establishing the percentage limitations for each grade, the com- 
mittee did not necessarily intend -7 the maximum number should 
receive such pay. In the case of O-3, captain, for example, it is 
recognized that a lesser number than - at authorized m: iv be eligible 
under the strict criteria to receive the additional pay. 

Furthermore, it should be emphasized that the reference to com- 
mand and staff positions are not intended to apply only to the use 
of those terms as used in the conventional military tables of organiza- 
tion. There may be other positions which would meet the criteria 
but not be strictly within these terms as normally used. 

It should be noted that any officer assignment would be eligible 
for designation by the Secretary concerned within the limitation of 
the prescribed numbers and the criteria for the position, except for 
the medical, dental, and veterinary officers who are expressly excluded 
because of the special pay already authorized. 

It would be expected that the words “unusual responsibility and 
of a critical nature” would be applied in accordance with the require- 
ments of each grade of each service concerned. Furthermore it 
might be noted that even within a particular grade of the same service 
the responsibilities of identical type position might vary depending on 
geographical location or other conditions. 

It is the view of the committee that the proper administration of 
this new pay system will do much to provide added incentive for 
superior achievement. 
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Cost 


The cost of administering this provision will not be excessive. In 
fiscal year 1959 the total cost would be approximately $12 million 
if implemented to the fullest extent possible. The cost by grade and 
numbers follows: 


| 
Grade Number Cost 

‘ Spe ae a 
O-f se amanda 1, 403 | $2, 525, 000 
O-5 3 3, 036 | 3, 643, 000 
0-4 ‘ ; 5, 273 | 3, 164, 000 
O-3 adi 4, 600 2, 760, 000 

rotal ie " 14, 312 | 12, 092, 000 


[INCREASES IN Basic Pay 
MINIMUM 6-PERCENT INCREASE 


Except for a small number of the total military personnel in the 
Department of Defense, the bill increases the permanent pay rates 
for all those with over 2 years of service, a minimum of 6 percent for 
‘ach pay grade. The purpose is to provide a minimum cost-of-living 
increase since the enactment of the previous military pay legislation 
in 1955. Those who receive no increase or less than a 6 percent in- 
crease consist almost entirely of enlisted men in the lower grades who 
have completed long years of service and who failed to advance under 
the normal promotioa pattern. These men, of course, would be eli- 
gible in most cases for additional pay in the event of their promotion; 


TYPICAL INCREASES BY GRADE 


The percentages listed below set forth the average increases by 
grade in terms of basic pay and total compensation under the bill as 
passed by the House and as amended in the Senate. 


Typical basic pay increases 





House Senate 
Grade H. R. 11470 | H. R. 11470 
rates | rates 
Percent | Percent 

O-10, general-admiral Sead | 47 | q 

O-9, lieutenant general-vice admiral _ ‘ 38 | 28 
O-8, major general-rear admiral (upper half) ; 28 | 25 
O-7, brigadier general-rear admiral (lower half) - ‘ er 24 | 30 
O-6, colonel-captain ; il 23 | 21 
O-5, lieutenant colonel-commander 18 | 18 
O-4, major-lieutenant commander. ‘ 15 15 
O-3, captain-lieutenant ‘ - 15 | 13 
O-2, Ist lieutenant-lieutenant (jg 11 10 
O-1, 2d lieutenant-ensign (see note below) 6 6 
W-4, chief warrant-commissioned warrant ll 9 
W-3, chief warrant-commissioned warrant . ¢ | 17 | 16 
W-2, chief warrant-commissioned warrant. | 13 10 
W-1, warrant officer (jg.)-warrant officer | 18 | 13 
E-9 ss : | 44 | 38 
E-8 An 28 | 22 
E-7 master sergeant-chief petty officer - ‘ 17 | 10 
E-6, sergeant, Ist class-petty officer, lst class__.. : 11 | 9 
E-5, sergeant-petty officer, Ist class | 15 | 10 
E-4, corporal-petty officer, 2d class- - -- | 14 | 14 
F-3, private, Ist class-seaman (see note below) ; | 0 | 0 
E-2, private-seaman apprentice (see note below) _- 0 0 
E-1, private-seaman recruit. . ss | 0 | 0 


S. Rept. 1472, 85-2———-2 
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Typical total compensation increases 


House H. R.| Senate H. R 








Grade | 11470 rates | 11470 rates 
| 
e 

Percent Percent 
O-10, general-admiral___ a is - 36 25 
0-9, lie utenant general-vice admiral scien sean <a 31 23 
O-8, major general-rear admiral (upper he alf). eae a 23 21 
O-7, brigadier general-rear admiral (lower half) __- aes sins 20 24 
O-6, colonel-captain - - _-_- eee a 18 17 
O-5, lieutenant colonel- commander....-....------------- ; J des amie: 14 14 
O-4, major-lieutenant commander-_-_-___....._.-- a : i rihcinnicteabl 11 | ll 
O-3, captain-lieutenant__- ol pavebiainie staal ee 11 10 
O-2, 1st lieutenant-lieutenant (ig.)-- ' Se —_ aed | 7 
O-1, 2d lieutenant-ensign (see note below) -_- Medians 4 4 
W-4, chief warrant-commissioned warrant___..___- 5 shea s 7 
W-3, chief warrant-commissioned warrant__- ‘ 12 | ll 
W-2, chief warrant-commissioned warrant ‘ ; y 7 
Ww oa warrant officer (jg.)-warrant officer aise 12 4 
ee pao etic pee fl 31 | 27 
E-8 _. ; 20 | 15 
E-7, master sergeant-chief petty officer - -- ‘ 12 | 7 
E-6, sergeant Ist class-petty officer Ist class 7 6 
E &, sergeant-petty officer 2d class ; : 10 6 
E-4, corporal-petty officer 3d class 7 , ; 8 8 
E-3, private-lst class seaman (see note below) ae 0 | 0 
E-2, private-seaman apprentice (see note below) eines f 0 0 
E-1, private-seaman recruit oe ; ‘ : 0 | 0 


Note.—The average increases are based on those in each ere ude with the normal number of years in grade 
and total length of service. The averages above for O-1, E-2, and E-3 are less than 1 percent because of the 
fact that the typical persons in those grades have comple ted 2 or less years of service. No members receive 
increases with under 2 years of service. Those in the grades of O-1, E-2, and E-3 who have completed 2 
years of service and are in the normal promotion pattern receive a minimum 6 percent increase in basic pay. 
Those in E-1 would not receive an increase under the House bill. 


AIM OF BASIC PAY INCREASES 


The aim of the basic pay increases is to provide an incentive for 
young officers and enlisted men to aspire to higher grades. This would 
be achieved by authorizing the greatest increases in these upper 
grades as indicated by the above percentages. 


PERSONS ALREADY RETIRED 


The bill as passed by the House provided in effect that members 
retired before the effective date of the act would receive a flat 6- 
percent increase except for those on the retired list in the grade of 
lieutenant general, or equivalent, or general, and equivalent. 

The Senate committee amended the House provision by deleting 
the language permitting those on the retired list in 3- and 4-star rank 
to recompute their retired pay under the new rates of the bill. If 
recomputation were permitted for these 2 ranks, it would result in 
an increase of 54 percent for those in the rank of general, or equivalent, 
and 39 percent for those in the rank of lieutenant general, or equiva- 
lent, as compared to a flat 6 percent for all others retired. The 
committee was of the opinion that it would not be equitable to permit 
two pay grades to recompute, with the resulting increases, as con- 
trasted to the other ranks who are extended only a flat 6-percent 
increase. 

The Senate committee also added language which would (1) require 
at least 1 year of continuous active duty after recall from a retired 
status in order to recompute under the new rates of the bill; 
require 2 years of continuous active duty in order to recompute under 
the rates of the bill for those who were recalled from a retired status 
in a higher rank received as a result of honorary promotions in the 
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Navy and Marine Corps; and (3) clarified the bill so as to make 
certain that those persons retiring on the effective date of the bill 
would retire under the new rates. 


PROPOSALS NOT ADOPTED BY THE SENATE COMMITTEE 


Special pay for officers assigned as judge advocates and legal specialists 

An amendment was proposed to the House bill the principal pro- 
visions of which are as follows: 

The three judge advocates and surgeons general of the military 
services would have been increased in rank to that of a lieutenant 
general or equivalent with all the pay and allowances of the higher 
rank. 

(2) It would have provided special pay ranging from $100 to $250 
per month depending on length of active service for officers assigned 
as judge advocate or as legal specialists and in addition would have 
authorized 3 years credit for basic longevity pay purposes for such 
officers. Such pay is already authorized for military physicians and 
dentists. Veterinary officers receive additional pay in the flat amount 
of $100 per month. 

(3) It would have authorized the promotion of such officers to the 
grade of captain (O-3) at any time after 1 year after their admission 
to the bar. 

Reasons for rejection 

The committee did not adopt this proposal for the - following 
reasons: 

(1) Despite the fact that the judge advocate corps have a serious 
problem since they are not retaining a sufficient number of young 
officers beyond their obligated tour of service, the Department of 
Defense which opposes this legislation has testifie d that a similar prob- 
lem exists with respect. to other specialists and categories of officers. 
Other groups in the military who have had professional training have 
likewise been requested to be included under the same terms including 
those in the scarce scientific and engineering fields where the retention 
rate is as low or lower than that which prevails in the judge advocate 
corps. 

(2) The basic pay increases of the bill as reported by the Senate 
committee provided an incentive pay scale which in the view of the 
committee should provide adequate pay scales for the grades involved. 
It was the position of the Department of Defense that this problem 
would be alleviated to a great extent, if not eliminated, by providing 
an improved, more adequate compensation system. 

(3) Moreover, the committee adopted a provision which would 
allow officers holding assignments of unusual responsibility of a 
critical nature to the service concerned to receive additional pay in 
the amount of $150 for colonel; $100 for lieutenant colonel; and $50 
for those in the grade of major and captain. In the event the secretary 
of the service concerned should determine that a member of the 
Judge Advocate Corps should meet this criteria he would be eligible 
for such pay and would thereby receive this amount in addition to 
the increases otherwise granted under the bill. 

) The increases of the amendment which would be in addition to 
those granted in the bill would result in the following total percentage 
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increases to the various grades of those who would be eligible for such 
added pay: For judge advocates general about 60 percent in terms 
of total compensation, from $15, 540 to $24,132 assuming maximum 
years of service for pay purposes; for major general judge advocates, 
42 percent; for brigadier general, 34 percent; for colonel, 43 percent; 
for lieutenant colonel, 46 percent; major, 46 percent; captain, 53 per- 
cent; first lieutenant 40 percent. These increases do not include the 
longevity pay additions which the bill otherwise authorizes. 

(5) There is a possibility that a great amount of work could be 
performed by civilian lawyers within the military departments. At 
the present time of the 4,500 persons assigned as lawvers throughout 
the Defense Department, 3,000 are judge advocates and 1,500 are 
civilian. The practicality of shifting a portion of the load to civilian 
lawyers might be examined. 

(6) The special pay now in effect for physicians and dentists was 
authorized not on the basis of being an ideal addition to the military 
pay system, but for the following reasons: 

(a) Physicians and dentists since September 1950 have been 
drafted into the armed services solely on the basis of their pro- 
fession under special laws. Except for veterinary officers who 
receive only a flat $100 per month and who were liable under the 
doctor draft legislation, no other professions have been subject 
to induction solely on the basis of their professional qualifications. 

(b) The doctor draft legislation together with incentive pay 
for physicians and dentists offered the only method for main- 
taining the state of health of the forces which is essential to 
combat readiness of the Armed Forces in peacetime and the 
saving in lives in cases of emergency such as Korea. It might 
be noted that the doctor draft legislation was originally enacted 
in September 1950 immediately after the Korean emergency was 
declared. 

(c) Despite special pay, about 65 percent of the military 
physicians are on active duty as a result of the persuasion of the 
special draft laws. The incentive legislation, however, has 
reversed the downward trend of resignations which were deplet- 
ing the career Medical Corps. 

Maritime personnel assimilated to military pay scales 


It should also be mentioned that the Department of Defense pro- 
posal contained a provision which eliminated the faculty and employ- 
ees of the Kings Point Merchant Marine Academy from being paid 
under the provisions of the Career Compensation Act, as amended. 
The committee has received testimony from representatives of the 
Academy as well as the Department of Commerce on this subject. 
In view of the fact that separate legislation (S. 3407) has been intro- 
duced and referred to the appropriate committee with regard to this 
matter, the Committee on Armed Services deleted all reference to 
those individuals who are now employed at the Merchant Marine 
Academy, and who are paid under the Career Compensation Act. If 
a separate pay system is to be established for these individuals, it 
should be a matter for consideration by the appropriate committee. 
In the opinion of the Committee on Armed Services, the section 
which would have removed these individuals from the assimilated 
pay provision of the Career Compensation Act does not belong in the 
proposed legislation but more properly should be considered by the 
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Committee on Interstate and Foreign Commerce, which committee 
has jurisdiction over the Merchant Marine Academy. 
Explanation of Senate changes 

The Department of Defense suggested adjustments in the House 
bill which would have reduced the cost of the bill from approximately 
$683 million to $512 million. The total cost of the Senate bill will 
be approximately $576 milion. Following is an explanation of the 
Senate adjustments: 

Officers. —For the Chairman of the Joint Chiefs of Staff and the 
four Chiefs of Staff the eommittee adopted the top pay recommended 
by the House for the grade O-10. This recognizes these offices as 
being the ultimate position of the military departments. The com- 
mittee accepted the Department of Defense suggestions with respect 
to the general officer grades of O-8, O-9, and O-10. With regard to 
brivzadier general the Senate committee increased the rate above that 


recommended by the House ($1,125 to $1,175) which results in an 


increase of 30 percent in basic pay and 24 percent in terms of total 
compensation. The committee accepted the Department of Defense 
recommendations with respect to O-6 and O—5 which resulted in only 
slight reductions from the House scale. The committee adjusted the 
rates for major (O-4), captain (O-3), and first lieutenant (O-2) by 
increasing the rates above those recommended by the Department of 
Defense with the result, however, that they remain slightly below the 
averages recommended by the House. 

In addition to the changes shown ebove the committee provided an 
additional $12 millon for officers which would result from the full 
use of the provision for responsibility pay. This would make available 
for the grade of colonel! $1.9 million more than is provided in the 
bill as passed by the House, and for the grade of lieutenant colonel 
$900,000 more than the bill as passed by the House. Further, it would 
restore all but $3 million in the grade of major and all but $5 million 
in the grade of captain. The $12 million so added to the basic pay 
would have the further advantage of being distributed to the out- 
standing and best qualified of the grade. 

The net result of the changes in basic pay plus the special pay would 
be to reduce the overall cost for officers from $192 million in the House 
bill to $184 million in the Senate bill. 

Enlisted changes. The committee made substantially no changes 
in the first four enlisted grades from the rates recommended by the 
House. With regard to the middle enlisted grades of E-5, E-6, and 
E-7 the Department of Defense recommended substantial reductions 
in the rates. The Department of Defense would have reduced the 
total cost of the enlisted grades from about $346 million to $244 
million or by about $102 million. Substantially all of this reduction 
would have been made in the enlisted grades of E-5, E-6, and E-7. 
The committee increased the rates for the grades E-5, E-6, and E-7 
above that recommended by the Department of Defense but below 
that recommended by the House. A total of about $36 million was 
added to the enlisted costs by the committee. 

The committee considers the recommended enlisted rates to be 
reasonable after taking into account the following two factors: 

(1) The establishment of a proficiency pay system under which 
from one-third to one-half of all enlisted men E—4 and above (approxi- 
mately 330,000) will be eligible to receive the additional pay which 
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ranges from $30 to $150 per month. The chart on the last page of 
this report indicates the extent of the raises which these men will be 
eligible to receive. 

(2) The creation of the new enlisted grades E-8 and E-9 will per- 
mit substantial promotions to be made to those grades thereby creat- 
ing vacancies for those below these grades. T he combination of pro- 
ficiency pay and promotion opportunity together with the recom- 
mended rates constitute appropriate pay scales for these grades. 


SECTION AFFECTING RETIRED PAY MULTIPLIER 


The committee adopted an amendment contained in section 11 of 
the bill which will prevent the inclusion of nonactive duty Reserve 
service in the computation of the retired pay on the basis of a full 
active duty year, and will provide that such service will be computed 
on the basis of the point computation system applicable to Reserve 
officers retired under the reserve retirement law at age 60. This 
section would affect those officers who had served at least 20 years on 
active duty and thereafter remain or are appointed in the Reserve 
prior to being transferred to a retired list with pay. As a result of the 
committee amendment all future reserve time will be computed on the 
same basis for retired pay purposes. 

[t should be emphasized that this amendment is effective only upon 
the date of enactment and therefore prospective in nature. It would 
therefore not affect the service presently creditable under existing law. 

It should also be emphasized that this section affects only nonactive 
reserve service and does not relate to other prov isions of law ( ‘rediting 
other than active service, such as constructive service and other 
provisions. 

SECTIONAL ANALYSIS 


SECTION 1 


SUBSECTION (1) NEW BASIC PAY TABLES 


This subsection amends section 201 (a) of the Career Compensation 
Act of 1949 by making the following changes in the basic pay tables. 

(a) Adding to the basic pay table for commissioned officers two 
new pay grades O-9 and O-—10 and increasing the rates of basic pay 
for the majority of the pay grades for commissioned officers. 

(b) Adding a table which gives specie! rates of basic pay for com- 
missioned officers in pay grades O-1, O-2, and O-8 who have been 
credited with over 6 years of active service for pay purposes as enlisted 
members of a uniformed service. 

(c) Increasing the rates of basic pey for the majority of the pay 
grades for warrant officers. 

d) Adding to the basic pay table for enlisted members two new pay 
grades E-8 and E-9 and increasing the rates of basic pay for the 
majority of the pay grades for enlisted membet 

A ec mnplete explanation of these changes is contained in the analysis 
and ¢ ~ rts set forth elsewhere in this r sport. 


The purpose a establishing the two new enlisted pay grades E-8 
and E 9 is to provide for a better division of responsibilities in the 
enlisted structure. Today for practical purposes the first two enlisted 
pay grades merely mark a transition period for an enlisted man in his 
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first term of service. This leaves only 5 pay grades to provide for 
delineation of some 275 different skills and skill levels in the enlisted 
work force. 

The result is that a situation exists wherein E-7’s supervise E-7’s 
who supervise other E-7’s. The establishment of the pay grades 
K-8 and E-9 will make it possible to distinguish properly between the 
different levels of responsibility and at the same time provide the 
necessary monetary recognition for the jobs being performed by those 
who hold the grades. In recognition of supervisory ability the House 
bill provided that not more than 1 percent of the total enlisted mem- 
bers may hold the grade of E-9 and not more than 2 percent could 
hold the grade of E-8. Further, the House provided that in order to 
be advanced to the military rank and pay of an E-8 or E-9 (exclud- 
ing proficiency pay advancement), an enlisted member must have 
completed 8 years of cumulative service to be advanced to E-8 and 
10 vears to be advanced to E 


COMMITTEE AMENDMENT 


The bill as passed by the House required only 4 years of cumulative 
service in order to be eligible for the special scale. The Senate 
amended this provision by requiring 6 years of active service as an 
enlisted member in order to be eligible for the special scale. 

The principal purpose of the special rates was to recognize enlisted 
members with substantial active enlisted service who qualified for 
appointment as commissioned officers after a number of years in an 
active enlisted status. In the Navy, 10 years of active enlisted service 
as an enlisted man or warrant officer is required for appointment as 
i limited duty officer. This change will adapt the bill to meet more 
effectively the objectives of the Department of Defense. 


SUBSECTION (2) ADDITION OF PAY GRADES O-9 AND O-10 


Subsection (2) amends section 201 (b) by adding to the table therein 
the ranks of lieutenant general and vice admiral for pay grade O-9, 
and the ranks of general and admiral for pay grade O-10. 

The purpose of establishing pay grades O—9 and O-—10 is to recognize 
for all purposes the 3- and 4-star ranks. These ranks have been au- 
thorized by statute for a considerable period of time. Officers 
holding those grades, however, are paid the basic pay of the 2-star 
officer with an additional increment of $100 per month for 3-star 
officers and $200 per month for 4-star officers. Upon retirement 
3- and 4-star officers have their retired pay computed on the pay of 
an O-8. The establishment of pay grades O-9 and O—10 will provide 
for the first time rates of basic pay for those grades and will enable 
the retired pay of such officers to be computed on such rates. 

The bill provides substantial increases in basic pay for those holding 
these grades: for O-10, 33-percent increase in basic pay and a 25- 
percent increase in terms of total compensation; for O—9, a 28-percent 
increase in basic pay and a 23-percent increase in total compensation. 


SUBSECTION (8) LIMITATIONS ON NEW GRADES E-8 AND E-9 


Subsection (3) amends section 201 (c), which section authorizes 
the Secretary concerned to distribute enlisted persons in the various 
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pay grades prescribed for them, by adding thereto a provision that 
an enlisted member may not be placed in pay grade E-8 and E 
except for proficiency pay purposes, until he &. completed at least 
8 years or 10 years, respectively, of cumulative years of enlisted 
service creditable in the computation of his basic pay. 

This subsection contains further a percentage limitation which 
provides that except for proficiency pay purposes the authorized 
average number of enlisted members on active duty other than for 
training in the pay grades E-8 and E-9 may not be more than 2 
percent and 1 percent respectively of the number of enlisted men 
of that uniformed service who are on active duty (other than for 
training) on January 1 of each year. 


SUBSECTION (4) PRIOR PAYMENTS FOR RELEASE FROM ACTIVE DUTY 


Subsection (4) amends section 201 (d) to provide that any payments 
accruing under any law to any member of a uniformed service incident 
to his release from active duty or for his return home incident to 
release from that duty, may be paid to that member before his depar- 
ture from his last duty station, whether or not he actually performs 
the travel involved. It also provides that if a member receives 
a payment under this subsection but dies before that payment would 
but for this subsection have been made, no part of the payment is 
recoverable by the United States. 

The purpose of this section, which was recommended by the 
Department of Defense, is to clarify existing law. 


COMMITTEE AMENDMENT 


A committee amendment added the words “active duty for training”’ 
to this section to assure that those who completed periods of such 
duty may receive advance payments just as the subsection authorizes 
for those in releases from ‘‘active duty.”’ 

While the definition of the words ‘active duty” in title 10, United 
States Code, includes “active duty for training’? they are not so 
defined in the Career Compensation Act of 1949. Therefore, in order 
to permit advance payments to be made to members who complete 
a period of active duty for training it is necessary to insert specific 
wording to that effect. 


SUBSECTION (5)—REPEAL OF PROVISION AUTHORIZING ACTIVE DUTY 
SUPPLEMENT FOR 3- AND 4-STAR GENERALS 


Subsection (5) repeals section 201 (f). That section provides that 
an officer serving on active duty in the grade of lieutenant general or 
vice admiral shall, in addition to the pay and allowances to which he 
is otherwise entitled, be entitled to an additional increment of basic 
pay in the amount of $100 a month, and that an officer serving on 
active duty in the grade of general or admiral shall, in addition to the 
pay and allowances to whic h he is otherwise entitled, be entitled to an 
additional increment of basic pay in the amount of $200 a month. 
That section also provides that these additional increments shall not 
be considered a part of the active duty pay or monthly basic pay of 
these grades for the purpose of the computation of retired pay. 
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SUBSECTION (6)—ADDITION OF NEW GRADES E-8, E-9, 0-9, AND 0-10 TO 
THE HAZARDOUS DUTY PAY TABLE 


Subsection (6) amends section 204 (b) by adding, to the tables which 
provide incentive pay for flight and submarine “duty, incentive pay 
for O-9 and O-10 at the rate of $165 for all categories of years of 
service for those pay grades, and for E-8 and E-9 at the rate of $105 
for all categories of years of service for those pay grades. The new 
rates for the higher grades are the same as those now existing for O-8 
and E-7, respectively. 


SUBSECTION (7)—-ADDITION OF NEW GRADES E-8 AND E-9 TO THE TABLES 
FOR SEA AND FOREIGN DUTY PAY 


Subsection (7) amends section 206 by adding, to the table authoriz- 
ing special pay for sea and foreign duty, such pay at the rate of $22.50 
for pay grades E-8 and E-9. This rate is the same as the present 
rate for EK 
Subsection (8)—proficiency pay 

This subsection adds a new section 209 by providing alternative 
systems of proficiency pay for enlisted members of the uniformed 
services and a new section 210 to provide a system of proficiency pay 
for certain officers of the Armed Forces. 

Subsection (a)—Two alternative statutory systems for proficiency pay 

Subsection (a) of this new section provides that an enlisted member 
entitled to basic pay and designated as possessing special proficiency 
in a military skill of his service may— 

(1) be advanced to any enlisted pay grade prescribed in section 
201 (a) that is higher than his pay grade at the time of designa- 
tion and receive the pay, allowances, and special or incentive 
pays of the higher grade in accordance with his cumulative years 
of service for pay purposes; or 

(2) be paid, in addition to any pay, allowances, special or incen- 
tive pays to which he is entitled, proficiency pay at a monthly rate 
not to exceed the maximum rate prescribed in the following table 
for the proficiency rating to which he is assigned: 


Mazimum 

: monthly 
Proficiency rating: rate 

Fo ies asic is a tree are 0h co a i eh a ea ee a oe ee eee $50 

I a a a a dae a a i 100 

Pb dow ak ea wea ec hac sad ee ee PN Te Sees of hl ho. 150 


Subsection (b)—Minimum pay for members advanced to E-8 and E-9 
Subsection (b) provides that an enlisted member who has less than 
8 or 10, as the case may be, of cumulative years of enlisted service 
for basic pay purposes and who is advanced under subsection (a) (1) 
to pay grade E-8 or E-9, respectively, is entitled to the minimum 
amount of basic pay, allowances, and special or incentive pay pre- 
scribed for that pay grade until such time as his cumulative years of 
service for pay purposes entitles him to a higher rate of such pays. 


S. Rept. 1472, 85-2 














18 COMPUTING PAY FOR OFFICERS AND ENLISTED MEN 


Subsection (c)—Administration of Proficiency Pay 

Subsection (c) provides the following subject to regulations pre- 
scribed by the Secretary of Defense: 

(1) That the Secretary concerned shall determine whether enlisted 
members of any uniformed service under his jurisdiction are to be 
paid proficiency pay either under subsection (a) (1) or (a) (2) of this 
new section; 

(2) That he may elect only one of these methods of paying pro- 
ficiency pay for each uniformed service under his jurisdiction; 

(3) That if he elects to have proficiency pay paid under subsection 
(a) (1), enlisted members in military ranks assigned to pay grades 
E-8 and E-9 may be paid proficiency pay at a monthly rate not to 
exceed the maximum rate prescribed in subsection (a) (2); 

(4) That if he elects to have proficiency pay paid under subsection 
(a) (2), he shall prescribe, within the limitations set forth in that 
subsection, the amount of such pay for each proficiency rating 
prescribed therein; 

That he shall designate, from time to time, those skills within 
each uniformed service under his jurisdiction in which proficiency 
pay is authorized, and shall prescribe the criteria under which members 
of that uniformed service are eligible for a proficiency rating in each 
such skill; and 

(6) That he may, whenever he deems it necessary, increase, decrease, 
or abolish proficiency pay for any such skill. 


Subsection (d)—Clarification of administrative authority 


Subsection (d) provides that proficiency pay shall be administered 
under regulations prescribed by the Secretary of Defense for the uni- 
formed services under his jurisdiction, and by the Secretary of the 
Treasury for the Coast Guard when the Coast Guard is not operating 
as a service in the Navy. 


COMMITTEE AMENDMENT 


The committee amended subsection (d) by deleting the first clause 
of the subsection which would have exempted secretarial determina- 
tions as to the type of system, designation of skills, and criteria from 
Secretary of Defease regulations. 

The amendment was adopted for the principal purpose of insuring 
a uniform definition amoag the services with respect to what con- 
stitutes a skill and what measure of training should be required in 
order to qualify. It might be noted that the Secretary of Defense 
presently issues uniform regulations for the administration of the 
existing pay system. 

In the absence of the committee amendment wide divergences could 
develop among the services v ith respect to the amount ot proficiency 
pay received by enlisted personnel \ ith substantially similar training, 
experience, and s‘<ill levels. It is almost inevitable that situations 
will develop in which the same s‘ill will be paid at widely different 
rates. This would tend to generate unnecessary competition among 
the services for specialists in scarce and critical skills and would vio- 
late the sound principle of equal pay for equal wor’. A large pro- 
portion of all military sills are common to two or more services, par- 
ticularly in such functions as electronics, maintenance, administra- 
tion, and a wide range of other supporting activities. In addition, 
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similar ground combat specialties are found in both the Army and the 
Marine Corps. 

This amendment will enable the Secretary of Defense to prescribe 
overall Department of Defense policies and criteria governing the 
proficiency-pay program, and to assure that the funds appropriated 
under this program will be providently used. It should be empha- 
sized, however, that the Secretary of Defense should recognize that the 
needs of the services may differ with respect to the proficiency-pay 
system to be employed to best meet the needs as well as their skills to 
be identified thereunder. 

The statutory establishment of the two alternative systems will 
require the reexamination of any policies which might have been 
heretofore promulgated for the purpose of improving proficiency pay 
under existing law. 

The committee deleted language in the House bill which would have 
permitted inclusion in the computation of retired pay the proficiency 
pay based on payments of $50, $100, and $150 per month. The reason 
for this exclusion is the fact that the various other special pays now 
authorized for enlisted and commissioned personnel are not included 
for any purpose in basic pay. The amendment therefore conforms 
to existing law with respect to basic pay. 


SUBSECTION (38)-—-SPECIAL SYSTEM OF PAY FOR CERTAIN OFFICERS 


Subsection (a) of this new section provides that an officer of an 
armed force who is entitled to the basic pay of the pay grade O-3, 
O-4, O-5, or O-6 and designated, because of assignment and duties 
being performed, as holding a command or staff position of unusual 
responsibility and of a critical nature to the service concerned may, 
in addition to any other pay to which he is entitled, be paid special 
pay at the following rates: 


Pay grade: Amount 
O-3 Pate Baer ida isee ee detecer he eae scabs > a nplsn va ak oe ae is eae $50 
O Seg ee nt iat in pt eka ae lg es a ee 50 
O-5 ¥ eons ates Si hc cel AN A ee a ee 100 
O 6 seb ceed eve atae a ie de ee etree bie sAveka Rees 150 


It further dinioin ts the Secretary concerned to prescribe the criteria 
and circumstances under which such special pay may be paid to any 
officer and authorizes him to abolish such pay in any case he con- 
siders it necessary. 

Subsection (b) provides percentage limitations on the number of 
officers on active duty in each armed force in pay grades O-3 through 
O-6 who may be paid special pay under this section. These per- 
centages are as follows: 


Pay grade: 


Percent 
Q-3 ii é ce dAdcids a ben’ ae ds eee de eee a 5 
O-—4 iar taentad ins d vetala wit ce vite ate ard nas ee 10 
O-5___. d ee le ee : IO SD. Drage he Oe ir 10 
O-6__- Sa Se ee Be Nh cite eee ee 10 


Subsection (e)—( Nene of ele tiielitae: authority 


Subsection (c) provides that the proficiency pay provided by this 
section shall be administered under regulations prescribed by the 
Secretary of Defense for the Armed Forces under his jurisdiction, 
and by the Secretary of the Treasury for the Coast Guard when the 
Coast Guard is not operating as a service in the Navy. 
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Subsection (d)—Limitation on applicability of section 

Subsection (d) provides that this section does not apply to doctors, 
dentists, or veterinarians, who are entitled to special pay in the amounts 
of $100 to $250 per month (depending on length of active service) 
under section 203 of the Career Compensation Act of 1949. 
Subsection (e)—Reports to Congress 

Subsection (e) requires the Secretary of Defense to report to Con- 
gress, by March 1 of each year, on the administration of this section 
within the military departments during the preceding calendar year. 
A similar report is required from the Secretary of the Treasury when 
the Coast Guard is not operating as a service of the Navy. 


SUBSECTION (9)—-ADDITION OF NEW PAY GRADES TO TABLE ON 
QUARTERS ALLOWANCES 


Subsection (9) amends section 302 (f) by adding, to the table which 
provides basic allowances for quarters for officers and enlisted mem- 
bers, an allowance of $171 with dependents and $136.80 without 
dependents for pay grades O—9 and O-10, and $67.50 with dependents 
and $45 without dependents for pay grades E-8 and E-9. The rates 
for O-9 and O-10 are the same as O-8, and for E-8 and E-9 the 
same as K-7. 


SUBSECTION (10)—-ADDITION OF E-8 AND E-9 TO DEPENDENTS 
ASSISTANCE REQUIREMENTS 


Subsection (10) amends section 302 (h) by adding pay grades E-8 
and E-9 to that part of the section which requires that enlisted mem- 
bers in pay grades E-6 and E-7 with dependents must have an 
allotment of pay not less than the sum of the basic allowance for 
quarters to which they are entitled plus $80 in order to be entitled to 
the increased quarters allowance authorized by the act of May 19, 
1952 (66 Stat. 79). 


SUBSECTION (11)—-PERSONAL MONEY ALLOWANCE FOR THE SURGEON 
GENERAL OF THE PUBLIC HEALTH SERVICE 


This subsection provides that the Surgeon General of the Public 
Health Service would be authorized a special money allowance of 
$1,200 per year. The effect of this allowance is to prevent a loss of 
pay for the Surgeon General and to permit a modest increase of about 
$59, from $1,885 per month to $1,944 per month. 

The bill in section 8 repeals that provision of the Federal Executive 
Pay Act under which the Surgeon General now receives most of his 
compensation. Section 110 of the Federal Executive Pay Act provided 
that the Surgeon General would receive $20,000 per year in addition 
to annual military allowances for quarters and subsistence amounting 
to $2,600 per year. By repealing section 110 of the Federal Executive 
Pay Act the Surgeon General would receive the new rates prescribed 
for a major general together with all allowances. The $1,200 personal 
money allowance as indicated above would authorize total compensa- 
tion in the amount of $1,944 per month. 
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SECTION 2—ADDITION OF NEW ENLISTED GRADES TO TEMPORARY QUAR- 
TERS ALLOWANCE 


Section 2 amends the tables contained in section 1 (c) of the act of 
May 19, 1952, providing temporary basic allowances for quarters for 
enlisted members, to reflect the two new enlisted pay grades, E-8 and 
E-9, and to provide for those pay grades the same allowance as is 
prescribed for pay grade E- 


SECTION 3——-PROVISIONS RELATING TO THOSE RETIRED BEFORE EFFEC- 
TIVE DATE OF THE ACT 


Subsection (a)—Continuation of present rates of retired pay for those 
currently retired 
The purpose of subsection 3 (a) is to continue the rates of retired 
pay in effect before the effective date of the act for persons retired or 
granted retired pay before that date. This subsection contains ex- 
ceptions to other parts of the bill which increase or otherwise affect 
the rates of those currently retired. 


Subsection (b)—One year of continuous active duty for recomputation 
under new rates 


The language in subsection 3 (b) requires at least 1 year of con- 
tinuous active duty after eeu from a retired status and ending after 
the effective date of this act in order to be eligible for recomputation 
of retired pay under the new rates of this bill. The reference to the 
exception in this provision relates to those who hold honorary pro- 
motion in the Navy and Marine Corps who would be required under 
other provisions of this bill to serve 2 years in order to be eligible 
for computation under the new rates. This entire subsection was 
added by the committee since under existing law the person may be 
recalled from a retired status to serve 1 day and be entitled to recom- 
putation of his pay at the rates in effect on the date he was released 
from that active duty to which he was recalled. 


Subsection (c)—Retired members hereafter advanced to grade higher than 
grade in which originally retired 

Subsection (c) is added in order to clarify what is intended by sub- 
section (b), under which a person retired before the effective date of 
the act must have completed at least 1 year of active duty in order 
to be entitled to recompute his retired pay under the rates of this 
legislation. Subsection (ce) specifically sets forth a similar rule with 
respect to certain members who served in higher grades prior to the 
effective date of the act and who may ultimately be advanced or 
transferred to the retired list in that higher grade. The provisions 
of subsection (c) are necessary in order to be consistent with the 
limitations imposed by subsections (a) and (b) of this section with 
respect to officers who were retired in their commissioned grade prior 
to the effective date. 

SECTION 4 


Subsection (a)—Six percent for those already retired 


Section 4 asanides a 6 percent increase in retired pay to persons 
retired before the effective date of this act. Certain exceptions are 
made in the case of persons covered by section 7 of this act and per- 
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sons with 2 or less years of service for basic pay purposes who are 
retired before the enactment of this act for physical disability. This 
bill does not provide any increase for any persons with less than 2 
years of cumulative service. Persons retired before the effective 
date of this act with that amount of service have been given a 6 per- 
cent increase under section 5 of the Career Incentive Act of 1955. 


Subsection (b)—Persons retired on effective date of bill 

This subsection would affect only members who become entitled to 
retired pay under any provision of law, or to retainer pay, on the effec- 
tive date of this act by providing that their retired or retainer pay 
would be computed under the new rates of the bill or the old rates plus 
6 percent, whichever is greater. ‘This provision is necessary because 
the existing language of several of the retirement statutes would 
otherwise require persons retired on the effective date of the act to 
have their rates computed under the old rates without the benefit of 
the 6 percent increase provided by subsection (a). 


Subsection (c)—Limitation of applicability of section 5 of the Career 
Incentive Act of 1955 

This subsection is necessary to prevent members retired after the 
effective date of this act from being limited to retired pay computed 
on the basis of the 1955 rates of pay prescribed by the Career Incentive 
Act. Most retirement provisions authorize the computation of retired 
pay based on the basic pay to which the member was entitled on the 
date of retirement. This amendment will accord with those provisions 
and the original intent of the bill and provide the benefits of the new 
rates, prescribed by this act, for persons retired on or after the effective 
date of this act. 


SECTION 5—-ADDITION OF NEW ENLISTED GRADES TO AUTHORIZATION 
UNDER ARMED FORCES LEAVE ACT 


Section 5 amends section 4 (a) (1) of the Armed Forces Leave Act 
of 1946 to give enlisted members in pay grades E-8 and E-9 with 
dependents entitlement to the $1.25 quarters allowances provided for 
therein. 

SECTION 6—RETIRED PERSONNEL 


Subsections (1), (2), (3), (4), (6), and (7) (B) amend existing law 
in order to insure that those who retire from active duty in the future 
in the grades O-9 and O-10 will be enabled to have their retired pay 
computed on the new basic py pores ribed in this act for these grades. 

In addition, subsections (1), (2), (3), (6), and (7) (B) amend existing 
law in order to insure that aoe ‘retired Chiefs of Staff of the Army, 
Chiefs of Naval Operations, Chiefs of Staff of Air Force, and Com- 
mandants of the Marine Corps will be enabled to have their retired 
pay computed on the highest rates of basic pay prescribed for those 
officers while serving in such an office. 

Section 3962 (a) of title 10, United States Code, provides that officers 
of the Army who have served in the grades of general or lieutenant 
general may, in the discretion of the President, be retired, by and 
with the advice and consent of the Senate, in the highest orade held 
by them on the active list. Footnote 1 to section 3991 provides that 
in computing the retired pay of an officer advanced under section 
3962 (a), his advanced rank shall be disregarded. This has the effect 
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of requiring that his retired pay be based on the basic pay of his 
permanent grade. The proposed amendment, by deleting so much 
of the footnote as applies to officers advanced under section 3962 (a) 
will permit those officers to have their retired pay computed on the 
basis of the new pay grades O-9 or O-10, as applicable. 

Sections 8962 (a) and 8991 of title 10, United States Code, contain 
for the Air Force provisions identical with those provided by sections 
3962 (a) and 3991 for the Army. 

Section 5233 of title 10, United States Code, provides in essence 
that officers of the Navy who have served in the grades of admiral or 
vice admiral, and officers of the Marine Corps who have served in the 
grade of lieutenant general, may, in the discretion of the President, be 
retired, by and with the advice and consent of the Senate, in the high- 
est grade held by them on the active list. This section contains an 
additional provision that such an appointment on the retired list does 
not increase the retired pay of the officer. To permit officers so 
advanced to have their retired pay computed on the basis of the basic 
pay of pay grade O-9 or O-10, as appropriate, the proposed amend- 
ment to section 5233 would delete this last provision and would provide 
that the officer so advanced would have his retired pay based on the 
grade to which advanced. 


Subsection (5)—Two years of continuous service after retirement in order 
to recompute for those receiving honorary promotions 

Subsection (5) with its proposed amendment would provide that 
regular and reserve officers of the Navy and Marine Corps who, as a 
result of a combat citation, have been advanced on the retired list to a 
rank higher than they served on active duty will not have their retired 
pay recomputed and based on the higher grade by reason of active 
duty by recall after retirement unless they served at least 2 years on 
active duty after recall. 

Under other provisions of the bill a person recalled from a retired 
status in the same grade is required to serve at least 1 year of active 
duty. The committee added amendatory language requiring at least 
2 years of active duty for this Navy and Marine Corps group. This 
amendment distinguishes between the recall of officers in a zrade in 
which they served on active duty and those who are recalled in a 
grade to which they received an honorary promotion. 


Subsection (7) (A)—Physical disability retirement after effective date— 
2 or less years of service 

Subsection (7) (A) is necessary to prevent an inequity for members 
credited with 2 or less years of service for pay purposes who are 
retired for physical disability on or after the effective date of this 
act. Those members would have their retired pay computed on the 
rates prescribed by this act. However, since the rates prescribed 
by this act for members credited with 2 or less years of service for 
pay purposes are not increased over the rates prescribed by the 
Career Incentive Act of 1955, and since section 5 of the Career In- 
centive Act of 1955 will not apply to them, those members would not 
receive the 6 percent increase that would accrue to a member with 
the same grade and years of service who retired for physical disability 
before the effective date of this act. The effect of this subsection 
would be to provide equal treatment for all persons retired for physical 
disability who are credited with 2 or less years of service for pay 
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purposes by prescribing substantially similar rates of retired pay for 
those members who are retired for that purpose before, on, or after 
the effective date of this act. 


Subsection (7) (C)—Retired pay of Chairman of Joint Chiefs of Staff 

The purpose of this subsection is to recognize the Office of the 
Chairman of the Joint Chiefs of Staff by permitting such an officer 
now or hereafter retired to retire on the basis of whatever rates of 
basic pay are in effect for an officer on active duty holding such office. 


Subsection (7) (D), technical amendment 


This is a technical amendment to add the new section 1405 to the 
analysis of chapter 71 of title 10, United States Code. 


SECTION 7—NO INCREASE FOR CERTAIN OFFICERS RETIRED UNDER 
SPECIAL LAWS 


This section provides that notwithstanding any other provision of 
law, each officer entitled to pay and allowances under any of the 
following provisions of law shall continue to receive the pay and 
allowances to which he was entitled on the day before the effective 
date of the bill: 

(1) The act of March 23, 1946 (60 Stat. 59), which authorized 
the appointment of certain officers to the permanent grade of 
General of the Army and Fleet Admiral of the Navy, and the 
appointment of an officer of the Marine Corps to the permanent 
grade of general. 

(2) The act of June 26, 1948 (62 Stat. 1052), which authorized 
the appointment of certain officers of the permanent grade of 
admiral in the Navy and general in the Air Force. 

(3) The act of September 18, 1950 (Private Law 957, 81st 
Cong.), which authorized the appointment of Gen. Omar N. 
Bradley to the permanent grade of General of the Army. 


SECTION 8—-REPEAL OF PROVISION OF FEDERAL EXECUTIVE PAY ACT 


Section 8 repeals section 110 of the Federal Executive Pay Act of 
1956 which relates to the pay of the Surgeon General of the Public 
Health Service, the Chief of the Bureau of Medical Services and the 
Bureau of State Services. The pay of these officers will then be 
covered by section 201 of the Career Compensation Act of 1949 as 
amended by this bill. 


SECTION 9——-EFFECTIVE DATE OF THE BILL 


Section 9 provides that the bill becomes effective on the first day of 
the month following the month in which it is enacted. 


SECTION 10—SAVINGS PROVISIONS 


Section 10 is a savings clause which provides that no person, active 
or retired, in any of the uniformed services or his survivor shall suffer 
by reason of the enactment of this bill any reduction in basic or retired 
pay to which he was entitled upon the day before the effective date of 


the bill. 
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The savings provision in section 10 (2) was amended by the com- 
mittee on the suggestion of the Administrator of the Veterans’ Ad- 
ministration. The amending language will insure the inclusion under 
the savings provision of widows with pending, but unadjudicated 
claims under the Servicemen’s and Veterans’ Survivors Benefits Act, 


SECTION II 


Subsection (a): Clause (1) amends chapter 71 of title 10, United 
States Code, by adding a new section 1405 at the end thereof. The 
new section provides that, for the purposes of those enumerated 
sections of title 10 relating to retirement from an armed force, the 
vears of service to be used as a multiplier in computing retired pay, 
but not eligibility for retirement, will be as follows: 

(1) All active service performed in the Armed Forces by the 
member concerned. 

(2) The vears of service credited to him under section 202 (a) 
(7) of the Career Compensation Act of 1949 for his professional 
education, if he is a medical or dental officer. 

(3) The years of service, not included in clause (1) or (2), 
with which he was entitled to be credited, on the day before the 
effective date of this section, in computing his retired pay. 

(4) All years of service not otherwise included in clause (1), 
(2), or (3) with which he would be entitled to be credited for 
the purposes of the computation of retired pay based on non- 
regular service (sec. 1333 of title 10, U. S. C.) if he were entitled 
to retired pay computed under that section, rather than one of 
the enumerated sections. 

The effect of this rule is to eliminate, with one exception, the 
future accumulation of years of nonactive service for use as a multi- 
plier in the computation of retired pay. However, such years ac- 
cumulated before the effective date of this act will continue to be 
credited. The exception to the rule stated authorizes the crediting 
of the following nonactive service: 

(1) Service under sections 316, 503, 504, and 505 of title 32 
United States Code, while performing annual National Guard 
training duty or attending certain service schools. 

(2) Attendance at drills or periods of equivalent instruction 
prescribed by the Secretary concerned. 

(3) Membership in an armed force, other than in a regular 
component (may not be credited at the rate of more than 15 days 
a year). 

Clause (2) amends formula 4 of section 1401 of title 10, United 
States Code, by striking out the reference to years of service used in 
computing basic pay and inserting a reference to years of service 
computed under section 1405 of title 10, to conform to the amend- 
ment made by clause (1) above. 

Clause (3) amends section 3888 (1) of title 10, United States Code, 
by striking out the reference to years of service used in computing 
basic pay and inserting a reference to years of service computed under 
section 1405 of title 10, to conform to the amendment made by clause 
(1) above. 

Clause (4) amends section 3927 (b) (1) of title 10, United States 
Code, by striking out the reference to years of service used in comput- 


S. Rept. 1472, 85-2-——4 
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ing basic pay and inserting a reference to years of service computed 
under section 1405 of title 10, to conform to the amendment made by 
clause (1) above. 

Clause (5) amends formula B of section 3991 of title 10, United 
States Code, by striking out the reference to years of service used in 
computing basic pay and inserting a reference to years of service 
computed under section 1405 of title 10, to conform to the amendment 
made by clause (1) above. 

Clause (6) amends sections 6151 (b), 6325 (a) (2) and (b) (2), 6381 
(a) (2), 6383 (c) (2), 6390 (b) (2), 6394 (g) (2), 6396 (c) (2), 6398 
(b) (2), 6399 (c) (2), and 6400 (b) (2) of title 10, United States Code, 
by striking out the reference to years of service used in computing 
basic pay and inserting a reference to years of service computed under 
section 1405 of title 10, to conform to the amendment made by clause 
(1) above. 

Clause (7) amends section 8888 (1) of title 10, United States Code, 
by striking out the reference to years of service used in computing 
basic pay and inserting a reference to years of service computed under 
section 1405 of title 10, to conform to the amendment made by clause 
(1) above. 

Clause (8) amends section 8927 (b) (1) of title 10, United States 
Code, by striking out the reference to years of service used in computing 
basic pay and inserting a reference to years of service computed under 
section 1405 of title 10, to conform to the amendment made by clause 
(1) above. 

Clause (9) amends formula B of section 8991 of title 10, United 
States Code, by striking out the reference to years of service used 
in computing basic pay and inserting a reference to years of service 
computed under section 1405 of title 10, to conform to the amendment 
made by clause (1) above. 

Subsection (b) amends section 423 of title 14, United States Code, 
relating to computation of retired pay of certain members of the 
Coast Guard in the same respect as the various amendments made 
with respect to retired pay of members of the Army, Navy, Air 
Force, and Marine Corps by clauses (2)—(9) of section 1. The new 
section 1405 of title 10, added by clause (1) of section 1, will apply 
to the Coast Guard by virtue of the words “member of the Armed 
Forces” therein. Under section 101 (4) of title 10, United States 
Code, the Armed Forces are defined to include the Coast Guard, 
and by virtue of the specific reference to section 1405 added thereto 
by this section. 

Subsection (c) mare section 16 (a) of the act of June 3, 1948, 
chapter 390 (33 U. S. C. 8530 (a)), relating to the computation of 
retired pay of me an of the Coast and Geodetic Survey in the 
same respect as the various amendments made with respect to mem- 
bers of the Armed Forces by clauses (2)—(9) of section 1. The new 
section 1405 of title 10, added by clause (1) of section 1, will apply 
to the Coast and Geodetic Survey by virtue of section 3 (a) (3) of 
Public Law 1028, 84th Congress (70A Stat. 619). 


Cost 


The comparative cost of the bill as passed by the House and rec- 
ommended by the committee is indicated below for both fiscal year 
1959 and fiscal year 1962. 
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Cost comparison—H. R. 11470, DOD revision, and Senate revision 


{In thousands of dollars} 





Fiscal year 1959 Fiscal year 1962 





eee 
|DODre-| H.R. | Senate DOD re-| H. R. Senate 

















| vision 11470 | revision vision 11470 revision 
| | ie le Nile a I le Ei le ee ell 
1, Active duty personnel: 
(a) Basie pay- padoaten 415, 833 572,123 | 462,873 | 445,748 | 577, 553 493, 000 
(b) He wardous-duty pay shea <licnipiisbuniadee Rawat oeliaadered iy ae on 8 OOD: Sniaadadam 
(c) Medical incentive jh cdeateaasiateded as ee inniediteAl digits wien Si inge dose 
(d) Proficiency pay ! i 7, 500 7, 549 7, 500 60, 000 71, 827 60, 000 
(e) Social security ................-- 7, 200 7, 242 7, 250 8, 000 9, 226 8, 100 
(f) Reenlistment bonus. .......-.- 24, 000 26, 428 oi’ 500 40, 000 45, 756 41, 000 
(g) Separation pay. -_.......-- ‘ 12,000 | 13,090 12, 500 10, 000 12, 276 10, 000 
(h) Other | —14,000 | —14,460 | —14,000 | —22,000 | —25, 051 —22, 000 
(i) Responsibility pay for officers o ipwwaksilipad Hee aitennins Ee acnthadealicnssoeade 12, 092 
Total - 452,533 | 611,972 | 512,715 | 541,748 | 689,318 602, 192 
2. Reserve personnel in drill- ps 1 status. | 28,000 | 38,629 31, 000 38, 000 40, 077 . 
S Metived WOrGeAGl.. ..ocdccnewcatascconsce 40, 000 40, 403 40, 000 65, 000 68, 772 65, 000 
Total cost 4____.-- Metodesseeegn Ge 533° 691, 004 583, 715 644, 748 798, 167 707, 192 
ae acaba Obdah 7, 677 7,677 7, 677 99, 594 99, 594 99, 504 
Net additional funds required....| 512,856 | 683,327 | 576,088 | 545,154 698, 573 607, 598 








1 This represents only the additional amount required by reason of the change in the pay scale. 
2 Excludes any term retention contract costs, 


DEPARTMENTAL RECOMMENDATION 


Printed below and hereby made a part of this record is a letter from 
the Deputy Secretary of Defense indicating the position of the 
Department on H. R. 11470. Also printed below is a letter from the 
Department of the Air Force on behalf of the Department of Defense 
indicating that the Department has no objection to the legislation 
now contained in section 11 of this bill. 


THE SECRETARY OF DEFENSE, 
Washington, D. C., April 15, 1958. 
Hon. JoHn STENNIS, 
Chairman, Military Pay Subcommittee, 
Committee on Armed Services, 
United States Senate. 


Dear Mr. CuHarrman: Reference is made to letter from the 
Assistant Secretary of Defense (Manpower, Personnel, and Reserve), 
dated April 4, 1958, regarding H. R. 11470. The Department of 
Defense has completed its study of H. R. 11470 and submits the 
following comments with respect to the proposed legislation. 

H. R. 11470 provides two “Y enlisted pay grades, E-8 and E-9, 
and establishes pay grades O-9 and O-10 for officers. It effectively 
relieves the pay compression which now exists; in particular the rates 
of basic pay for senior enlisted men and senior officers are more com- 
mensurate with the responsibilities of the personnel in these key grades. 
H. R. 11470 also provides a means for rewarding the contribution of 
certain enlisted men by means of either proficiency advancement or 
direct monetary reward. 

The rates of basic pay in H. R. 11470 as passed by the House of 
Representatives differ in part from those proposed by the Department 
of Defense. For some ranks, the maximum rates of pay adopted by 
the House are more than the maximum rates in S. 3081; while for 
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other ranks, specifically for officers in pay grades O-5, O-6, and O-7, 
the maximum rates of pay are lower. 

In lieu of the step-in-grade system of pay originally recommended 
by the Department of Defe nse, H. R. 11470 retains the present system 
of pay, but makes a number of important changes therein. These 
changes are a considerable improvement over existing law. In effect 
they provide significant pay amounts earlier in the individual’s career 
and eliminate additional pay increments after normal promotion 
points. 

As you know the Department of Defense has given careful con- 
sideration to the rates of pay provided in H. R. 11470 and has deter- 
mined that there should be some revisions. Attached as enclosure 1 
is a copy of the proposed revised pay scale. ‘These revised rates of 
pay are believed to be required to provide the necessary monetary 
incentives. 

These pay scales, with the added authority for proficiency pay and 
the other provisions of H. R. 11470 enhancing career opportunities, 
will achieve the principal objectives of the Department of Defense 
in providing a sound compensation structure for the military services. 

Enclosure 2 contains the Department of Defense estimate of costs 
for H. R. 11470 

As requested by the committee, the Department of Defense has also 
studied H. R. 11470 with a view to determining such amendments as 
are necessary to correct technical deficiencies therein and to adapt 
the bill to meet more effectively the needs of the Department of 
Defense. The specific recommendations of the Department in this 
regard are contained in enclosure 3. 

We propos that the effective date of July 1, 1958, in the adminis- 
tration bill (S. 3081) be retained. 

With aa to the action of the House of Representatives in pro- 
viding in section 4 of H. R. 11470 a 6 percent increase in the retired 
pay of personnel currently retired, the Department of Defense does 
not oppose this provision; however, the Department of Defense 
recommends against any amendment of section 4 of H. R. 11470 
which would further increase the pay of personnel currently retired. 

It is hoped that the information furnished herein, together with the 
information and testimony previously submitted by the Department 
of Defense in connection with H. R. 11470, is adequate for the com- 
mittee’s purpose. 

Sincerely yours, 
Donatp A. QUARLES. 
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Comparison of monthly basic pay—Present scale ; H. R. 11470; and DOD revision—Continued 


Years of service 






COMPUTING PAY FOR OFFICERS AND ENLISTED MEN 


ssesseceeseensense 
23gieycesaeeseesgs 





ESeSssesss gegesegs 
Sessa sesnssasssss 


SSSSETSLESSSAS SSS 


SSSSSER OS 


Over 22 | Over 26 | Over 30 
80 
00 
00 
40 
00 
00 
40 
00 
00 
4. 80 
00 
5. 00 
3. 60 
06. 00 
00 
60 
0. 00 





ssegeaeeas SSgee 
= 


Over 12 | Over 14 | Over 16 | Over 18 Over 20 


Over 8 | Over 10 


20 
00 
00 
60) 
0 
0 
0 
0 
i |) 
3 0 
Lh) 
00 
30 
00 
00 
20 
00 
00 


Over 4 | Over 6 














RSSSSSSSSSSSSSSSISSEEES 


SSSSSSRE5SRSRRSRARES=EE 





seseeeeageeeesissees2es 
SESS SSSaeeesensesesass 


SSSSSSSSESRERRARARES== 


ONS 


SSSSSSSSHSESRSESRESR SS; i888 SSSERS8RSSS8ER88 
SSSESRRSEESSESESLSRSS ‘aeeee SSSRSESES== 
SSS) meenessesrssss 


ts A Ee ie ee er Re ee he ee ae 


; 
; 
‘e. 
os 
eB 
ms 
oe 
Seas 
:4 
3 
LSSSRSSTTSSSRSSRSES Z ii! BSSSQSZSSSceszs 
| ES=S5s SEeseiss SeRRe iit | SSSRASA os ont od ot on od wd 
* Mee 
Pee aie 
er - SSS = Ss 
«| riiiiil ? ($8S8RSSSSSRSS ‘1: ISSSRSESRSSSSSSSES 
RB ek ee mt tering etree ter 
= = -° #674858) 4 6 one e ons a oon 36 SSIrSSBSSSSESCaAR 
| a iiiiiiil BERRSSRRRRRK i i | RRREARSSESSESSS 
° | Pees eas a ee 
field 
, , e == SSS SS = 
| ;i ttt tt | (SS SRSSSSSRes ii: SSSRSSERSSSSSSS8S 
Poo 88 38 fee ries ff gterecerene cae tac. ae 
a Se. OP SE ee) ee so mo =— oO ce ee q SS ESS e Sax 
; iititii! BERSSSRRRRRR | | RRRERRESRESECAS 
° a oe 6 8, 's Be 
oe 3 Boao e a. 
. ‘ oS AN tte QAaQen- 2-2 S ttt 
2) Bie Shi ewe ‘ SSSSSISSRISS i: SSSSZBSAAARRZSES 
oe Be - - © 65008 Bo 0 Cee ee ee ees 8 8 OR ee , a hla aa ale oil 
ei Boe Ct eee SSS eeee ti SSSSCESSESRAASSS 
z (itiii lt (BRS SRSRRRNAA I: RAR SRR ASS 
5 Piiiiiiii Hii aoe 
—_——_—$ TTT TT TT PT TP PP PT 
: >. ' ’ ' ; 2 ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ‘ ' ‘ ' a 
_—— 2... @ @ eS. 8 eee ‘ ae eee 2 ees af 2.8. ee & ee 8:8 8 
eo es hae Pe cag 2 Pee eck a eee ee 
CMTE RC CSR PES TEED SSS EAPO ST TERS Se eae Tet iss 
LPP see ates eee ees ack Lee 8 es 
eorittins PREP EEC CRS SE SPREE REET Eee ees 3 
= ' ‘8 . ote ee ee ee eee oe ee ae ee ee ee ee ee BD 
ae cs eo ete ak eae ee a eS 
™ i ie: s gsisit na 2 eset te ee ee ee ka 
eo ' ° oO 5 ‘ ' 2 a eae : : > 
& Bice ic gees fl . 3 
2 < ea tna RS of 's 3 
Z § io iso ise: §€:'8:'8:'8:8:8 
: e Se Pos Per2 ‘og [og ioe ieee aes 
° S BEA ECA SEA SS FS SS IELSEzE 
it -S deal S leat Et oe tok ton take tok tok tok 
arb OF OF SSE °s = = : 
et et wm SB om BS om Bem Bee ew a 
SETA ARRAS See gel eal eee eee 
.s FUSE OF OF 2:2 2 
ws SP ° - AmMeaamtoameaamenmoamoactea cece cead 
350 o o “ on as > 
eS vo ae : .! > 
© S S S 











COMPARISON OF MILITARY BASIC PAY PROPOSALS—ACTIVE DUTY MILITARY PERSONNEL ONLY 
(Unofficial) 
FISCAL YEAR 1959 























































































































Senate Revision H. R. 11470 S. 3081 (with phase-in) S. 2014 
Pay grade Average Average Average Average Average 
strength Increase in monthly | Percent Increase in monthly | Percent Increase in monthly | Percent Increase in monthly | Percent 
annual cost increase | increase annual cost increase | increase annual cost increase | increase annual cost increase | increase 
in pay in pay in pay in pay 
O-10, General 38 $193, 000 $424 33 $273, 000 $599 47 $81, 402 $200 16 $330, 000 $724 57 
O-9, Lieutenant General _| 94 365, 000 324 28 506, 000 449 38 112, 206 100 9g 647, 000 574 49 
O-8, Major General 513 1, 842, 000 299 29 1, 990, 000 323 31 640, 254 100 10 2, 790, 000 453 43 
O-7, Brigadier General 641 2, 133, 000 | 277 a 1, 750, 000 228 25 763, 449 100 11 2, 726, 000 354 40 
O-6, Colonel 14,029 | 24, 894, 000 | 148 20 25, 687, 000 152 21 12, 353, 591 75 10 50, 476, 000 300 41 
O-—5, Lieutenant Colonel 30, 357 33, 966, 000 93 16 36, 884, 000 101 17 17, 441, 065 48 8 68, 243, 000 187 32 
O-4, Major 52, 734 36, 717, 000 58 11 42, 082, 000 67 13 25, 217, 179 40 7 30, 217, 000 48 9 
O-3, Captain 92, 346 51, 174, 000 46 10 59, 563, 000 54 12 28, 329, 770 26 6 20, 963, 000 19 4 
O-2, Ist Lieutenant 74, 927 18, 675, 000 21 6 22, 253, 000 25 8 24, 656, 054 27 8 23, 377, 000 26 8 
O-1, 2d Lieutenant 33, 243 1,711, 000 | 4 2 1, 795, 000 | 5 2 4, 957, 440 12 5 2, 792, 000 7 3 
Total, C.O 298, 922 171, 670, 000 | 48 | 11.0 192, 783, 000 | 54 12.3 114, 552, 410 32 7.3 202, 561, 000 56 12.9 
W-4, Warrant Officer 9765! + 1,662,000| 50| 10 2, 018, 000 61 | 12 1, 399, 213 42 8 1, 562, 000 47 9 
W-3 3, 898 2, 746, 000 | 59 14 2, 885, 000 62 15 2, 150, 541 46 11 3, 726, 000 80 19 
W-2 10, 888 4, 630, 000 | 35 10 5, 792, 000 44 13 5, 816, 600 45 13 7, 295, 000 56 16 
W-1 3, 021 1, 376, 000 | 38 | 12 1, 912, 000 53 17 1, 404, 086 39 13 1, 692, 000 47 15 
Total, W. O 20, 572 10, 414, 000 | 42) 11.3 12, 607, 000 | 51 13. 5 10, 770, 440 44 11. 6 14, 275, 000 58 15.3 
; Total, Off 319,494 | 182,084,000  47| 11.0 205,390, 000 54| 12.4 | 125, 322, 850 33| 7.4) 216,836, 000 57 13.1 
i E-9 ggg | —s«igg, 000 | 120} +41 | 1,156,000; 140] 48 885, 000 107 | 37 885, 000 107| 37 
- E-8 3, 387 2, 479, 000 | 61}: 2) 3, 292, 000 81 28 2, 399, 920 59 20 2, 400, 000 59 20 
z E-7, Master Sergeant 155, 167 57, 238, 000 | aT Oo 85, 652, 000 | 46 16 65, 075, 994 35 12 62, 748, 000 34 12 
~ E-6, Sergeant, Ist Class 233, 072 63, 489, 000 | 23; 10 78, 079, 000 28 12 75, 362, 432 27 11 71, 633, 000 26 11 
= E-—5, Sergeant 364, 639 86, 026, 000 20 10 105, 381, 000 | 24 12 102, 293, 259 23 12 91, 354, 000 21 10 
= E-4, Corporal 380, 172 44, 982, 000 10 | 7 | £47, 522, 000 10 7 42, 220, 599 9 6 18, 708, 000 4 3 
= E-3, Private Ist Class 584, 750 19, 882, 000 3 2 19, 882, 000 | 3 3 10, 447, 803 1 1 —17, 543, 000 —3 --2 
= E-2, Private | 348, 092 4, 177, 000 l 1 4, 177, 000 1 1 By Gee Bee se. - hae — 3, 829, 000 —1 —1 
‘ E-1, Private 152, 538 1, 525, 000 | 1 | 1 1, 525, 000 1 1 Ge ts 5 a. <i clases ss —2, 593, 000 —1 —2 
0 Total, Enl | 2,222,505 | 280, 789, 000 11 | 6.8 346, 666, 000 13 8.4 299, 630, 995 11 7.3 | 223, 763, 000 8 5. 5 
: Grand total | 2,541,999 | 462, $73, 000 15| 8.0] 552, 056, 000 18 | 9.6 | 424,953, 845 14| 7.4} 440, 599, 000 15 7.7 
| 























COMPARATIVE COSTS OF H. R. 11470, DOD REVISION, AND SENATE RESTORATION 


H. R. 11470 


Pay grade 

Average 
monthly 
increase 
in pay 


Increase 
in annual 
cost 


$599 
449 


9 
323 


228 
152 
10] 

67 


o4 


DOD revision 


Average 
monthly 
increase 
in pay 


Increase 
In annual 
cost 


Percent 
increase 


$424 
324 
299 
302 
148 
93 
50 
42 


Percent 
increase 


{Rounded to nearest 0.1 million] 
Difference 
Increase 


in annual 
cost 


Average 
monthly 
increase 
in pay 


Percent 


increase cost 


$0. ‘ 
1.8 


9 


24. | 
34. 
36. 
51. : 


9) 
» 
9 
9 

5 


bo 


SIs SI > © DO 


Increase | 
in annual | monthly | 





Senate scale 


| } 
Increase 
in annual 
cost 


Average 
Percent 
increase 


. 
| increase | 
| . | 
| in pay | 


$424 | 
324 
299 
277 | 
148 
93 | 
58 | 11 
46 | 10 
21 6 
9 


~ 


33 
28 
29 
31 
20 
16 





i 4 
; OnNnww | 
| | 


bo 


| 
| 
| 


nd Crcn OO bo 


~ 


H. R. 11470 


Average 

monthly 

| increase 
in pay 


Senate scale compared with 


Percent 
increase 


Senate scale compared with 
DOD revision 


Increase 
in annual 
cost 


Average 
monthly 
increase 


Percent 
increase 














Noni s] 


bot 


59.4) oct: 6 | +36, 4 | 














EXAMPLES OF ACTIVE DUTY OFFICER COMPENSATION—PRESENT, H. R. 11470, DOD REVISION AND SENATE REVISION 


Total compensation | | Total compensation 
Years of Years in Basic Percent | Hazard Quarters Subsist- Personal with hazard pay Percent | without hazard pay | Percent 
service ! grade pay increase | duty allowance ence money “ a _| increase |____ __| inerease 


Monthly Annual Monthly Annual 


: $1, ‘A $1,993 | $23, 916 $1,828 | $21, 936 
875 : 2, 592 31, 104 ¢ 2, 427 | 29, 124 

2,417 29, 004 | 2, 252 27, 024 | 

2, 592 31, 104 | : 2,427 | 29,124 


Chief of Staff ? ¢ Present 
H. R. 11470 
DOD Rev 


Senate Rev 


— is bet 
ans 
a ps ped 


General-admiral s Present 
H. R. 11470 
DOD Rey 
Senate Rev 


1, 843 22, 116 1,678 | 20, 136 | 
2, 442 29, 304 2, 277 27, 324 
2, 267 27, 204 : 2, 102 25, 224 
2, 267 27, 204 : 2, 102 25, 224 


san 
bes pms fea pe 


Lieutenant general-vice admiral. ( Present 
H. R. 11470 
DOD Rey 
Senate Rev 


1, 602 19, 224 1, 437 17, 244 
2, 051 24, 612 1, 886 | 22, 632 
1, 926 23, 112 1, 761 21, 132 
1, 926 23, 112 1, 761 21, 132 


ee 


Major general-rear admiral (upper half) : ‘ Present 
H. R. 11470 
DOD Rey 
Senate Rey 


, 460 17, 520 1, 295 15, 540 

, 759 21, 108 1, 594 19, 128 | 

, 734 20, 808 1, 569 18, 828 | 
734 20, 808 1, 569 18, 828 


sans 


Brigadier general- rear admiral (lower half) Present 
H.R. 11470 
DOD Rev 
Senate Rev 


, 284 15, 408 1, 124 13, 488 
, 504 18, 048 1, 344 16, 128 
, 579 18, 948 2% 1,419 17, 028 

554 8, 648 1, 394 16, 728 


“ann 
— tet feet 


Colonel-captain ) 2: f Present 
H. R. 11470 
DOD Rev 


Senate Rev 


179 148 934 
, 350 200 5 1, 105 
, 340 080 1, 095 
, 340 080 1 1, 095 


bo bo bo bo 
- a 


Lieutenant colonel-commander ‘ Present 
H. R. 11470 
DOD Rey 
Senate Rev 


038 456 |_.- 793 
150 3, 800 11 905 
, 150 3, 800 11 905 
, 150 3, 800 11 905 10, 860 


— eee 
or on Grn 


to bo bo te 


Major-lieutenant commander j : Present 


tw 
os 


’ 928 136 ent . 698 376 
H. R. 11470 g { , 008 096 778 9, 336 
DOD Rev 5YE : { 993 , 916 763 , 156 

Senate Rev < 8 , 008 , 096 ( 778 9, 336 | 
Captain-lieutenant ; 3 Present f 803 9, 636 603 7, 236 
H. R. 11470 : 7 f ; 871 452 671 8, 052 
DOD Rev § 851 , 212 } 651 7, 812 
Senate Rev ‘ ‘ 861 , a2 7 661 7, 932 
, 524 477 | 5, 724 
968 j 514 6, 168 
, B84 f 507 6, 084 
, 944 ) 512 6, 144 


ist lieutenant-lieutenant (jg § Present 336 : 627 
H. R. 11470 37: ¢ 4 664 
DOD Rev : f 657 
Senate Rev 662 


“Isis 


712 371 4, 452 | 
880 385 4, 620 | 
, 880 385 4, 620 | 

4, 


on 


2d lieutenant-ensign ‘ Present 8 476 
H. R. 11470 25 j h ; 490 
DOD Rev 2: 8 490 
Senate Rev 25 j 8 490 


nn 


880 ; 385 620 | 


uo 


‘hief warrant-commissioned warrant : Present 832 984 667 004 
H. R, 11470 888 656 723 , 676 
DOD Rev 543 876 512 711 532 

Senate Rev § 4s 876 512 | 711 532 | 

Chief warrant-commissioned warrant ; ; : Present § 697 , 364 557 | 5, 684 | 
H. R. 11470 : 766 9, 192 | 626 | 512 
DOD Rev 43 761 9, 132 | 9 | 621 | , 452 
Senate Rev 761 9 132 ‘ 621 452 


Face p. 30 


2 


Chief warrant-commissioned warrant : Present 358 3! 43 635 , 620 500 | 000 | 
H. R. 11470 : 3: ‘ 680 , 160 | 545 | 5, 540 


DOD Rev : 8 670 040 > 535 | ; 420 
Senate Rev 3 48 670 040 535 | 6, 420 


Warrant officer (jg.)-warrant officer ‘ Present 570 5, 840 440 , 280 | 
H. R. 11470 i8 624 , 488 ¢ 494 5, 928 
DOD Rev 34! : 609 , 308 479 5, 748 
Senate Rev 13 609 , 308 479 5, 748 


20006 O -58 - S, Rept. 1472, 85-2 - Nc 


1 For pay purposes This may be more than the number of years of service as an officer 
? Chairman of the Joint Chiefs of Staff also receives this rat 





Master sergeant-chief petty officer. 


Sergeant, Ist class-petty officer, Ist class_ 


Sergeant-petty officer. 2d class 


Corporal-petty officer, 3d class (see note below)- 


Private, Ist class-seaman (see note below) 


Private-seaman apprentice (see note below) 


Private-seaman recruit (see note below 


Private-seaman recruit (see note below) 


~ 


1 Grade E-7. 
2 Over 4 months. 
3 Under 4 months. 


Completed | Completed 
years of years in 
service grade 


Present !_ _- 


EXAMPLES OF ACTIVE DUTY ENLISTED COMPENSATION— 


H. R. 11470_- 


DOD Rev 


Senate Rev 


Present ! 


H. R. 11470_- 


DOD Rev 
Senate Rev 


Present 


H. R. 11470. 


DOD Rev 


Senate Rev 


Present 


H. R.11470.. 


DOD Rev 
Senate Rev 


Present ; 
H. R. 11470 
DOD Rev 

Senate Rev 


Present 


H. R. 11470__. 


DOD Rev 
Senate Rev 


Present 

H. R. 11470 
DOD Rev 

Senate Rev 


Present 


H.R. 11470_- 


DOD Rev 


Senate Rev 


Present _ —__ .- 


H. R. 11470 
DOD Rev 


Senate Rev 


Present 
H.R 
DOD Rev 
Senate Rev 


11470. 


Basie 


pay increase 


grade and total length of service. 


Percent | Hazardous| Quarters 
pay 


$105 


80 


50 | 


50 | 


| 


Subsist- 


| allowance | = ence 


Monthly 


$97 | $30 $552 

30 | 692 
672 
672 


105 

105 | 
105 
105 | 
105 | 
105 | 
105 


tet 
| 
| 


622 
602 


105 | 
105 | 
105 | 
105 | 


513 
560 
541 





95 | 7 456 
95 | 30 | 482 
95 | Q7 | 472 


95 | 97 | | 477 | 


80 : 407 
80 30 | 395 
80 | 


65 | 30 | 312 | 
65 | | 30 | 332 | 


65 7 332 


65 | | 332 | 


60 30 | 240 
60 | 30 | 240 
60 | 240 


60 | : 240 | 


536 
602 | 


542 | 


378 | 


397 | 


50 | 51 30 | 217 


50 ; 30 | 217 | 


50 51 30 | 217 


50 51 217 | 


50 51 30 | 
50 | 51 | 30 | 


30 209 

50 51 | 30 | 

50 51 | 30 

50 | f 30 
| 


209 


5 214 | 
50 51 | 30 | 214 | 

5 214 | 
214 | 


209 | 
209 | 





Total compensation 
with hazard pay 


Annual 


$6, 624 
304 
064 

064 


432 


464 
224 
224 
5, 156 
, 720 
3, 492 
), 504 
472 
784 
664 


Percent 
increase 


724 


536 


884 | 


, 740 
764 


3, 744 
3, 984 
, 984 


984 
880 | 


880 
880 


, 880 | 


, 604 | 
, 604 | 


, 604 


604 | 


568 


568 | 


, 568 


568 | 


, 508 
, 508 
2, 508 





PRESENT, AND H. R. 11470, DOD REVISION, AND SENATE REVISION 


Total compensation 
without hazard pay Percent 


increase 


Monthly Annual 


$447 
587 
567 
567 


$5, 364 
7, 044 
6, 804 
6, 804 
5, 172 
6, 204 


431 
517 
497 
497 
408 
455 
436 
437 


| “Isr! 





361 
387 
377 
382 
298 
327 
315 
317 
247 
267 
267 
267 





180 
180 
180 





508 | | 








1. 908 
1° 908 





159 | 





Nore.—The average increases are based on those in each grade with the normal number of years in 


The averages above for O—1, E—2, and E-3 are less than 1 percent because 
of the fact that the typical persons in those grades have completed 2 or less years of service. 
receive increases with under 2 years of service. 


No members 


Those in the grade of O-1, E-2, and E-3 who have com- 


pleted 2 years of service and are in the normal promotion pattern receive a minimum 6 percent increase 


in basic pay. 


Those in E-1 would not receive an increase under the House bill. 





COMPARISON BY PAY GRADE OF MONTHLY BASIC PAY—PRESENT, AS PROPOSED IN H. R. 11470, DOD REVISION, AND SENATE REVISION 
PAY BRACKETS ARE BLANK THE AMOUNT IS THE SAME AS THE FIRST FIGURE IMMEDIATELY PRECEDING IN THE SAME HORIZONTAL COLUMN) 


Present ! 
H. KR. 11470 
DOD Rev 


~ 7 
Senate Key 


Present * 
H, R, 11470 
DOD hey 


Senate Re 


Present 

H, ht, 11470 
DOD Rev 
Senate Rey 


Present 

H, R. 11470 
DOD Rev 

Senate Ke 


Present 

H. KR, 11470 
DOD Rev 
Senate Rey 
Present 

H, R, 11470 
DOD Rev 
Senate Rev 


Present 
H. R. 11470 
DOD Rev 


™ ate Rey 


Present 

H. R, 11470 
DOD Rev 
Senate Re, 


Present 
H, R. 11470 
DOD Rev 


Senate Rey 


Present 
H. R, 11470 
DOD Rev 


™ ate Rev 


(WHERE 


Under 2 


163 
200 
200 
200 


063 
063 
065 
063 


963 
963 
963 
963 


30 
00 
00 
00 


30 
30 

0 
d0 


30 
30 
30 
30 


BOO. 4 


S00 


R00, 2 
ROO, 2 


V2 
V2 
ov2 


+ Pd 


174 
‘74 


74 


100 
100 
100. 
100 


126 
326) 
326 
326 
2 ”v 
250 


nO 
20 


POY. SO 


999 


Over 2 Over 3 Over 4 


$1 


00 
UU 
00 


000, 00 
000, OO 
000. 00 


OO 
OO 
OO 


$374. 40 
00 
00 
00 


OFFICERS WITH OVER 6 


Over 6 Over 8 Over 10 Over 12 Over 1 


00 $1, 400. 00 
00 , 400. 00 
00 , 400. 00 


CO |__. , 200. 00 |_- 
00 , 200. 00 | 
00 200. 00 


00 , 150. 00 
00 , 150. 00 
00 , 150. 00 


$900. 00 
900. 00 


900. 00 , 000 


690. 


690. 
690 


561. 
640. 
630. 
630. 00 


2. 40 483. 514. 
00 530. 580. 


OO < , \ 560. 
00 570 


20 436. 468. 


00 500. ; 530. 


00 480. . 520 
00 525 


60 


YEARS OF ACTIVE ENLISTED SE 


$405. 60 $421. 20 $436. 80 
$45. 00 170. 00 500. 00 
$40. 00 155. 00 480. 00 
$40. 00 460. 00 480. 00 


$452. 40 
520. 00 
500. 00 
510. 00 


351. 00 366. 60 382. 20 397. 80 
389. 00 405. 00 422. 00 438. 00 
380. 00 393. 00 409. 00 425. 00 


51, 000. 
, 000. 00 


$468. 00 
530. 00 
520. 00 
535. 00 


413. 40 
462. 00 
447. 00 


4 Over 16 Over 18 Over 20 Over 22 


pein Rahs csegen iol donne daid oles 


$1, 00 | 
1, 
. 


| $1, 600.00 | $1, 725. 00 
| 1, 600. 00 be an 
1, 600. 00 |. 


ae —— 7 


500. 00 |_- 
500. 00 
500. 00 | 

i on GFL... 

1, 300. 00 1, 400. 00 

1, 400. 00 |_ 


} 
| 
a 
| 
| 


$1, 250.00 | 1, 300.00 | 
1, 200.00 | 1,250.00! 1/300. 00 | 
1, 200. 00 1, 250. 00 1, 300. 00 


1, 200. 00 | ' 
1, 350. 00 


| 1,500. 00 


1, 350. 00 |_- 


Over 26 


$1, 875. 00 
1, 700. 00 


1’ 500. 00 | 


Over 30 


$1, 276. 40 





“1, 125. 00 
1, 200. 00 
1, 175. 00 


00 1, 050. 00° 
1; 100. 00 
1, 100. 00 | 


. 00 








55. 717. 60 
00 ; 840. 00 
. 00 800. 00 840. 00 | 
. 00 800. 00 840. 00 


920. 
910. 
910. 


860. 00 | 
860. 00 
860. 00 


577. 20 
00 680. 00 
00 680. 00 
680. 00 


608. 40 
720. 00 
720. 00 
720. 00 


60 ; 639. 
745. 00 795. 
745. 00 775. 
745. 00 775. 


561. 60 
640. 00 
630. 00 
630. 00 


80 530. 40 

00 610. 00 
595. 00 | 
610. 00 


995. 00 
985. 00 | 
985. 00 | 





483. 60 499. 20 








RVICE 
$483. 60 
540. 00 |__. 
530. 00 
535. 00 


$499. 20 |....-- 





380. 00 395. 00 415. 00 435. 00 450. 00 


312. 00 327. 60 343. 20 358. 80 
331. 00 347. 00 364. 00 380. 00 
331. 00 347. 00 364. 00 380. 00 
335. 00 350. 00 365. 00 380. 00 400 


3 $100 of each amount 
fof Naval Operations, 
is $1,875 regardless of 


374. 40 
402. 00 
402. 00 





. 00 


on this line is excluded in the computation of retired pay. 








Grade 


W-4 


W-3 


Ww-2 


E-1 
(Over 4) 


E-1 
(Under 4) 


COMPARISON BY PAY GRADE OF MONTHLY BASIC PAY—PRESENT, AS PROPOSED IN H. R. 11470, DOD REVISION, AND SENATE REVISION 
(WHERE PAY BRACKETS ARE BLANK THE AMOUNT IS THE SAME AS THE FIRST FIGURE IMMEDIATELY PRECEDING IN THE SAME HORIZONTAL COLUMN) 


Present 


H. R. 11470_. 


DOD Rev 
Senate Rev 





Present 

H. R. 11470 
DOD Rev 
Senate Rev 


| Present. 


H. R. 11470 
DOD Rev 
Senate Rev 


Present 


H. R. 11470_- 


DOD Rev 
Senate Rev 


H. R. 11470 


DOD Rev 
Senate Rev 


Bm, B..13670....-. 


DOD Rev 
Senate Rev 
Present 

H. R. 11470 
DOD Rev 
Senate Rev 





Present 
H. R. 11470 
DOD Rev 


Senate Rev 


Present 

H. R. 11470 
DOD Rev 
Senate Rev 
Present 

H. R. 11470 
DOD Rev 
Senate Rev 


Present 

H. R. 11470 
DOD Rev 
Senate Rev 


Present 

H. R. 11470 
DOD Rev 
Senate Rev 


Present 


H. R. 11470_.._. 


DOD Rev 
Senate Rev 
Present 

H. R. 11470. 
DOD Rev 
Senate Rev 


Under 


$332 
332. 

332. 

332. 

302. 
302. 
302. 
302. 
264. 
264. 
264. 
264. 


219. 
219. 


9 


90 
90 
90 
90 


64 
64 
64 
64 


82 
82 
82 

82 


pom oe oe oe 
bo bho bo bo 


39 
39 


». 39 


39 


81 
81 
81 
81 


24 
26 
24 
24 


30 
30 
30 
30 


37 


Over 2 


$354. 
376. 
376. 
376. 


323. 
343. 
343. 
343. 


280. 
298. 
298. 
298. 


251. 
266. 
266. 


266 


90 
00 
00 
00 


70 
00 
00 
00 


80 
00 
00 
00 


20 
00 
00 
00 


2. 30 
». 00 
». 00 
». 00 


. 20 
. 00 
. 00 
. 00 


. 80 
. 00 
. 00 
. 00 


. 40 


00 


50. 00 


. 00 


7. 00 
. 00 
. 00 


00 


40 


. 00 
. 00 
. 00 
. 80 
5. 00 
5. 00 
5. 00 


Over 3 


$160. 00 
160. 00 
160. 00 


Over 4 


$393. 00 
383. 00 


383. 00 


351. 00 
348. 00 
348. 00 


315. 00 
307. 00 
307. 00 


300. 00 
285. 00 
285. 00 


230. 10 
256. 00 
249. 00 
250. 00 
195. 00 
230. 00 
215. 00 
225. 00 


183. 30 
210. 00 
198. 00 
205. 00 


159. 90 
170. 00 
170. 00 
170. 00 


132. 60 
141. 00 
141. 00 
141. 00 


109. 20 


106. 60 


Over 6 


$370. 
409. 
399. 
399. 


331. 
360. 
353. 
353. 


288. 
340. 
328. 
328. 


266. § 


313. 
299. 
299. 


50 
00 
00 
00 


90 
00 
00 
00 


50 
00 
00 
00 


. 10 
. 00 
8. 00 


00 


7. 70 
. 00 
. 00 
. 00 


. 40 


. 00 


Over 8 


$386. 10 
426. 00 
416. 00 


353. 00 
342. 00 
342. 00 
30 
00 
00 


286. 
325. 


313. 


313. 00 


. 00 
00 
. 00 
. 50 
). 00 
. 00 
. 00 


222. 30 


. 00 
0. 00 
5. 00 


2. 80 
. 00 
. 00 
. 00 


. 40 
. 00 
. 00 
. 00 


8. 20 


124. 80 


Over 10 


$401. 70 
446. 00 
435. 00 
435. 00 


347. 10 
400. 00 
398. 00 
398. 00 


365. 00 

355. 00 

355. 00 

294. 10 
350. 00 
334. 00 
334, 00 
400. 00 
380. 00 
380. 00 


340. 00 


320. 00 
320. 00 


319. 80 | 


261. 30 


300. 00 
282. 00 
285. 00 


234. 00 


260. 00 
250. 00 
255. 00 


210. 60 
240. 00 
235. 00 
240. 00 


187. 20 
200. 00 


156. 00 


Over 14 | 





| 












































Over 30 


$530. 40 
600. 00 
595. 00 
595. 00 


Over 12 Over 16 Over 18 Over 20 Over 22 | Over 26 
| 
$421.20 | $452. 40 $468.00 | $483.60 |_..________- | $499. 20 $514. 80 
479. 00 496. 00 515. 00 | 525. 00 $540. 00 555. 00 585. 00 
465. 00 | 486. 00 504. 00 516. 00 528. 00 543. 00 575. 00 
465. 00 486. 00 504. 00 516. 00 528. 00 543. 00 575. 00 
358.80 | 374. 40 383.90. 40K OB f..82 oe. 428.00 | 443, 60 
415. 00 | 430. 00 445. 00 | 460. 00 475. 00 490. 00 506. 00 
412. 00 427. 00 | 441. 00 | 458. 00 470. 00 487. 00 506. 00 
412. 00 427. 00 441. 00 | 458. 00 470. 00 487. 00 506. 00 
— — — $$ —} es | ee le 
335.40| 350.00/  357.80| 378.40 |....._....__| 389. 00 404. 60 
378. 00 390. 00 403. 00 | 415. 00 428. 00 Sr OBE. ndicnens 
369. 00 381. 00 393. 00 406. 00 417. 00 440:00.}.-<c.-- 
369. 00 381. 00 393. 00 | 406. 00 | 417. 00 440. 00 | | 
305. 80 313. 60 321.40 | 337. 00 a ey 368. 20 
360. 00 | 370. 00 380. 00 | 390. 00 | OO 00 be. oh eae 
345. 00 354. 00 364. 00 | 375. 00 | 390. 00 |___- 3 | 
345. 00 354. 00 364. 00 | 375. 00 390. 00 |------------ | W lcke Wes ae new 
410. 00 420. 00 | 430. 00 | 440. 00 | 450. 00 Wek Oh 
390. 00 400. 00 410. 00 | 420. 00 | 430. 00 440. 00 |_. real 
390. 00 400. 00 410. 00 | 420. 00 | 430. 00 440. 00 |--------9-=- 
350. 00 360. 00 370.00 | 380.00; 390.00} 400. 00 |.-_-.-_.___. 
330. 00 340. 00 350. 00 360. 00 | 370. 00 380. 00 |_- 
330. 00 340. 00 350. 00 360. 00 | 370. 00 380. 00 = ie 
273. 00 180. 80 288. 60 | et ee 319. 80 | 335. 40 
314. 00 328. 00 342. 00 7 ee ee | array, Ltt 
296. 00 309. 00 322. 00 336. 00 | : 356. 00 |---- rod 
300. 00 310. 00 325. 00 340. 00 | 350. 00 | Sede cond ; 
241. 80 249, 60 257. 40 | ee tun... | 80015. ee 
270. 00 280. 00 B00 00 ho. cutie. OD oo cteiliren.s Sian we itemnoani ide 
260. 00 | 270. 00 280. 00 | BO 15 oo Meek ao ‘ Lae 
265. 00 275. 00 280. 00 290. 00 5 habeas cade ogattons kees 
218. 40 226. 20 234. 00 oat OE oa. 7 RDO naa ada 
ae Sica gheeh ee ee Se nah cs St ke aca pecan ; 
spicibeun- teckel ool y sa ae 
195. 00 202. 80 210. 60 218. 40 | fh ee Se i Masel ee 
159. 00 163. 80 wi] ogweasecte-alSccste reso eee s.42s0 Serco eaeaee 
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Pay 


grade 


Years of 
service 


EXAMPLES OF ACTIVE 


Pay scale 


Present ! 


Senate Rev 
Senate Rev 
Senate Rev 


Present ' 


Senate Rev 
Senate Rev 
Senate Rev 


Present 


Senate Rev 
Senate Rev 
Senate Rev 


Present 


Senate Rev 
Senate Rev 
Senate Rev 


Present 


Senate Rev 
Senate Rev 
Senate Rev 


Present 


Senate Rev 
Senate Rev 


Senate Rev 


1 Present pay for grade E-7. 


Proficiency pay 


None 
None 
Minimum 
Maximum 
None 
None 
Minimum 
Maximum 
None 
None 
Minimum 
Maximum 
None 
None 
Minimum 
Maximum 
None 
None 
Minimum 
Maximum 
None_. 
None 
Minimum 
Maximum 


DUTY ENLISTED COMPENSATION, INCLUDING PROFICIENCY PAY 


Amount Basic 
of pay 
profi- includ- 
ciency ing pro- 

pay ficiency 


1 $320 
440 
490 
590 
304 
370 
420 
520 
281 
310 
340 
460 
234 


255 


285 
405 
191 
210 
235 
360 
140 
160 
180 
310 


Hazard- 
ous 
pay 


Percent 
increase 


$105 


105 | 


105 


105 | 


105 
105 


105 | 


105 
105 
105 
105 
105 
95 
95 
95 
95 
80 
80 
80 
80 
65 
65 
65 
65 


Subsist- 
ence 


Quarters 
allowance | 


$97 $30 | $552 
97 30 672 
97 | 30 722 
97 | 30 | 822 
97 | 30 | 

97 | 30 

97 30 
97 30 | 
97 30 | 
97 | 30 | 
97 | 30 | 
97 | 30 | 
97 30 | 
97 30 | 
97 30 | 

97 30 
77 | 30 | 
30 | 





752 


477 
507 
627 


602 
652 | 


. 


$6, 624 


} 
j 


536 | 


513 | 
542 
572 | 
692 | 
456 


378 | 
397 | 


30 422 | 
30| 547 | 
30| 312 


30 | 


332 | 


30 | 352 


30 | 


482 


| 


Total compensation 
with hazard pay 


| Monthly Annual 


8, 064 
8, 664 


9, 864 | 


6, 432 
7, 224 
7, 824 
9, 024 


6, 156 | 
6, 504 | 


6, 864 
8, 304 
5, 472 


5, 724 | 
084 


524 


564 


ork WwWwWOao, » IS 








744 | 
984 | 
224 | 
784 | 


Percent 
increase 


536 |_-- 
764 | 
, 064 | 


2 Unless the Secretary fixes a lower minimum. 





Total compensation 
without hazard pay 


| Monthly 


$447 
567 
617 
717 
431 
497 
547 


647 | 
408 | 


437 
467 
587 


361 


382 
412 
532 
298 


317 
342 
467 
247 


267 | 
287 | 
417 | 





Annual 


$5, 364 
6, 804 
404 
604 
172 
964 
564 
764 
896 


—_ vue 


— 


- 


> ee ST Or Or SI Or On OO SI 


op 





Percent 
increase 





——s 
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DEPARTMENT OF THE AIR FoRCE, 
OFFICE OF THE SECRETARY, 
Washington, April 4, 1958. 
Hon. Ricuarp B. Russe tt, 
Chairman, Committee on Armed Services, 
United States Senate. 


Dear Mr. Cnarrman: I refer to your recent request to the Secretary 
of Defense for the views of the Department of Defence on S. 3082, 
a bill to amend title 10, United States Code, with respect to the 
computation of retired pay, and for other purposes. 

The Secretary of Defense has assigned to the Department of the 
Air Force the responsibility for providing your committee with the 
report on this legislation on behalf of the Department of Defense. 

The Department of Defense would interpose no objection to the 
enactment of S. 3082. 

The purpose of S. 3082 is to amend present laws governing the 
computation of military retired pay, except for disability retired 
pay, so as to permit future service in a Reserve component while 
not on active duty to be creditable in computing retired pay only to 
the extent that it would be creditable under section 1333 of title 10, 
United States Code. It would provide that, for the purposes of 
computing retired pay based on active service, the years of service 
to be used as a multiplier in computing retired pay, bi not eligibility 
for retirement, would be as follows: 

(a) All active service performed in the Armed Forces by the mem- 
ber concerned. 

(6) All years of nonactive service performed in the Armed Forces 
by the member concerned, before the effective date of this act, and 
with which he was entitled to be credited in computing his basic 
pay, on the day before that date. 

All years of service, not otherwise included in (a) or (6), above, 
with which the member concerned would be entitled to be credited 
for the purposes of the computation of retired pay based on non- 
Regular service (sec. 1333 of title 10, U. S. C.) if he were entitled to 
retired pay computed under that section, rather than one of the 
enumerated sections. 

At the present time the laws governing computation of nondisa- 
bility retired pay, for officers of all services, authorize the member to 
multiply the basic pay of his retired grade by 2% percent times the 
number of years creditable to him in computing his basic pay. Under 
the Career Compensation Act of 1949, as amended, all periods during 
which an individual was a member of any component of a uniformed 
service, including periods while not on active duty, are creditable in 
computing basic ] pay. Accordingly, an officer who has completed the 
years of active service required to be eligible to retire may use all 
such inactive service in computing his retire ed pay on the same basis as 
active service. 

It appears that the words ‘‘years of nonactive service performed” 
in lines 6 through 9 of page 2 Zz the bill may not adequately preserve 
credit, for re tired pay purposes, for all types of past service that are 
now creditable under existing law. Therefore, it is suggested that 
lines 6 through 9 of page 2 of the bill be c *hanged to read as follows: 

“*(2) the years of service, not included in “clause (1), with which he 
was entitled to be credited, on the day before the effective date of this 
section, in computing his basic pay; and”’ 
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It further appears that there may be some doubt that section 3 of 
the bill would make the new formula applicable to the Coast and 
Geodetic Survey. Therefore, it is suggested that there should be 
inserted on line 23 of page 4, after the word “C ode’’, the phrase “as if 
his service were service as a member of the Armed Forces”. 

There would be no additional cost associated with the enactment of 
S. 3082. In future years there would be some savings in retired pay. 
However, it is not possible to estimate the savings involved but as 
compared to the total retired pay budget, it is expected to be quite 
small. 

This report has been coordinated within the Department of Defense 
in accordinace with procedures prescribed by the Secretary of Defense. 

The Bureau of the Budget has advised that there is no objection 
to the submission of this report to the Congress. 

Sincerely yours, 
Davin S. SMira, 
Assistant Secretary of the Air Force. 


Maximum and minimum monthly basic pay rates on present scale and on proposed 
scales 


COMMISSIONED OFFICERS 


























Present scale | Senate revision H. R. 11470 
Pay grade BS ee scatman ‘ ; asea i ieadtalee ee 

| Minimum | Maximum | Minimum | Maximum | Minimum | Maximum 
O-10__.- $1, 163.30 | $1, 276. 40 $1, 200.00 | $1,700.00 | $1, 200.00 | $1, 875. 00 
O-9 s | 1,063. 30 l, 176. 40 | 1, 063. 30 1, 500, 00 1, 063. 30 1, 625. 00 
0-8 963. 30 1, 076. 40 | 963.30 | 1,350.00 963. 30 1, 375. 00 
0-7 4 ; 800. 28 | 967. 20 | 800.28 | 1,175.00 800. 28 1, 125. 00 
0-6 592. 80 811. 20 592. 80 | 985. 00 | 592, oT 995. 00 
0-5 474. 24 670. 80 474, 24 | 775. 00 474, 24 | 795. 00 
0-4 400.14} 592.80 400.14} 630.00 400. 14 640. 00 
0-3 : ‘ 326. 04 | 514. 80 326. 04 525. 00 326. 04 | 530. 00 
O-2 259. 36 413. 40 259. 36 380. 00 259. 36 389. 00 
O-1 222. 30 374. 40 | 222. 30 314. 00 | 222. 30 22.30 | 314. 00 

COMMISSIONED OFFICERS WITH PRIOR ENLISTED SERVICE! 
| | Po - 
0-3 : s : $326. 04 $514. 80 $440. 00 $535. 00 | $420. 00 $540. 00 
O-2 259. 36 413. 40 380. 00 450. 00 | 372. 00 | 462. 00 
O-1 222. 30 | 374. 40 335. 00 400. 00 | 314. 00 | 2. 00 
WARRANT OFFICERS 
=a —— x 
W-4_. $332. 90 $530. 40 $332. 90 | $595. 00 $332. 90 $600. 00 
Ww-3 302. 64 459. 20 302. 64 | 506.00} 302.64 a 506. 00 
W-2_. 264. 82 420. 20 264. 82 440. 00 | 264. 82 440. 00 
W-1._. s 219. 42 368. 20 219. 42 390. 00 | 219. 42 | 400. 00 
z ad | | 
ENLISTED MEMBERS 

E-9 a $380. 00 $440. 00 $400. 00 | $460. 00 
E-8 310, 00 380. 00 330. 00 | 400. 00 
E-7 : $206 30 $335. 40 206. 39 356. 00 206. 39 | 370. 00 
E-6 175. 8 288. 60 175. 81 290. 00 175. 81 | 300. 00 
E-5 145 257. 50 145. 24 240. 00 145. 24 | 240. 00 
E+ 122. 30 218. 40 122. 30 190. 00 122. 30 | 200. 00 
E-3 99. 37 | 163. 80 99. 37 141. 00 99. 37 | 141. 00 
: 2 85 80 | 132. €0 | 85. 80 108. 00 85. 80 108. 00 
E-1 


78. 00 | 106. 60 78. 00 105. 00 | 78, 00 | 105. 00 
| 





6 years active enlisted service required by Senate revision. Only 4 years of enlisted service creditable 
for pay required under H, R. 11470 as passed by the House 


S. Rept. 1472, 85-25 


| 


xl SE) SEE 


St I 
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H. R. 11470 


In compliance with subsection 4 rule XXIX of the Standing Rules 
of the Senate, there is printed below in parallel columns the text of 
the provisions of existing law which would be amended by various 
provisions of the bill. 

Existine Law 


Career Compensation Act of 1949 (63 Stat. 804), as amended: 


Suc. 201. (a) For the purpose of computing the basic pay of mem- 
bers of the uniformed services, pay grades are prescribed and monthly 
basic pay for such members is established within each pay grade ac- 
cording to cumulative years of service, as follows 


COMMISSIONED OFFICERS 


Years of service 


Pay grade pe ea. aia = 

Under 2 Over 2 Over 3 Over 4 Over 6 Over & Over 10 
O-8 er 963. 30 $963. 30 '$1, 021.80 ($1,021. 80 |$1, 021.80 ($1,021.80 | $1,021.80 
0-7. Cee 800. 28 800. 28 850, 20 850. 20 850, 20 850. 20 850. 20 
0-6 ee v 592. 80 592. 80 631, 80 631, 80 631, 80 631, 80 631. 80 
a : ? 474, 24 474, 24 507. 00 507. 00 507. 00 507. 00 507. 00 
Od... ee 400. 14 400. 14 429. 00 129. 00 429. 00 152. 40 423. 60 
o0-3 ee ee 326. 04 396. 04 351. 00 374. 40 4105. 60 421. 20 $36, 80 
0-2. . ci 259. 36 274. 18 335. 40 $35. 40 351. 00 366, 60 382. 20 
Gl ixnds 222.30 | 237.12; 206.40, 296.40 312.00, 327.60 343. 20 

Ye f service 
‘Pay grade - “a 

Over 12 Over 14 Over 16 Over 18 Over 22 Over 26 Over 30 
O-8 $1,021. 80 $1,021.80 $1,021.80 ($1,021.80 $1,021.80 $1,021. 80 $1, 076, 40 
a cei a : R50. 20 R50, 20 RA). 2O S50, 24 850, 20 4, 80 967. 20 
O 6 Sarg Ted 631. 80 631. 80 655. 20 717. 60 748. 8O 7RO. OO S11. 20 
0-5. Ce ee 530. 40 561. 60 577. 20 608. 40 639. 60 670. 670. 80 
ee : 499. 20 514. 89 530. 40 61. 60 577. 20 592. 80 592 80 
0-3. é me . : $52. 40 468. 00 1K3. 60 499, 20) 514, 86 514. 80 514. 80 
jee sella 397. 8 413. 40 413, 4( 113. 40 413. 40 413. 40 413, 40 
Gates e. . ie 358, 80 374, 40 374. 40 374, 40 374. 40 574. 40 374, 40 
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THe Brin 


(Sec. 1] That the Career Compensation Act of 1949, as amended, 
is amended as follows: 

(1) Section 201 (a), as amended (37 U.S. C. 232 (a)), is amended 
by striking out the tables therein and inserting the following tables in 
place thereof: 

“COMMISSIONED OFFICERS 


“YEARS OF SERVICE 


| 






















‘‘Pay grade Under 2 Over 2 Over 3 Over 4 Over 6 Over 8 Over 10 
years years years | years | years years years 
O-10 1. _..| $1, 200.00 $1, 250.00 | $1, 250.00 $1, 250. 00 $1, 250. 00 $1, 300. 00 $1, 300. 00 
O-9.. : 1, 063. 30 1, 100. 00 | 1, 122. 00 1, 122. 00 1, 122. 00 1, 150. 00 1, 150. 00 
O-8_. : 963. 30 1, 000. 00 1, 022. 00 1, 022. 00 1, 022. 00 1, 100. 00 1, 100. 00 
O-7 800. 28 860. 00 860. 00 860. 00 900, 00 900, 00 950. 00 
O-6..-- 592. 80 | 628. 00 670. 00 670. 00 670. 00 670.00 | 670. 00 
O-8.. 474, 24 | 503.00 | 540. 00 540. 00 5409. 00 540. 00 560. 00 
Oo-4 400, 14 424 00 455. 00 455. 00 465. 00 485. 00 520. 00 
O-3 2 | 326. 04 | 346. 00 372. 00 415. 00 440, 00 469. 00 480. 00 
O-2 2 | 259. 36 | 291. 00 360. 00 370. 00 380. 00 380. 00 380. 00 
O-12 7 222. 30 251. 00 314. 00 314. 00 314. 00 314. 00 314. 00 
—= = — =F —————SSS SSO —=—=—= 
“Pay grade } Over 12 | Over 14 | Over 16 | Over 18 | Over 20 | Over 22 | Over 26 | Over 30 
years years years years | years years years years 
O-10 1... 2 $1, 400.00 |$1, 400.00 |$1, 500.00 |$1, 500.00 |$1, 600.00 |$1, 600.00 |$1, 700.00 | $1, 700.00 
0-9 e .| 1, 200. 00 1, 200. 00 1, 300.00 | 1, 300, 00 1, 400. 00 1, 400. 00 1, 500. 00 1, 500. 00 
O-8 7 1, 150.00 | 1, 150.00 1, 200.00 | 1, 250.00 1, 300. 00 1, 350. 00 1,350.00 | 1, 350.00 
67_.- 950.00 | 1,000.00 | 1,100.00 | 1,175.00 | 1,175.00 | 1,175.00 | 1,175.00 | 1, 175. 
O-6 670. 00 690, 00 800, 00 840, 00 860, 00 910. 00 985. 00 985 
O-5 590, 00 630. 00 680. 00 | 720. 00 745. 00 775. 00 775. 00 q 
O-4 550. 00 570. 00 610.00 | 630. 00 630. 00 630. 00 630. 00 630. 00 
O-32 510. 00 525. 00 525.00 | 525. 00 525. 00 | 525. 00 525. 00 525. 00 
O-22 | 380. 00 380. 00 | 380. 00 380. 00 380, 00 380. 00 380. 00 380. 00 
[POE Sac seem | 314. 00 314. 00 314. 00 314. 00 314. 00 314. 00 314. 00 314. 00 


“1 While serving as Chairman of Joint Chiefs of Staff, Chief of Staff of the Army, Chief of Naval Oper- 
ations, Chief of Staff of the Air Force, or Commandant of the Marine Corps, basic pay for this grade is 
$1,875.00 regardless of cumulative years of service. 

‘2 Does not apply to commissioned officers who have been credited with over 6 years’ active service as 
in enlisted member. 


“COMMISSIONED OFFICERS WHO HAVE BEEN CREDITED WITH OVER 6 YEARS’ 
ACTIVE SERVICE AS AN ENLISTED MEMBER 


“YEARS OF SERVICE 








| | | j 
“Pay Over 6 | Over 8 | Over 10} Over 12| Over 14) Over 16] Over 18) Over 20] Over 22| Over 26} Over 30 
grade years | years | years years | years | years | years | years | years | years | years 
| | | | a cat 
0-3 _...|$440. 00 |$460. 00 1$480 00 |$510. 00 ($535.00 [$535.00 |$535. 00 1$535. 00 }$535. 00 |$535.00 | $535. 00 
O-2 | 380.00 | 395.00 | 415.00 | 435.00 | 450.00 | 450.00 | 450.00 | 450.00 | 450.00 | 450. 00 450. 00 
0-1 | 335.00 | 350.00 | 365.00 | 380.00 | 400.00 | 400.00 | 400.00 | 400.00 | 400.00 | 400.00 | 400.00 
| 


i 
‘ 
; 
5 
® 
) 
5 
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W 


Ww-3 


Ww 
Ww 
Ww 
Ww 


Pep es ed ed ed ed ed 


eohekcoheotestestes! 


bm hD CO he 


rho 


COMPUTING PAY 


Ww 


Pay grade 
Under 2 
$332. 90 
302. 64 
264. 82 
219. 42 
Pp 


Over 12 
$421. 20 
358. 8 
335. 40 
305. 80 


Under 2 


$206 


2 39 
175 
145. 24 
122 


QO 327 


FOR 


EXISTING 


ARRANT 





14 


Over 


$452. 40 
374. 40 


350. 00 


313. 60 


ENLISTEI 


Over 2 


$999 2 


187. 20 
163. 80 
140. 40 
117. 00 
101. 40 
OR Ri) 
Over 14 


$280. 8O 


249. 60 


PF 1) 


OFFICE 


OF 


RS AND ENLISTED 


Law 


FICERS 


Years of service 


MEN 


Over 8 Over 10 


Over 3 Over 4 Over € 
$354. 90 $354. 90 $370. 50 $386. 10 | $401. 70 
323. 70 | 323. 70 331. 50 | 339. 30 | 347. 10 
280. 80 280. 80 288. 60 304. 20 | 319. 80 
251. 20 251.20 | 206. 30 | 2386. 30 294. 10 
Years of service 
Over 16 | Over 18 | Over 22 | Over 26 | Over 30 
$468. 00 $483. 60 $499 90 | $514.80 $530. 40 
382. 20 105. 60 498 OO 443.60 459. 20 
357. 80 373. 40 3R9 00 404. 60 | 421), 20 
321. 40 337. 00 352. 60 368. 20 | 368. 20 
| 
PERSONS 
Years of service 
Over 3 Over 4 Over 6 Over 8 | Over 10 
| | 
$222.30 | $230.10 | $237.90 | $253.50] $261.30 
187. 20 195. 00 214. 5O 222. 30 | 234. 00 
163, 183. 30 191. 10 202. 80 | 210. 60 
140. 40 159. 90 167. 70 179. 40 187. 20 
117. 00 132. 60 140. 40 148. 20 | 156. 00 
101. 40 109. 20 117. 60 124. 80 132. 60 
98, RO 106. 60 106. 6 106. 60 106. 60 
Years of service 
Over 16 | Over 18 Over 22 Over 26 Over 30 





$288. 60 $304, 20 $319, 80 $335 
257. 40 273, CO 238. 60 288 
234. 00 241. 8O 257. 50 257. 
) 60 218. 40 1 218 
163. 80 163. 80 RO) 163 
132. 60 132. 60 132. 60 132 
106. 6 106. 60 106. 60 106 


| 


40 | $335. 40 
60 288. 60 
5O | 257. 5O 
40) | 218. 40 
RO | 163. 80 
60 | 32. 60 
MH) | 106. 60 
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ry 
THe Brn 
WARRANT OFFICERS 
“YEARS OF SERVICE 
‘Pay grade Under 2 | Over 2 Over 3 Over 4 Over 6 Over 8 | Over 10 | Over 12 
years | years | years years years years years years 
anemia es lam are ais pcninnc aan beaiomn aaa 
ee | $332. 90 $376. 00 $376. 00 | $383. 00 $399. 00 $416. 00 $435. 00 $465. 00 
Wits sa csiscieuaaiabadaice 302. 64 343. 00 343.00 | 348.00 353. 00 380. 00 398. 00 412. 00 
WeRind nec hae 264. 82 298. 00 298.00 | 307.00 328. 00 342. 00 355. 00 369. 00 
WC icccnnb eden 219.42 | 266.00 266.00 | 285.00} 299.00 313. 00 334. 00 345. 00 
Pay grade Over 14 | Over 16 | Over 18 | Over 20 | Over 22 | Over 26 | Over 30 
years years | years years | years years years 
Wt ae $486.00 | $504. 00 $516.00 | $528.00 $543.00 | $575.00 $595. 00 
ho eS " 427. 00 441.00 | 458.00 470. 00 | 487. 00 506. 00 506. 00 
 _ eer eee ee | 381.00} 393.00] 406.00] 417.00} 440.00 440. 00 440. 00 
WE nc wawccewe dete ees | 354.00] 364.00] 375.00} 390.00] 390.00 390. 00 390. 00 
| 
ENLISTED MEMBERS 
YEARS OF SERVICE 
sietchinciilialteas —_— . 
Pay grade | Under 2 Over 2 Over 3 Over 4 Over 6 Over 8 | Over 10 | Over 12 
years | years years years years years years years 
E-9 _.| $380.00 | $390. 00 
E-8... a Bs. $310. 00 328 00 330. 00 
ees $206.39 | $236.00 | $236.00 | $250.00 | $260. 00 270. 00 285. 00 300. 00 
E-6 175.81 | 200.00 200.00 | 225. 235. 00 245. 00 255. 00 265. 00 
E-5-. 145.24 | 180.00 180. 00 20! 210. 00 220. 00 240. 00 240. 00 
E-4 122. 30 150. 00 160. 00 7 180. 00 190.00 | 190.00 190. 00 
E-3 99.37 | 124.00 124. 00 141. 00 141. 00 141. 00 141. 00 
E-2 | 35.80} 108.00] 108.00] 108.00] 108.00] 108.00} 108.00 108. 00 
E-1 | 83.20} 105.00 105. 00 105. 00 105. 00 105. 00 105. 00 105. 00 
E-1 (under 4 | | 
months). 78. 00 -----| ‘xe abe oeuaie Sp aieudiecbelih 
| | 
ee LS ———————————————— = Ee 
Pay grade Over 14 | Over 16 | Over 18 | Over 20 | Over 22 | Over 26 | Over 30 
years years years years years years years 
E-9.. | $400.00 | $410.00 | $420.00 | $430.00 | $440.00] $440.00 | $440.00 
E-8. ne | 340.00] 350.00] 360.00] 370.00] 380.00] 380.00} 380.00 
E-7.. aii | 310.00} 325.00} 340.00] 350.00 350. 00 350. 00 350. 00 
E-6.. 275. 00 280. 00 290. 00 290.00 | 290.00 290. 00 290. 00 
E-5.. 240. 00 240. 00 240.00 | 240.00} 240.00 240. 00 240. 00 
E-4_. 190. 00 190.00 | 190.00 | 190.00 190. 00 190. 00 190. 00 
E-3.. | 141. 00 141. 00 | 141. 00 141. 00 141. 00 141. 00 141. 00 
E-2- 108.00 | 108.00 | 108.00 | 108.00 | 108.00} 108.00} 108. 00 
E-1. 105. 00 105. 00 105. 00 105. 00 | 105. 00 105. 00 105. 00"" 
| | 
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(b) For basic pay purposes, commissioned officers are hereby as- 
signed by the rank or grade in which serving, whether under tem- 
porary or permanent appointment, to the various pay grades pre- 
scribed for commissioned officers by subsection (a) of this section, as 
follows: 

















Pay Army, Air Force, and Marine b Navy, Coast Guard, and Coast Publie Health Service 
grade Corps | and Geodetic Survey 
. : _—$ |} A$] 
O-8__..._| General, lieutenant general, Admiral, vice admiral, and | Surgeon general, deputy sur- 
and major general. | rear admiral (upper half). geon general, and assistant 
| | surgeon general having rank 
of major general. 
Q-7_....| Brigadier general a ..| Rear admiral (lower half) and | Assistant surgeon general hav- 
| commodore. | ing rank of brigadier general. 
O-6.._..| Colonel. --. |} Captain ...---- i nani Director grade, 
O-5__...| Lieutenant colonel. - “5 ala | Commander... | Senior grade. 
O-4_....| Major . .---------| Lieutenant commander.-.-.-....| Full grade. 
O-3__...| Captain == do | Lieutenant Senior assistant grade. 
O-2.__..| First lieutenant ____- _| Lieutenant (junior grade | Assistant grade. 
O-1.._..| Second lieutenant_-..__-- -| Ensign... ; aa ...-| Junior assistant grade. 
| 


(c) For basic pay purposes, enlisted persons shall be distributed 
by the Secretary concerned in the various pay grades prescribed for 
enlisted persons in subsection (a) of this section. 


(d) All members of the uniformed services when on the active list 
or when on active duty, and all members of the uniformed services, 
and all members of the Army National Guard and the Air National 
Guard who are not Reserves of the Army or the Air Force, as the 
case may be, when participating in full-time training, training duty 
with pay or other full-time duty (provided for or authorized in the 
National Defense Act, as ame nded, in the Naval Reserve Act of 
1938, as amended, or in other provisions of law, including participation 
in exercises or performance of the duties provided for by sections 

81, 94, 97, and 99 of the National Defense Act, as amended), shall 
be entitled to receive the basic pay of the pay grade to which assigned, 
or in which distributed, pursuant to subsection (b) or (c) of this 
section, in accordance with cumulative years of service: Provided, 
That in accordance with regulations prescribed by the oe in 
the case of members of the uniformed services called or ordered to 
extended active duty in excess of thirty days, active duty all include 
the time required to perform travel from home to first duty station 
and from last duty station to home by the mode of transportation 
authorized in orders for such members: Provided further, That mem- 
bers of the National Guard called into Federal service for a period 
of 30 days or less are entitled to pay and allowances from the day of 
their appearing at the place of company rendezvous, but this provision 
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(2) Section 201 (b) (37 U. S. C. 232 (b)), is amended by striking 
out the table therein and inserting the following table in place thereof: 








“Pay | Army, Air Force, and Navy, Coast Guard, and Publie Health Service 
grade Marine Corps | Coast and Geodetic Survey 
| 
O-10. ---| General _. ..-| Admiral_.... ee 
0-9 Lieutenant general___-| Vice admiral____....-- : 
O-8 | Major general -_---. | Rear admiral (upper half). oe Surgeon General. 


Deputy Surgeon General. : 
Assistant Surgeon General having 
rank of major general. 


| 
0-7 | Brigadier general__. <a Rear admira) (lower half) and | Assistant Surgeon General having 
Pb Commodore. rank of brigadier general. 
O-6 Colonel Captain. nbieihoate settee Director grade. 
O-5 Lieutenant colonel - -. | Commander _- Senior grade. 
O-4 Major__-. Lieutenant commander - Full grade. 
O-3 Captain | Lieutenant. __.} Senior assistant grade. 
O-2 Ist lieutenant... Lieutenant (junior grade) be Assistant grade. 
O-1 2d lieutenant. : | = nsign. ...| Junior assistant grade.”’ 
| 


(3) Section 201 (c), as amended (37 U. S. C. 232 (c)), is amended 
by adding the following at the end thereof: “However, except as 
provided in section 209 of this title, an enlisted member may not be 
placed in pay grade E-8 or E-9 until he has completed at least eight 
vears or ten vears, respectively, of cumulative years of enlisted service 
creditable in the computation of his basic pay. Except as provided 
in section 209 of this title, the authorized daily average number of 
enlisted members on active duty (other than for training) in any 
uniformed service in pay grades E-8 and E-9 may not be more than 

per centum and 1 per centum, respectively, of the number of en- 
listed members of that uniformed service who are on active duty 
(other than for training) on January 1 of each year. 

(4) Section 201 (d) is amended by striking out the last sentenc 
and inserting the following in place thereof: ‘ ‘Any payments accruing 
under any law to any member of a uniformed service incident to his 
release from active duty or active duty for training or for his return 
home incident to release from that duty, may be paid to that member 
before his departure from his last duty station, whether or not he 
actually performs the travel involved. If a member receives a pay- 
ment under this subsection but dies before that payment would but 
for this subsection have been made, no part of that payment is re- 
coverable by the United States.”’ 
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shall not be construed to authorize any species of expenditure previous 
to arriving at such places of rendezvous which is not provided by law 
to be paid after their arrival at such places of rendezvous: Provided 
further, That any full-time training, training duty with pay, or other 
full-time duty performed by me smbers of the Army National Guard of 
the United States or the Air National Guard of the United States, 
pursuant to this section, while in their status as membe rs of the Army 
National Guard or the Air National Guard of the several States, 
Territories, and the District of Columbia and which entitles them to 
receive basic pay, shall be deemed to be active duty in the service of 
the United States. Any pay and allowances authorized by this Act 
which will lawfully accrue to members for their return home incident 
to release from active duty or training duty may be paid to such 
members prior to their departure from their last duty station incident 
to such release, without regard to the actual performance of such 
travel. 

') Any officer serving on active duty in the grade of lieutenant 
general or vice admiral shall, in addition to the pay and allowances 
to which he is entitled by the provisions of this Act, be entitled to an 
additional increment of basic pay in an amount of $100 per month. 
Any officer serving on active duty in the grade of general or admiral 
shall, in addition to the pay and allowances to which he is entitled 
by the provisions of this Act, be entitled to an additional increment 
of basic pay in an amount of $200 per month. The additional incre- 
ments provided by this subsection shall not be considered a part of 
the active duty pay or of the monthly basic pay of these grades for 
the purpose of the computation of retired pay. 


a — 
) For the performance of hazardous duty as prescribed in clause 
(1) or (2) of subsection (a) of this section, a member of a uniformed 


service qualifying for inc ies pay thereunder is entitled to pay at a 
monthly rate as follows: 


INCENTIVE Pay For Hazarpous Duty eee UnprrR Sxection 204 (a) 
(1) AND 


COMMISSIONED OFFICERS 





Years of service 
Pay grade | : : staining acne 





Under 2| Over2 | Over3 Over4 | Over6 Over 8 s | Over 10 


— — ——___—— ——_—— ee | ce | 


$165. 00 $165. 00 al $165. 00 


teeta ie nica .--| $155.00 | $155.00 | $165.00 | $165.00 | 

Oa aia _----| 150.00} 150.00} 160.00 | 160.00] 160.00} 160.00 160. 00 
ie em | 200. 00 | 200.00 | 215.00 215. 00 215.00 | 215.00 | 215.00 
. le ales Sci 190. 00 190. 00 205. 00 205. 00 205. 00 | 205. 00 205. 00 
PPI ioscan | 170.00 | 170.00 | 185.00 | 185.00} 185.00 | — 195. 00 | 210.00 
SS onion bilasciloshe . -| 145. 00 145. 00 155. 00 165. 00 180. 00 | 185. 00 190. 00 
aa 115.00 | 125. 00 150. 00 | 150. 00 | 160. 00 | 165. 00 | 170. 00 
ie dese 100.00 | 105. 00 135. 00 135.00} 140.00} 145.00 155. 00 

! i 
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(5) Section 201 (f) 


“COMMISSIONED OFFICERS 
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(f)) is repealed. 

















Years of service 





| Under 2| Over 2 Over 3 Over 4 Over 6 
$165.00 | $165.00 | $165.00 | $165. $165. 00 
165. 00 165. 00 165. 00 165. 165. 00 
155. 00 155. 00 165. 00 165. 165. 00 
150. 00 150. 00 160. 00 160. 160. 00 
200. 00 200. 00 215. 00 215. 215. 00 
190. 00 190. 00 205. 00 205. 205. 00 
170. 00 170. 00 185. 00 185. 185. 00 
145. 00 145. 00 155. 00 165. 180. 00 
115. 00 125. 00 150. 00 150. 160. 00 
100. 00 105. 00 135. 00 135. 00 140. 00 


PAY FOR OFFICERS AND ENLISTED MEN 


Over 8 


$165. 00 


165. 00 
165. 00 
160. 00 
215. 00 
205. 00 
195. 00 
185. 00 
165. 00 
145. 00 


41 


(6) (A) That part of the table in section 204 (b) (37 U.S. C. 235 
(b)) relating to commissioned officers is amended to read as follows: 


Over 10 


$165. 00 


165. 00 
165. 00 
160. 00 
215. 00 
205. 00 
210. 00 
190. 00 
170. 00 
155. 00 
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COMMISSIONED OFFICERS—Continucd 


nanioemeneteainntets lois lsiecaiiags —— 
| Years of service 

' 

| a = | ‘ | - int ] oa 

|} Over 12 | Over 14 Over 16 | Over 18 | Over 22 | Over 26 | Over 30 
| | 

| 
| 


| 





0-8. Fe $165. 00 $165. 00 $165.00 | $165.00 $165. 00 $165. 00 $165. 00 
O-7.. i 160.00 | 160.00 |} 160.00} 160.00 160. 00 160. 00 | 160. 00 
se he beet Sel mien } 215.00 | 215.00 | 220.00} 245.00 245. 00 245. 00 | 245. 00 
CP ome Se inireis ----| 210.00 | 225.00 230.00 | 245.00 245. 00 245. 00 245. 00 
Ph teoaebans aenenien | 215,00 220. 00 230.00 | 240.00 | 240.00 240. 00 | 240. 00 
rer i, : 3 _| 200.00} 205.00 | 205.00} 205.00 205. 00 205. 00 | 205. 00 
ae 4 oe 180. 00 185. 00 185. 00 185. 00 185. 00 185. 00 185. 00 
SR enwan 160. 00 170.00 | 170.00; 170.00 170. 00 170. 00 170. 00 
ENLISTED PERSONNEL 
Years of service 
Pay grade } ne a eee a pa 
| ! 
Under 2 Over2 | Over3 Over 4 Over 6 Over8 | Over 10 
| 

eS. __..--..| $80.00] $85.00] $85.00] $85.00] $90.00] $95.00! $100.00 
E-6.... 70. 00 75. 00 75. 00 80. 00 | 85. 00 | 90. 00 | 95. 00 
E-5.. - | 60. 00 70. 00 | 70.00 | 80. 00 80. 00 | 85. 00 90. 00 
ON a ae 55. 00 65.00 | 65. 00 | 70. 00 75. 00 | 80. 00 | 80. 00 
E-3.. . oe 55. 00 60. 00 | 60. 00 | 60. 00 60. 00 | 60. 00 60. 00 
E-2_. a : ick 50. 00 60. 00 | 60. 00 | 60. 00 | 60.00 | 60. 00 60. 00 
E-1_. ace EE i ai -| 50.00 55.00] 55.00 55. 00 55.00 | 55.00 | 55. 00 
E-1 (under 4 months) ; | ania . ; is | oicana testes 
Aviation cadets..........._.- 50. 00 |_. ee f ve 7 kclnadecden 


Years of service 
Pay grade | 


} | 
Over 12 | Over 14 | Over 16 | Over 18 | Over 22 | Over 26 | Over 30 


$105. 00 $105.00 | $105.00 | $105.00 | $105.00 $105.00 | $105.00 


Oe asl 

E-6___. . : . = 95. 00 100. 00 100. 00 100. 00 100. 00 | 100. 00 100. 00 
E-5.... E ¥ . 95, 00 95. 00 95. 00 95. 00 95.00 | 95.00 | 95. 00 
aa Aa 80.00 80. 00 80.00 | 80. 00 | 80. 00 | 80. 00 | 80. 00 
a a Se 60. 00 60. 00 60. 00 | 60.00 | 60.00 | 60. 00 | 60. 00 
ne 5 : "i Bias 60. 00 60. 00 60. 00 60. 00 | 60. 00 | 60. 00 60. 00 
= a a3 ee 55. 00 55. 00 55. 00 55. 00 55. 00 | 55.00 | 55. 00 


Sec. 206. Under such regulations as the President may prescribe, 
enlisted persons of the uniformed services entitled to receive basic pay 
shall, in addition thereto, while on sea duty or while on duty in any 
place beyond the continental limits of the United States or in Alaska, 
be entitled to receive pay at the following monthly rates: 








| 
Pay grades Monthly | Pay grades Monthly 
rates || rates 
s —|— annemenll — - RR ee ee 
Da ak $22. 50 || E-3.....---- oe doses ates $9.00 
_ ERS See eee oo 20:00 © B-4........--0-.- <i ae 8. 00 
E-5 ERD Rei 1 EEE RE 16.00 || E-1 8. 00 


en ctsecenans eee | 13. 00 | 
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“COMMISSIONED OFFICERS—Oontinued 


Years of service 














"Pay grade Si ee _. peere metalic 
| | 

Over 12 | Over 14 | Over 16 | Over 18 | Over 22 | Over 26 | Over 30 
nn xe ncudeenbenewed $165.00 | $165.00 | $165.00 | $165.00 | $165.00 | $165.00 | $165.00 
It sini pclteectenieaneinicesaitamia masini | 165. 00 165. 00 165. 00 165. 00 165. 00 165. 00 165. 00 
[OEE wecnntodineansnbemecdhdbude 165. 00 165. 00 165. 00 165. 00 165. 00 165. 00 165. 00 
oT. cdccavanatactss veamawewad 160. 00 160. 00 160. 00 160. 00 160. 00 160. 00 160. 00 
a ne ndietutbieuariiadiihatiedl 215. 00 215. 00 220. 00 245. 00 245. 00 245. 00 245. 00 
OG, cccctméecbekens RE APF io 210. 00 225. 00 230. 00 245. 00 245. 00 245. 00 245. 00 
i aincctupcaisitseireiddinnietidteninndes 215. 00 220. 00 230. 00 240. 00 240. 00 240. 00 240. 00 
COM"WG. ctemnenabecndaionenstabunt 200. 00 205. 00 205. 00 205. 00 205. 00 205. 00 205. 00 
Ti :dacubintedeaiiindatabtegluadshiiameniiadl | 180. 00 185. 00 185. 00 185. 00 185. 00 185. 00 185. 00 
"Eh. Kensdotsietuansdadodeeins 160. 00 170. 00 170. 00 170. 00 170. 00 170. 00 170. 00”’ 





(B) That part of the table in section 204 (b) (87 U. S. C. 235 (b)) 
relating to enlisted members is amended to read as follows: 


“ENLISTED PERSONNEL 


Years of service 
‘Pay grade i a ieee —— 


| | 
| Under 2| Over2 | Over3 Over4 | Over6 Over 8 | Over 10 














E-9.. a | $105.00} $105.00 | $105.00 | $105.00 | $105.00} $105.00 | $105.00 
R-6_... niietiassindanticiegall . 105. 00 105. 00 105. 00 105. 00 105.00 | 105.00 
E-7.. 3 | 80.00 85. 00 85. 00 85. 00 90. 00 95.00 | 100.00 
»6..... ini hae | 70.00 75. 00 75. 00 80. 00 85. 00 90. 00 95. 00 
E-5.. ro -.-| 60,00 70.00 70.00 80. 00 80. 00 85. 00 90. 00 
E-4. iacctbane 55.00 | 65. 00 65. 00 70. 00 75. 00 80. 00 80. 00) 
E-3. : 55. 00 60. 00 60. 00 60. 00 60. 00 60. 00 60. 00 
E-2.- abe on 50. 00 | 60. 00 60. 00 60. 00 60. 00 60. 00 60. 00 
E-1. ; | 50.00 55. 00 55.00 | 55.00 55. 00 55. 00 55. 00 
E-1 (under 4 months)---- 50. 00 - sodaiad sok witnashee ss olianices inalaeeanimews 
Aviation cadets..-.-.-- | 50. 00 --| dare ietatasie giana wueialale 


Years of service 





Pay grade | 














| Over 12 | Over 14 | Over 16 | Over 18 | Over 22 | Over 26 | Over 30 
— ————— ee — = — _ — ail a — — —_———$— |§ $$$. ] — ——$ ——$—$—— 
LL - $108. 00 | $105.00 | $105.00 | $105.00 | $105.00 
E-8.. Se | 105.00 105. 00 105. 00 105. 00 105. 00 105.00 105. 00 
Boe cececs ; .--| 105.00 105. 00 105.00 | 105.00 105. 00 105. 00 105. 00 
BS. i sccccnds ; = 95. 00 | 100. 00 100. 00 100. 00 100. 00 100. 00 100. 00 
ates a ee 95. 00 95. 00 95. 00 95. 00 95. 00 
E-4.. ; wai ‘ psa 80. 00 | 80. 00 80. 00 80. 00 80. 00 80. 00 80. 00 
eS, 5 60. 00 60. 00 60.00 | 60.00 60. 00 60.00 | 60.00 
Occ : ------| 60.00] 60.00 0. 00 | 60. 00 60. 00 60. 00 60. 00 
Z-i..... cs | 55.00} 55.00 5.00 | 55.00 55. 00 55. 00 | 55. 00" 

| 


(7) The table in section 206 (37 U. S. C. 237) is amended to read 
as follows: 


“Pay grades Monthly rates 
E-9 . — - 22. 50 
E-8.. e aay 22. 50 
E-7..- . — st tions te er eed arts oeldiinea hae ani ava 22. 50 
Pe wicni“end sedhinwewkasin baie a a @inienighnaiienian 20. 00 
E-5.. ie ina aie 16. 00 
E-4.. Mgt ccunndsewdtdimdabqaks acndbkedkad aad aces bedaneaansan gat 13. 00 
, sath nth chiens tpleo a niebes wiebeaesedivb acai tha Ganiie ditedel dk Stel iet ol a eemalanaip aan 9. 00 
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(8) The following new sections are added after section 208: 
“PROFICIENCY PAY 


“Src. 209. (a) An enlisted member of a uniformed service entitled 
to basic pay and designated as possessing | special proficiency in a 
military skill of the service concerned may- 

“(1) be advanced to any enlisted pay wraile prescribed in section 
201 (a) of this Act that is higher than his pay grade at the time of 
designation and receive the pay, allowances, and special or in- 
centive pays of the higher pay grade in accordance with his 
cumulative years of service for pay purposes; or 

‘““(2) in addition to any pay, allowances, special or incentive 
pays to which he is entitled under this Act, be paid proficiency 
pay at a monthly rate not to exceed the maximum rate prescribed 
in the following table for the proficiency rating to which he is 


assigned: 
Proficiency Rating Maximum Monthly Rate 
P-] $50 
P-2 100 
P-3 150 


‘“(b) An enlisted member who has less than eight or ten, as the case 
may be, of cumulative years of enlisted service for basic pay purposes 
and who is advanced under subsection (a) (1) to pay grade E-8 or 
E-9, respectively, is entitled to the minimum amount of basic pay, 
allowances, and special or incentive pays prescribed for that pay grade 
until such time as his cumulative years of service for pay purposes 
entitles him to a higher rate of such pays. 

“(c) The Secretary concerned shall determine whether enlisted 
members of any uniformed service under his en are to be 
paid proficiency pay either under subsection (a) (1) or (a) (2). How- 
ever, he may elect only one of these methods of paying proficiency 
pay for each uniformed service under his jurisdiction. If he elects to 
have proficiency pay paid under subsection (a) (1), enlisted members 
in a military rank assigned to pay grades E-8 and E-9 may be paid 
proficiency pay at a monthly rate not to exceed the maximum rate 
prescribed in subsection (a) (2). If he elects to have proficiency pay 
paid under subsection (a) (2), he shall prescribe, within the limita- 
tions set forth in subsection (a) (2), the amount of such pay for each 
proficiency rating prescribed therein. He shall also designate, from 
time to time, those skills within each uniformed service under his 
jurisdiction in which proficiency pay is authorized, and shall prescribe 
the criteria under which members of that uniformed service are eligible 
for a proficiency rating in each such skill. He may, whenever he 
deems it necessary, increase, decrease, or abolish proficiency pay for 
any such skill. 

“(d) This section shall be administered under regulations pre- 
scribed by the Secretary of Defense for the uniformed services under 
his jurisdiction, and by the Secretary of the Treasury for the Coast 
Guard when the Coast Guard is not operating as a service in the 


Navy. 
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‘SPECIAL PAY—CERTAIN DESIGNATED OFFICERS 


“Spc. 210. (a) An officer of an armed force who is entitled to the 
basic pay of pay grade O-3, O-4, O-5, or O-6, and who is designated 
by the Secretary concerned, because of assignment and duties being 
performed, as holding a command or staff position of unusual respon- 
sibility and of a critical nature to the service concerned, may, in 
addition to any other pay prescribed by law, be paid special pay at a 
monthly rate as follows: 


| 








‘Pay grade |Monthly rate 
O-3 as om 4 ielolsthe malik $50. 00 
O-4 J aril ma stikipalasmadieteas 50. 00 
O-5 , india ae 100. 00 
a ok one Ok kids adc rd dea wennacesdd Keubaseeebeaes kee enn ch alee tee 150. 00 


The Secretary shall prescribe the criteria and circumstances under 
which officers of the armed forces under his jurisdiction are eligible 
for pay under this section and may, whenever he considers it necessary, 
abolish such special pay. 

‘(b) Not more than 5 percent of the number of officers on active 
duty in any armed force in pay grade O-3, and not more than 10 
percent of the number of officers on active duty in any armed force 
in any of pay erades O-4, O-5, or O-6, may receive special pay 
under this section, 

“(¢) This section shall be administered under regulations to be 
pres bed by the Secretary of Defense for the armed forces under 
his jurisdiction, and by the Secretary of the Treasury for the Coast 
Gut ard when the Coast Guard is not operating as a service in the Navy. 

‘(d) This section does not apply to any person who is entitled to 
special pay under section 203 of this Act. 

“(e) The Secret: ary of Defense shall report to Congress by March 1 
of each year on the administration of this section within each military 
department during the preceding calendar year. The Secretary of 
the Treasury shall make a similar report for the Coast Guard when 
the Coast Guard is not operating as a service in the Navy.” 
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Smuc. 302. * * * 

(f) Members of the uniformed services entitled to receive a basic 
ieee for quarters pursuant to this section shall be entitled to 
receive a basic allowance for quarters at the following monthly rates 
according to the pay grade to which assigned or in which distributed 
for basic pay purposes: 


! 


Pay grade With | Without |! Pay grade With | Without 
dependents | dependents | | dependents | dependents 
Q-8.... $171.00 | $136. 80 W-1. $85. 50 | $68. 40 
O-7.... | 171.00 | 136. 80 E-7.... 67. 50 45. 00 
0-6....- 136. 80 119.70 || E-6 67. 50 | 45, 00 
Q-5.... 136. 80 102. 60 |} E-5 67. 50 | 45. 00 
O-4.... 119. 70 94. 20 E-4 (7 or more years j 
0-3 102. 60 85. 50 service) ! 67. 50 | 45. 00 
Q-2.... 94. 20 77.10 E-4 (less than 7 years 
0-1... q 85. 50 | 68.40 || service) 13 45. 00 45. 00 
w-4. 119. 70 94.20 || E-3?2 45. 00 45. 00 
W-3..-. J 102. 60 85. 50 E-2 3__. 45. 00 45. 00 
eee , | 94. 20 77.10 || E-12 45.00 | 45. 00 


1 Service authorized to be credited in computation of basic pay pursuant to sec. 202 of this act. 
2 Considered at all times as without dependents pursuant to subsec. (a) of this section 


(h) The payment of the basic allowance for quarters provided in 
subsection (f) of this section for enlisted members with dependents 
shall be made only for such period as the enlisted member has in 
effect an allotment of pay not less than the sum of the basic allowance 
for quarters to which he is entitled plus $40 (or in the case of enlisted 
members in pay grades E—-4 and E-—5, $60; or in the case of enlisted 
members in pay grades E 6 and E-7, $80), te the —— of the 
dependent or depe nde nts on whose account the allowance is claimed: 
Provided, That such allotment shall not be required, (1 ie the calen- 
dar month in which such member enters on active duty in a pay status 
if the allotment is effective from the following month; (2) for the calen- 
dar month in which such member is discharged, if not immediately 
reenlisted; (3) for the calendar month in which _— member is released 


from active duty; (4) for the calendar month in which dependency 
ceases; (5) for the calendar month in which dep oie ‘nev commences if 
the allotment is effective from the following month; (6) for the calen- 


dar month in which such member its assigned to scent for himself 
and his dependents or for the calendar month in which such assign- 
ment is terminated: Provided further, That such allotment may be 
initiated, continued, modified, or discontinued in accordance with such 
regulations as may be prescribed by the Secretary of the Department 
concerned: And provided further, That the minimum allotment. re- 
quired for any month shall be based on the lowest rate of basic allow- 
ance for quarters to which the member is entitled and the lowest pay 
grade in which the member is serving during such month 
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Szc. 302. * * * 
(9) The table in section 302 (f) (37 U. S. C. 252 (f) ) is amended to 
read as follows: 


“Pay grade With depend-| Without de- 














ents pendents 
bts Diodes Tatas ens ieien banieetanatneitiars $171. 00 $136. 80 
suo ensaneneddvededulcduednbulesudwidabasenckundeneonwleenbait a 171. 00 136. 80 
we indpiaiendprlios 171.00 | 136. 80 
171.00 | 136. 80 
136. 80 119. 70 
Salil ters iu naipa aan 136. 80 102. 60 
aie < acaiee ‘ im ecw a" -_ 119.7 94. 20 
eas : stencils i er oat ib aah naw wie ; 102. 60 85. 50 
Ti, c ee : . a alain gas 94. 20 77.10 
; ; bbedeundabinauanng sebeemud sai é 85. 50 68. 40 
edd pibiaiehhonndociibbhe teat tinh canbe idvnksiun die 119.7 94. 20 
‘ ~ Pet dei ln sein ail head accapadelebaccn aaa 102. 60 85. 50 
diiddghbkontbynsghedes dewahdd cnadeiraniail 94. 20 77.10 
hindiays has ubih nti Miksa kana etiehine ine 85. 50 68. 40 
eddbhi we dhekScedecouns scbddcackwkquiucewbbassiedaneed deeadeNen dias 67. 50 45.00 
a a ae . pRdattiasidieain 67. 50 45. 00 
ssa Weasel ocainiialabdidlane tibinncdsiamaebaia tla samen-aat eral eatin eaten ee 67. 50 45. 00 
sles ilosac iad sain leon el al eacaclacta ms dk aacnideegl alan canaeenemaien aimee teiala 67. 50 45. 00 
RS 5. ; cece eibaaaeee wanubiaied naaned 67. 50 45. 00 
7 or more years’ service)!_.........--- nctakdieiceatinawmnib abana 67. 50 45. 00 
BND F RU TU” Piniskincccccccdutdnusawnncnswiegiimbonmiecdeued 45. 00 45. 00 
aaa Scar ota cet elated teieioiaiamaaaieaioncatne aa eettcinbancaaiaeaaamandebdaadeiaak 45. 00 45. 00 
chechtbachAssesouududekes iaciadeaooasteal Saeed 45. 00 45. 00 
ss sania pi-geameaceblcbar eta nena cere ase apie aan eile sisgrdalesinileapinistaeiataiaianeclanemaiiiGnaaaniabehnadiiaes 45. 00 4.00 








**1 Service authorized to be credited in computation of basic pay pursuant to sec. 202 of this act. 
**2 Considered at all times as without dependents pursuant to subsection (a) of this section.” 


(10) Section 302 (h) (37 U. S. C. 252 (h)) is amended by striking 
m7) 


out the words “E-6 and E-7” and inserting the words “E-6, E-7, 
E-8, and E-9”’ in place thereof. 
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Sac. 004. * * * 

(c) Officers entitled to receive basic pay shall, while serving as the 
Chief of Staff of the Army, as the Chief of Naval Operations, as the 
Chief of Staff of the Air Force, as the Commandant of the Marine 
Corps, or as the Commandant of the Coast Guard, in lieu of any other 
personal money allowance authorized by this section, but in addition 
to any other pay or allowance authorized by this Act, be entitled to 
receive a personal money allowance of $4,000 per annum. 


Tue Act or May 19, 1952, Cuaprer 310 (66 Strat. 79) 


Sac... 7 * 

(c) For the duration of section 3 of the Dependents Assistance Act 
of 1950, that portion of the table contained 1n section 302 (f) of the 
Career Compensation Act of 1949, as amended, which prescribes 
basic allowances for quarters for enlisted members is amended to 
read as follows: 





Pay grade | Not over 2 | Over 2 
| dependents | dependents 





{ 














a I 5 al hee eat eRe oe $77. 10 | $96. 90 
BI ince iecins ; ae ina és : a oni 77.10 96. 90 
seen ece creakoea at Sean 77.10 | 96. 90 
BPs comedienne bas . sendecuss deindlitajieebi aa diatiiiny ine — ----| 77.10 | 96. 90 
Pay grade 1 dependent 12 dependents Over 2 
dependents 
- = — a Se ith cc archemenannialiliatinhdinedl <nclchapaasiikioetelle 
a bee diebipntamaniaennael $51. 30 $77.10 $96. 90 
eS de gedinmnedumicaadlpleien - ‘ — 51. 30 77.10 96. 90 
I ea Re eel ooo) auimaieneeb wots ai 51. 30 77.10 96. 90 


Tue ArMED Forces Leave Act or 1946 


Sxc. 4. (a). Leave to be settled and compensated for under section 
6 of this Act shall be compensable as follows: 

(1) In the case of leave accumulated as an enlisted member of the 
armed forces, on the basis of the base and longevity pay applicable 
to such member on the date of his discharge from enlisted service if 
discharged before August 31, 1946, or on August 31, 1946, if not so 
discharged, and an allowance computed at the rate of 70 cents a day 
for subsistence, plus, in the case of enlisted members of the first three 

rades with dependents on August 31, 1946, or former enlisted mem- 
om of the first three grades with dependents at the time of discharge 
if prior to such date, an allowance computed at the rate of $1.25 a 
day for quarters. 

(2) In the case of leave accumulated or accrued as a member of 
the armed forces as a warrant or commissioned officer, on the basis 
of the base and longevity pay and allowances applicable to such 
member on August 31, 1946. 
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(11) Section 304 (c) (37 U.S. C. 254 (c)) is amended by adding the 
following new sentence at the end thereof: “An officer entitled to 
receive basic pay shall, while serving as Surgeon General of the Public 
Health Service, in lieu of any other personal money allowance author- 
ized by this section but in addition to any other pay or allowance 
authorized by this Act, be entitled to receive a personal money allow- 
ance of $1,200 per annum.” 


Sec. 2. The tables in section 1 (c) of the Act of May 19, 1952, 
chapter 310 (66 Stat. 79), are amended to read as follows: 


“Pay grade Not over 2 Over 2 de- 
dependents pendents 


9 sescnitie sabia arita lasing a Wietnadiaes Calandctains tnaseeaeiniiiaasamealaenaaae Sinaaiadiin $77. 10 $96. 90 

Te Ta a cat oa enidegn wud aeliey bike ues abraaanne sesainetabioatant saipeimr ocak ateitiaeel 77.10 96. 90 
ac wn ocean asia omgaradeiiibien ates anctdhiinteonamblitein aatabanede armmanmal 77. 10 96. 90 
TD. us enw a dduaiteedcenia stews wihdhli= ocitdih t neeqaatdicbbaingaen hae aianleadmmesdedm naire 77.10 96. 90 
E-5.... cea edbaate sci: pela a hho eign gallina tlaseaeimineaneianeimaaadeirciaene aera 77.10 96. 90 
Bea ein <nceloe une acon daienmescates ad ptisadannrannas out 77.10 96. 90 

“Pay grade | dependent | 2 dependents Over 2 

dependents 

ba oibndek, kadai ss aoeneeb ae era els pieaesani ra da $51. 30 $77. 10 $96. 90 
in cathindidne sana ced samen . 51. 30 77.10 96. 90 
PE adi ceetibnsebheeos : sows 51. 30 77.10 96. 90”’ 





Sec. 5. Section 4 (a) (1) of the Armed Forces Leave Act of 1946 
(37 U. S. C. 33) is amended by striking out the word “three” and 
inserting in place thereof the word “‘five’’. 
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Titits 10, Unirep States Cops 


§ 3991. Computation of retired pay 


The monthly retired pay of a person entitled thereto under this 
subtitle is computed according to the following table. For each case 
covered by a section of this title named in the column headed “For 
sections’, retired pay is computed by taking, in order, the steps 
prescribed opposite it in columns 1, 2, 3, and 4, as modified by the 
applicable footnotes. However, if a person would otherwise be 
entitled to retired pay computed under more than one pay formula of 
this table or the table in section 1401 of this title, he is entitled to be 
paid under the applicable formula that is most favorable to him. 
Section references below are to sections of this title. 















































For Column 1 | Column 2 Column 3 Column 4 
For- | sec- | | | 
mula | tions | Take Multiply by Add Subtract 
me | es, | 
| 
A | 3883 | Monthly basic pay to | 244% of years of serv- | Amount necessary | Excess over 75% of 
3884 which member would ice credited to him to increase prod- pay upon which 
3885 be entitled if he were under section 3888 uct of columns 1 computation is 
3886 on active duty in his | or 3927 (b), which- and 2 to 50% of based. 
3913 | retired grade.! | ever is applicable.‘ pay upon which 
3915 | computation is 
3916 based, 
3919 | 
3921 | 
3922 | 
3923 
B 3911 | Monthly basic pay ? of | 214% of years of serv- Excess over 75% of 
3918 member's retired ice credited to him pay upon which 
3920 grade.! in determining basic computation is 
3924 | | pay. based. 
Cc 3914 | Monthly basic pay to | 244% of years of serv- | 10% of product of | Excess over 75% of 
which member was | ice credited to him columns 1 and 2 pay upon which 
| entitledondatewhen | under section 3925.4 | for extraordinary computation is 
| he applied for retire- | heroism in line of based. 
| ment. duty.§ 

D 3917 | Monthly basic pay 3 of 214% of years of serv- Excess over 75% of 
member’s retired | ice credited to him pay upon which 
grade. under section 3925.4 | computation is 
based. 
| ! 


1 For the purposes of this subtitle, determine member’s retired grade as if neither section 3962 (a) nor 
3962 (d) applied. 

2 Compute at rates applicable on date of retirement and adjust to reflect later changes in applicable 
permanent rates. However, if member’s retired grade is determined under section 3962 (c), 3963 (a), or 
3963 (b), or if member has served four years as Chief of the Medical Service Corps, use pay to which mem- 
ber would be entitled if he were on active duty in his retired grade. 

’ Compute at rates applicable on date of retirement. 

4 Before applying percentage factor, credit a part of a year that is six months or more as a whole year, 
and disregard a part of a year that is less than six months. 

5 The Secretary of the Army’s determination as to extraordinary heroism is conclusive for all purposes. 


§ 5083. Chief of Naval Operations: retirement 


An officer who is retired while serving as Chief of Naval Operations, 
or who, after serving at least two and one-half years as Chief of Naval 
Operations, is retired after completion of that service while serving 
in a lower rank or grade, may, in the discretion of the President, be 
retired with the grade of admiral and with retired pay based on that 
grade. 
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Sec. 6. Title 10, United States Code, is amended as follows: 


(1) Footnote 1 of section 3991 is amended to read as follows: 


‘1 For the purposes of this section, determine member’s retired grade as if section 3962 (d) did not apply 
and, for an officer who has served as Chief of Staff, compute at the highest rates of basic pay applicable to 
him while he served in that office.” 


(2) Section 5083 is amended by striking out the words “and with 
retired pay based on that grade” and adding the following new sentence 
at the end thereof: ‘The retired pay of such an officer shall be com- 


puted at the highest rates of basic pay applicable to him while he 
served in that office.” 
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§ 5201. Commandant: appointment; terms; emoluments 

(a) There is a Commandant of the Marine Corps, appointed by the 
President, by and with the advice and consent of the Senate, for a 
term of four years, from officers on the active list of the Marine Corps 
not below the grade of colonel. 

(b) The Commandant of the Marine Corps, while so serving, has 
the rank of general. 

(c) An officer who is retired while serving as Commandant of the 
Marine Corps, or who, after serving at least two and one-half years 
as Commandant, is retired after completion of that service while 
serving in a lower rank or grade, may, in the discretion of the Presi- 
dent, be retired with the grade of general and with retired pay based 
on that grade. 


§ 5233. Retirement 
An officer who is serving or has served in a grade to which appointed 


under section 5231 or 5232 of this title may, upon retirement, be 
appointed by the President, by and with the advice and consent of 
the Senate, to the highest grade held by him while on the active 
list. However, such an appointment on the retired list does not 


increase the retired pay of the officer. 
§ 6483. Retired members: grade 

(a) Except as provided in subsection (b), each retired member of 
the naval service, when recalled to active duty, shall be recalled in 
the grade held by him on the retired list. 

(b) An officer who has been advanced on the retired list or in the 
Retired Reserve under section 6150 of this title to a grade above 
captain in the Navy or above colonel in the Marine Corps, when 
recalled to active duty, may, in the discretion of the Secretary of the 
Navy, be recalled either in the grade he holds on the retired list or 
in the Retired Reserve or in the grade from which he was advanced. 


§ 8991. Computation of retired pay 


The monthly retired pay of a person entitled thereto under this 
subtitle is computed according to the following table. For each 
case covered by a section of this title named in the column headed 
“For sections”, retired pay is computed by taking, in order, the 
steps prescribed opposite it in columns 1, 2, 3, and 4, as modified by 
the applicable footnotes. However, if a person would otherwise be 
entitled to retired pay computed under more than one pay formula of 
this table or the table in section 1401 of this title, he is entitled to be 





COMPUTING PAY FOR OFFICERS AND ENLISTED MEN 55 


Tue Bry 


(3) Section 5201 (c) is amended by striking out the words “and 
with retired pay based on that grade” and adding the following new 
sentence at the end thereof: “The retired pay of such an officer 
shall be computed at the highest rates of basic pay applicable to him 
while he served in that office.” 


(4) Section 5233 is amended by inserting before the period at the 
end of the first sentence the words ‘“‘and with retired pay based on 
that grade’, and by striking out the last sentence thereof. 


(5) Section 6483 (b) is amended by adding the following sentence 
at the end thereof: “If recalled to active duty in the grade he holds 
on the retired list under section 6150 of this title, or under any other 
law which authorized advancement on the retired list by reason of a 
special commendation for the performance of duty in actual combat, 
he may, upon release from active duty on or after the effective date 
of this sentence, have his retired pay recomputed on the basis of the 
then monthly basic pay of the grade he holds on the retired list only 


if he has served on that duty for a continuous period of at least two 
years.” 
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paid under the applicable formula that is most favorable to him. 
Section references below are to sections of this title. 














For- | For Column 1 Column 2 Column 3 Column 4 
mula} sec- 
| tions | Take Multiply by Add Subtract 
ga = - | 
A 8883 | Monthly basic pay to | 244% of years of serv- | Amount necessary | Excess over 75% of 
| 8884 | which member would ice credited to him to increase prod- pay upon which 
8885 | be entitled if he were under section 8888 uct of columns 1 computation is 
| 8886 on active duty in his | or 8927 (b), which- and 2 to 50% of based. 
8913 retired grade.! | ever is applicable. pay upon which 
8915 | | computation is 
8916 | based, 
| 8919 | i 
8921 | | 
8922 | 
| 8923 | 
B 8911 | Monthly basic pay 2 of | 244% of years of serv- Excess over 75% of 
8918 member’s retired ice credited to him pay upon which 
8920 grade.! in determining basic computation is 
8924 pay.‘ based, 

Cc 8914 | Monthly basic pay to | 244% of years of serv- | 10% of product of | Excess over 75% of 
which member was ice credited to him columns 1 and 2 pay upon which 
entitled on date when under section 8925.4 for extraordinary computation is 
he applied for retire- heroism in line of based. 
ment. duty. | 


1 | 


D 8917 | Monthly basic pay 3 of | 244% of years of serv- | Excess over 75% of 








member’s retired | ice credited to him pay upon which 
grade. | under section 8925.4 | computation is 
based. 











1 For the purposes of this section, determine member’s retired grade as if section 8962 (a) did not apply. 

2? Compute at rates applicable on date of retirement and adjust to reflect later changes in applicable 
permanent rates. However, if member’s retired grade is determined under section 8962 (b), 8963 (a), or 
8963 (b), use pay to which member would be entitled if he were on active duty in his retired grade. 

3 Compute at rates applicable on date of retirement. 

‘ Before applying percentage factor, credit a part of a year that is six months or more as a whole year, 
and disregard a part of a year that is less than six months. 

5 The Secretary of the Air Force’s determination as to extraordinary heroism is conclusive for all purposes. 
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(6) Footnote 1 of section 8991 is amended to read as follows: 


“1 For the purposes of this section, determine member’s retired grade as if section 8962 (c) did not apply 
and, for an officer who has served as Chief of Staff, compute at the highest rates of basic pay applicable te 
him while he served in that office.”’ 
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§. 1401. Computation of retired pay 
The monthly retired pay of a person entitled thereto under this 
subtitle is computed according to the following table. For each case 
covered by a section of this title named in the column headed 
“For sections’’, retired pay is computed by taking, in order, the steps 
prescribed opposite it in columns 1, 2, 3, and 4, as modified by the 
applicable footnotes. However, if a person would otherwise be en- 
titled to retired pay computed under more than one pay formula of 
this table or of any other provision of law, he is entitled to be paid 
under the applicable formula that is most favorable to him. Section 
references below are to sections of this title. 












































For- | For | Column 1 | Column 2 | Column 3 | Column 4 
mula | sec- | | | 
No. | tions | Take Multiply by } Add Subtract 
an sl eeieiaunee aa aenneat Lipeeansaielirckadeammeiion — 
1 | 1201 | Monthly basic pay! of | Asmemberelects— | Excess over 75% of 
1204 | grade to which mem- | (1) 246% of years | pay upon which 
ber is entitled under of service credited | | computation is 
| section 1372. | to him under sec- | | based. 
| tion 1208; * or | 
| (2) the percent- | 
| age of disability on | 
date when retired. | 
nti a sitio a ac eric _ sical 
2 | 1202 Monthly basic pay! of | As member elects— Amount neces- | Excess over 75% 
1205 | grade to which mem- | (1) 24% of years | sary toincrease | of pay upon 
ber is entitled under of service credited | product of col- which compu- 
section 1372. to him under sec- |} umns 1 and 2 tation is based. 
tion 1208; * or | to 50% of pay 
(2) the percent- upon which 
| age of disability on computation is | 
on date when his based. | 
name was placed on | 
temporary dis- 
ability retired list. | 
ent ——— — _ - al —_ 
3 1331 | Monthly basic pay? of | 244% of years of serv- Excess over 75% 
highest grade held sat- | ice credited to him of pay upon 
isfactorily by person at | under section 1333. which computa- 
any time in the armed tion is based. 
forces. | 
4 | 564 | Monthly basic pay to | 24% of years of serv- Excess over 75% 
1255 which member would ice that may be | of pay upon 
1263 have been entitled if credited to him in which compu- 
| 1293 he had served on active computing basic | tation is based. 
1305 duty in his retired | pay. 
| grade on day before | | 
retirement, or if the | | 
pay of that grade is less | 
| than the pay of any | 
warrant grade satisfac- | 
torily held by him on | 
active duty, the | 
monthly basic pay of | 
that warrant officer | 
grade. | 





1! Compute at rates applicable on date of retirement or date when member’s name was placed on tempo- 
rary disability retired list, as the case may be, and adjust to reflect later changes in applicable permanent 
rates. 

2? Compute at rates applicable on date when retired pay is granted. 

3 Before applying percentage factor, credit a part of a year that is six months or more as a whole year, 
and disregard a part of a year that is less than six months. 
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(7) Chapter 71 is amended as follows: 


(A) Column 1 of formula 1 and column 1 of formula 2 of section 1401 
are each amended to read as follows: 

“Monthly basic pay ' of grade to which member is entitled under 
section 1372, increased, for members credited with two or less years 
of service for basic pay purposes, by 6%.*” 


(B) By adding the following footnote at the end of section 1401: 


“4 For an officer who served as Chairman of the Joint Chiefs of Staff, Chief of Staff of the Army, Chief of 
Naval Operations, Chief of Staff of the Air Force, or Commandant of the Marine Corps, compute at the 
rates of basic pay applicable to such an officer.”’ 
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CHAPTER 71.—COMPUTATION OF RETIRED PAY 


Sec. 


1401. Computation of retired pay. 

1402. Recomputation of retired or retainer pay to reflect later active duty. 
1403. Disability retired pay: treatment under title 26. 

1404. Applicability of section 47a of title 5. 


Szection 110 or tHe FreprerAL Exxscutive Pay Act or 1956 


Sec. 110. (a) The Surgeon General of the Public Health Service 
shall receive such compensation, in addition to his pay and allowances 
under the Career Compensation Act of 1949, as amended, as will 
make his compensation equal to $20,000 per annum in addition to such 
allowances. 

(b) The Deputy Surgeon General of the Public Health Service 
shall receive such compensation, in addition to his pay and allowances 
under the Career Compensation Act of 1949, as amended, as will make 
his compensation equal to $19,000 per annum in addition to such 
allowances. 

(c) The Director, National Institutes of Health, the Chief, Bureau 
of Medical Services, and the Chief, Bureau of State Services, of the 
Public Health Service, shall each receive such compensation, in addi- 
tion to his pay and allowances under the Career Compensation Act 
of 1949, as amended, as will make his compensation equal to $17,500 
per annum in addition to such allowances. 


TirLe 10, Unirep States Cope 
CHAPTER 71.—COMPUTATION OF RETIRED PAY 


Sec. 
1401. Computation of retired pay. 


* * * + * + * 
1402. Recomputation of retired pay or retainer pay to reflect later active duty. 

* » * as * * * 
1403. Disability retired pay: treatment under title 26 

* * * * * * * 


1404. Applicability of section 47a of title 5. 
* * * * * * * 
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(C) By adding the following new section at the end thereof: 


“§ 1405. Chairman of Joint Chiefs of Staff 

“Unless entitled to higher pay and allowances under another provi- 
sion of law, a member of an armed force who has served as Chairman 
of the Joint Chiefs of Staff, who is credited with over 30 years of 
service in the computation of his basic pay, and who is entitled to 
retired pay, is entitled to retired pay at the rate of 75 per centum of 
the active duty basic pay of an officer serving as Chairman of the 
Joint Chiefs of Staff.” 

(D) By adding the following new item at the end of the analysis: 


"1405. Chairman of Joint Chiefs of Staff.’’ 


Suc. 8. Section 110 of the Federal Executive Pay Act of 1956 (70 
Stat. 740) is repealed. 


SEc. (a) Title 10, United States Code, is amended as follows: 
(1) C bameee 7 71 is amended 


(A) by adding the following new section at the end thereof: 
**§ 1406. Years of service 

‘For the purposes of section 1401 (formula 4), 3888 (1), 3927 (b) (1), 
3931 (formula B), 6151 (b), 6325 (a) (2) and (b) (2), 6381 (a) (2), 
6383 o (2), 6390 (b) (2), 6394 (g) (2), 6396 (c) (2), 6398 (b) (2) 
6399 (c) (2), '6400 (b) (2), 8888 (1), 8927 (b) (1), or 8991 aecsicl B) 
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§ 1401. Computation of retired pay 

The monthly retired pay of a person entitled thereto under this 
subtitle is computed according to the following table. For each case 
covered by a section of this title named in the column headed ‘For 
sections,”’ retired pay is computed by taking, in order, the steps 
prescribed opposite it in columns 1, 2, 3, and 4, as modified by the 
applicable footnotes. However, if a person would otherwise be 
entitled to retired pay computed under more than one pay formula 
of this table or of any other provision of law, he is entitled to be paid 
under the applicable formula that is most favorable to him. Section 
references below are to sections of this title. 





For- For | Column 1 Column 2 |Column 3 Column 4 
mula | sec- | | 
No. tions | Take | Multiply by | Add | Subtract 
“ on sinensis ners le en 
> . | * * | * - > * * . | > . * > i > 7 * * * * 
4 | 564 | Monthly basic pay to which member | 244% of years of | | Excess over 75% of 
| 125% would have been entitled if he had | _ service that | pay upon which 
) | may be credited | computation is 
293 grade on day before retirement, or if to him in com- | | based. 
1305 the pay of that grade is less than the | puting basic | | 


pay of any warrant grade satisfac-| pay.’ | 
torily held by him on active duty, 

the monthly basic pay of that war- | 

rant officer grade. | 





| 
1255 | 
1263 served on active duty in his retired 
l 


* . « a = * * 





8 Before applying percentage factor, credit a part of a year that is six months or more as a whole year, 
and disregard a part of a year that is less than six months. 


SrecTIon 3888 or TirLEe 10, UNiTEpD States CopeE 


§ 3888. Computation of years of service; mandatory retirement; 
regular commissioned officers 
For the purpose of computing the retired pay of a commissioned 
officer of the Regular Army retired under section 3883, 3884, 3885, or 
3886 of this title, his years of service are the greater of 
‘(1) the years of service credited to him in computing his basic 
pay, or 
* * * * oa * 
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of this title, the years of service of a member of the armed forces are 
computed by adding 

(1) his years ; of active ser vice; 

(2) the years of service cre dited to him under section 233 (a) (7) 
of title 37; 

(3) the years of service, not included in clause (1) or (2) with 
which he was entitled to be credited, on the day before the 
effective date of this section, in computing his basic pay; and 

(4) the years of service, not included in clause (1), (2), or (3), 
with which he would be entitled to be credited under section 1333 
of this title, if he were entitled to retired pay under section 1331 
of this title. 

For the purpose of this section, a part of a year that is six months or 
more is counted as a whole year, and a part of a year that is less than 
six months is disregarded.”’; and 


(B) by adding the following new item at the end of the analysis: 


‘1406. Years of service.”’ 


(2) Formula 4 of section 1401 is amended by striking out the words 
‘fn computing basic pay” and inserting the words “under section 
1406 of this title’ in place thereof. 


(3) Section 3888 (1) is amended by striking out the words “‘credited 
to him in computing his basic pay” and inserting the words “that may 
be credited to him under section 1406 of this title’ in place thereof. 
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Existing Law 
Section 3927 or Tite 10, Unirep Starrs Copz 


§ 3927. Computation of years of service; mandatory retirement; 
regular commissioned officers 
* * * * * * * 


(b) For the purpose of computing the retired pay of a commissioned 
officer of the Regular Army retired under section 3913, 3915, 3916, 
3919, 3921, 3922, or 3923 of this title, his years of service are the 
greater of— 

(1) the years of service credited to him in computiag his basic 
pay; or 
* + a 4 * * * 


Section 3991 or Tirte 10, UniTEp States Cope 


§ 3991. Computation of retired pay. 


The monthly retired pay of a person entitled thereto under this sub- 
title is computed according to the following table. For each case 
covered by a section of this title named in the column headed ‘For 
sections’’, retired pay is computed by taking, in order, the steps pre- 
scribed opposite it in columns 1, 2, 3, and 4, as modified by the 
applicable footnotes. However, if a person would otherwise be en- 
titled to retired pay computed under more than one pay formula of 
this table or the table in section 1401 of this title, he is entitled to be 
paid under the applicable formula that is most favorable to him. 
Section references below are to sections of this title. 


— 
| 
| 
| 





For- | For Column 1 Column 2 Column3 | Column 4 
mula} sec- | 
tions Take Multiply by | Add Subtract 
ia . | * . 7 | - * *. | * > * * + 
B 3911 | Monthly basic pay 2? | 234% of years of service |.............--- | Excess over 75% of pay 
3918 | of member’s re- credited to him in de- | upon which compu- 
3920 tired pay.! termining basic pay.‘ | | tation is based. 
3924 | 
7. * * e . . . . . . . 
i | 








1 For the purposes of this subtitle, determine member’s retired grade as if neither section 3962 (a) nor 
3962 (d) applied. 

? Compute at rates applicable on date of retirement and adjust to reflect later changes in applicable per- 
manent rates. However, if member’s retired grade is determined under section 3962 (c) , 3963 (a), or 3963 (b), 
or if member has served four years as Chief of the Medical Service Corps, use pay to which member would 
be entitled if he were on active duty in his retired grade. 

. . . . . . * 

4 Before applying percentage factor, credit a part of a year that is six months or more as a whole year, and 

disregard a part of a year that is less than six months. 
>. 7. . > > o * 
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(4) Section 3927 (b) (1) is amended by striking out the words 
“credited to bim in computing his basic pay”’ and inserting the words 
“that may be credited to him under section 1406 of this title’ in place 
thereof. 


(5) Formula B of section 3991 is amended by striking out the words 
“credited to him in determining basic pay’”’ and inserting the words 
“credited to him under section 1406 of this title’ in place thereof. 
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Existing Law 
Section 6151(b) or Tirte 10, Untrep States Cope 


§ 6151. Higher retired grade and pay for members temporarily 
appointed or promoted during World War II. 


* * x * * * * 


(b) Each member, other than a former member of the Fleet Reserve 
or the Fleet Marine Corps Reserve, who is advanced on the retired 
list under this section is, unless otherwise entitled to higher retired 
pay, entitled to retired pay at the rate of 2% percent of the basic pay 
to which he would be entitled if serving on active duty in the grade 
to which advanced multiplied by the number of years of service credi- 
table for basic pay, but the retired pay may not be more than 75 percent 
of the basic pay upon which the computation of retired pay is based. 
In determining the number of years to be used as a multiplier under 
this subsection, a part of a year that is six months or more is counted 
as a whole vear and a part of a year that is less than six months is 
disregarded. 


* ~ * * * * * 


Section 6325 (4) AND (B) or Tirte 10, UNirep States Cope 


§ 6325. Officers: retired grade and pay. 
(a) Except as provided in subsection (b), each officer who is retired 
under section 6321, 6322, or 6323 of this title 

(1) unless otherwise entitled to a higher grade, shall be retired 
in the grade in which he was serving at the time of retirement; and 

(2) unless otherwise entitled to higher pay, is entitled to 
retired pay at the rate of 2% percent of the basic pay to which 
he would be entitled if serving on active duty in the grade in 
which retired multiplied by the number of years of service 
creditable for basic pay, but the retired pay may not be more 
than 75 percent of the basic pay upon which the computation of 
retired pay is based. 

(b) Each officer who is retired while serving in the grade of admiral, 
vice- admiral, general, or lieutenant general by virtue of an appoint- 
ment under section 5231 or 5232 of this title or who is retired 
while serving in a grade to which he was appointed under section 5597 
of this title or promoted under section 5787 of this title 

(1) unless otherwise entitled to a higher grade, shall be retired 
in the grade he would hold if he had not received such an appoint- 
ment; and 

(2) unless otherwise entitled to higher pay, is entitled to 
retired pay at the rate of 2% percent of the basic pay to which 
he would be entitled if serving on active duty in the grade he 
would hold if he had not received such an appointment multiplied 
by the number of years of service creditable for basic pay, but 
the retired pay may not be more than 75 percent of the basic 
pay upon which the computation of retired pay is based. 
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6) The following sections are amended by striking out the words 
‘creditable for basic pay”? wherever they appear therein and inserting 
the words “‘that may be credited to him under section 1406 of this 
title” in place thereof: 

A) 6151 (b). 


(B) 6325 (a) (2) and (b) (2). 
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Existing Law 
Section 6381 (a) or Tirie 10, Unirep Sratres Cope 


§ 6381. Officers retired under preceding sections: retired grade and 
pay; general rule. 
(a) Each officer retired under the preceding sections of this 
chapter 


(1) unless otherwise entitled to a higher grade, shall be retired 
in the grade in which he was serving at the time of retirement; 
and 

2) is entitled to retired pay at the rate of 2% percent of the 


basic pay to which he would be entitled if serving on active duty 
in the grade in — retired multiplied by the number of years 
of service creditable for basic pay, but the retired pay may not 
be more than 75 oe of the basic pay upon which the compu- 
tation of retired pay is based. 


” * * 7 * * * 


Section 6383 (c) or Tirte 10, Unitrep States Conn 


§ 6383. Regular Navy and Marine Corps; officers designated for 
limited duty: retirement for length of service or failures 
of selection for promotion; discharge for failures of selec- 
tion for promotion; reversion to prior status; retired grade; 
retired or severance pay. 


ok a * * * * * 


c) Each officer retired under subsection (a) or (b 
1) unless otherwise entitled to a higher grade, shall be retired 
in the grade in which he was serving at the time of retirement; 
and 
2) is entitled to retired pay at the rate of 2% percent of the 
basic pay to which he would be entitled if serving on active duty 
in the grade in which retired multiplied by the number of years 
of service creditable for basic pay, but the retired pay may not 
be more than 75 percent of the basic pay upon which the compu- 
tation of retired pay is based. 
“* * % * * * * 


Section 6390 (b) or Tirite 10, Unirep States Cope 


§ 6390. Regular Navy and Regular Marine Corps; officers: retirement 
at age 62. 
« OK * * * * 
(b) Each officer retired under this section is entitled 

(1) to the highest grade, permanent or temporary, held by 
him on active duty; and 

(2) to retired pay at the rate of 2 percent of the basic pay to 
which he would be entitled if serving on active duty in the grade 
in which retired multiplied by the number of years of service 
creditable for basic pay, but the retired pay may not be more than 
75 percent of the basic pay upon which the computation of 
retired pay is based. 
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(C) 6381 (a) (2). 


(E) 6390 (b) (2). 
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Existing Law 





Section 6394 (¢) or Tirte 10, Unirep States Cope 
> ) 


§ 6394. Regular Navy, rear admirals and commodores; Regular 
Marine Corps, major generals and brigadier generals: 
retirement on recommendation of board. 

x * * * * * * 


(gz) Each officer retired under this section— 

(1) unless otherwise entitled to a higher grade, shall be retired 
in the grade in which he was serving at the time of retirement; and 

(2) is entitled to retired pay at the rate of 2% percent of the 
basic pay to which he would be entitled if serving on active duty 
in the grade in which retired multiplied by the number of years 
of service creditable for basic pay, but the retired pay may not 
be more than 75 percent of the basic pay upon which the com- 
putation of retired pay is based. 


Section 6396 (c) or Tirte 10, Unirep Sratrges Cope 


§ 6396. Regular Navy; officers in Nurse Corps: retirement for age or 
length of service; retired grade and pay. 


* * *x * * * 


(c) Each officer retired under this section shall be retired 

(1) in the highest grade satisfactorily held by her on active 
duty as determined by the Secretary, but not lower than her 
permanent grade; and 

(2) with retired pay at the rate of 2% percent of the basic pay 
to which she would be entitled if serving on active duty in the 
grade in which retired multiplied by the number of years of 
service creditable for basic pay, but the retired pay may not be 
more than 75 percent of the basic pay upon which the computa- 
tion of retired pay is based. 


SecTION 6398 (b) or Trrie 10, Unirep Sratres Cope 


$ 6398. Regular Navy, women commanders; Regular Marine Corps, 
women lieutenant colonels: retirement for age or length of 
service; retired grade and pay. 


* “< a *K 


(b) Each officer retired under this section 

(1) unless otherwise entitled to a higher grade, shall be retire: 
in the permanent grade held by her at the time of retirement; 
and 

(2) is entitled to retired pay at the rate of 2% percent of the 
basic pay to which she would be entitled if serving on active duty 
in the grade in which retired multiplied by the number of years of 
service creditable for basic pay, but the retired pay may not be 
more than 75 percent or less than 50 percent of the basic pay 
upon which the computation of retired pay is based. 
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(F) 6394 (g) (2). 


(G) 6396 (e) (2). 


(H) 6398 (b) (2). 
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Existine Law 
Sectioz 6399 (c) or Trrite 10, Untrep Sratres Cope 


§ 6399. Regular Navy, women lieutenant commanders and below; 
Regular Marine Corps, women majors and below: retire- 
ment at age 50; retired grade and pay. 

* * oK * * * * 
(c) Each officer retired under this section 

(1) unless otherwise entitled to a higher grade, shall be retired 
in the permanent grade held by her at the time of retirement; 
and 

(2) is entitled to retired pay at the rate of 2% percent of the 
basic pay to which she would be entitled if serving on active duty 
in the grade in which retired multiplied by the number of years 
of service creditable for basic pay, but the retired pay may not be 
more than 75 percent or less than 50 percent of the basic pay upon 
which the computation of retired pay is based. 


Section 6400 (Bs) or Trtte 10, UNiTEp States Cope 


§ 6400. Regular Navy, women lieutenant commanders: Regular 
Marine Corps, women majors: retirement for length of 
service; retired grade and pay. 

* on * ok * * * 
(b) Each officer retired under this section 

(1) unless otherwise entitled to higher grade, shall be retired 
in the permanent grade held by her at the time of retirement; 
and 

(2) is entitled to retired pay at the rate of 2% percent of the 
basic pay to which she would be entitled if serving on active duty 
in the grade in which retired multiplied by the number of years 
of service creditable for basic pay, but the retired pay may not 
be more than 75 percent of the basic pay upon which the com- 
putation of retired pay is based. 


SecTION 8888 or Titte 10, UNriTED States CopE 


§ 8888. Computation of years of service: mandatory retirement; regu- 
lar commissioned officers. 

For the purpose of computing the retired pay of a commissioned 
officer of the Regular Air Force retired under section 8883, 8884, 8885, 
or 8886 of this title, his years of service are the greater of 

(1) the years of service credited to him in computing his basic 
pay; or 


* * ok * * + * 
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(I) 6399 (ce) (2). 


(J) 6400 (b) (2). 


(7) Section 8888 (1) is amended by striking out the words ‘credited 
to him in computing his basic pay”’ and inserting the words “that may 
be credited to him under section 1406 of this title’ in place thereof, 
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Existine Law 
Section 8927 (b) or TitLe 10, Unirep Sratres CopE 


§ 8927. Computation of years of service; mandatory retirement; regu- 
lar commissioned officers 
~ * ok * * * * 


(b) For the purpose of computing the retired pay of a commissioned 
officer of the Regular Air Force retired under section 8913, 8915, 8916, 
8919, 8921, 8922, or 8923 of this title, his years of service are the 
greater of— 

(1) the years of service credited to him in computing his basic 
pay; or 
* * * * x . . 


Section 8991 or Tirte 10, Unirep States Copr 


§ 8991. Computation of retired pay. 

The monthly retired pay of a person entitled thereto under this 
subtitle is computed according to the following table. For each case 
covered by a section of this title named in the column headed ‘For 
sections’’, retired pay is computed by taking, in order, the steps pre- 
scribed opposite it in columns 1, 2, 3, and 4, as modified by the 
applicable footnotes. However, if a person would otherwise be en- 
titled to retired pay computed under more than one pay formula of 
this table or the table in section 1401 of this title, he is entitled to be 
paid under the applicable formula that is most favorable to him. 
Section references below are to sections of this title. 


. | . +1 ’ . e | . « ‘ 
For- | For Column 1 Column 2 | Column 3 | Column 4 
mula] sec- | 
| tions Take Multiply by Add Subtract 
i i | 
| } a . 
> * 7 . * > > > ” j > . 
B 8911 | Monthly basic pay ? 214% of years of service | | Excess over 75% of 
| 8918 | ofmember’sretired | credited to him in de- | | pay upon which 
| 8920 grade termining basic pay.‘ | } computation is 
| 8924 | | based. 
* | * * * * | * * a > * , * * 
} 
* | > . > > > 7 * >. * - * > 


| | 
! { 


For the purposes of this section, determine member’s retired grade as if section 8962 (a) did not apply. 
2 Compute at rates applicable on date of retirement and adjust to reflect later changes in applicable perma- 
nent rates. However, if member’s retired grade is determined under section 8962 (b), 8963 (a), or 8963 (b), 
use pay to which member would be entitled if he were on active duty in his retired grade. 
° * * . . * * 
‘ Before applying percentage factor, credit a part of a year that is six months or more as a whole year, 
nd disregard a part of a year that is less than six month 
> * * * * * > 
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8) Section 8927 (b) (1) is amended by striking out the words 
“credited to him in computing his basic pay” and inserting the words 
“that may be credited to him under section 1405 of this title’”’ in place 
thereof. 


9) Formula B of section 8991 is amended by striking out the words 
“credited to him in determining basic pay” and inserting the words 
“credited to him under section 1406 of this title’’ in place thereof. 
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Existinc Law 
Srerron 423 or Tirie 14, Unrrep Srares Cope 


§ 423. Computation of retired pay. 

The retired pay of a grade or rating shall be computed at the rate 
of 2% percent of the sum of the active-duty pay of that grade or 
rating, and all permanent additions thereto including longevity 
cre dit, to which the officer or enlisted man concerned was entitled at 
the time of retirement, multiplied by the number of years of service 
for which he was entitled to credit in the computation of his pay 
when last on active duty. In the case of an officer whose retired pay 
is computed on the pay of a grade for which active-duty pay is not 
based upon years of service the retired pay shall be 2} percent of 
his active-duty pay in the grade in which serving at the time of retire- 
ment multiplied by the number of years of service for which he would 
be entitled to credit in the computation of pay on the active list had 
he been serving in the grade of captain at the time of his retirement. 
A fractional year of six months or more shall be considered a full year 
in computing the number of years of service by which the rate of 2% 
percent is multiplied. 


Section 16(a) oF THE Act OF JUNE 3, 1948, cH. 390 (33 U.S. C. 
8530(a) 


Src. 16. (a) Each commissioned officer on the retired list, except 
as provided in subsection (b) of this section or in some other provision 
of law, shall receive retired pay at the rate of 2% per centum of the 
active-duty pay with longevity credit of the rank with which retired, 
multiplied by the number of years of service for which entitled to 
credit in the computation of his pay while on active duty, not to 
exceed a total of 75 per centum of said active-duty pay with longevity 
credit: Provided, That a fractional year of six months or more shall 
be considered a full year in computing the number of years of service 
by which the rate of 24% per centum is multiplied 


* * * x * . * 
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(b) Section 423 of title 14, United States Code, is amended by 
striking out the words “for which he was entitled to credit in the 
computation of his pay when last on active duty’ and inserting the 
words “that may be credited to him under section 1406 of title 10” 
in place thereof. 


(c) Section 16(a) of the Act of June 3, 1948, ch. 390 (33 U.S. C. 
8530(a)), is amended by striking out the words “for which entitled to 
credit in the computation of his pay while on active duty” and 
inserting the words “‘that may be credited to him under section 1406 
of tithe tO, Uiiited States Code” in place thereof. 
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SECTION I 
HIGHLIGHTS OF 1957 


During 1957 the Soviet power drive, slowed down during 1956 by the 
Polish and Hungarian revolutions, regained its momentum. 

These revolts indicated a growing friction between the Soviet 
Union and its satellites. The disclosure to the members of the 
Communist Parties throughout the world of the contents of Nikita 
Khrushchev’s speech before the 20th Congress in Moscow, and the 
brutal force used by the Soviet Army to put down the workers’ 
justified uprising in Hungary, had set_in motion_a process of defection 
that proved quite widespread. 

The idealistic professions of Communist ideology were seriously 
discredited. Communist Parties in Europe as well as the Communist 
Party of the United States reported numerous resignations. Few of 
these resignations, however, have been openly consummated, and it 
cannot be ascertained whether the dramatic Soviet success of the 
closing months of 1957 will affect the defection process. 

During the past year, the Soviet Union carried forward its tradi- 
tional design of extending itself in the Middle East. Ancient Syria 
moved into the Soviet orbit and gave communism a foothold in that 
area of the world. Events in Indonesia, Egypt, Southern India, 
British Guiana, and Okinawa reflected considerable growth in Com- 
munist power. Soviet China threatened new aggressions, although 
the subcommittee received evidence that the underground organization 
loyal to the free Chinese Government was gaining strength on the 
mainland. 

The real Soviet power move, however, began when Communist 
forces launched their first satellite on October 4, 1957. At first the 
significance of this did not come home to the Nation. An executive 
assistant to the White House referred to it publicly as a “‘mere bauble.”’ 
But as scientific and informed opinion imparted to the people of this 
country the vast and terrible significance of the launching, a realization 
began to dawn on the Nation as to the depth of its peril. The rocket 
that launched the satellite represented a scientific advance far beyond 
anything we had accomplished in this special field. The real meanin 
of the Soviet claim that it had previously launched an intercontinenta 
ballistic missile now became at once credible and awesome. The 
conjuncture of events has been effectively exploited by Soviet diplo- 
macy to threaten individual members of the NATO defense alliance. 
These tactics are alternated with-soothing pleas for peace and co- 
existence and threats of destruction. The carrot and the stick remain 
the standard instrument of Soviet diplomacy. 

Meaningful, too, became the warnings given to this subcommittee 
by witnesses before the subcommittee in 1956 that Khrushchev’s 
speech before the 20th Congress reflected Soviet power and acted 
from strength and confidence. The warning of Admiral Radford that 
the Soviet had between four and five hundred submarines, many 
equipped with nuclear weapons capable of destroying our cities, took 
on darker significance. 

The realization that communism, which had its origin in the 
fanatical ideas of a handful of Bolsheviks 40 years ago, was now a 
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leading scientific and military force on earth and in outer space, grew 
daily. The world had now to reckon with the possibility that Com- 
munists who had been singing through the years of the time when 
the “international Soviet shall be the human race” might indeed 
become our masters. 

Then came Sputnik II and heightened the sense of peril. The 
failure of our own satellites aggravated the crisis. As the year ended 
there were manifestations that the massive political offensive planned 
in Moscow on November 7, when world leaders of the Comintern 
met, was underway. 

Within the United States, congressional committees invested with 
the obligation of assessing Soviet. strength in the country, as well as 
agencies of the executive ‘branch of the Government dealing with sub- 
version, received serious judicial setbacks. The Supreme Court is 
beginning to curtail, at least temporarily, the power of Congress to 
adduce facts about the Communist conspiracy, by creating a new 

“first amendment freedom”’ of “association.” Virtually every Smith 
Act conviction litigated during the year was set aside by the High 
Court, or dismissed as a result of Supreme Court action. 

In the light of the advances made by the Soviet aggressors we 
can expect a difficult year ahead which will raise new problems for 
the people of the United States and for the Senate Internal Security 
eet eee 

The Communist Party of the United States, after some reversals 
eae’ by the protective measures of the early 1950’s, can be expected 
to take encouragement and attempt a revival of strength. 

2. The Communists are beginning to exploit the present situation, 
to enlist neutrals or our allies who are overawed by Soviet strength 
thus serving to strengthen Communist auxiliary organizations 
and movements. Judging by past performances, we can expect that, 
included among the groups to whom overtures will be made, will be 
pacifist organizations and individuals, Socialists, scientists, clergy- 
men, young people, and even businessmen 

3. It can be expected that there will be a renewed campaign on a 
vast scale to reinforce propaganda demanding disarmament, coexist- 
ence, and trade with the Communist world. 

4, It can be expected that there will be redoubled effort to break 
+ the free world’s alliances. 

It can be expected that there will be a renewed effort on the part 
of ‘the Communist propaganda machine to revive such self-protective 
myths as— 

(a) That the Communist Party of the United States is not an 
agent of a foreign power. 

(6) That the “Communist Party of the United States does not 
advocate overthrow of our Government by force and violence. 

(c) That the Communist Party of the United States is not a 
part of an international Communist organization. 

(d) That the Communist Party of the United States is not a 
conspiracy. 

(e) That the Soviet Union is dedicated to peace rather than 
world conquest. 

(f) That communism as it is practiced throughout the 

Soviet Empire is a movement for reform and general welfare. 

6. It can be expected that the Communist Party will continue its 
efforts to penetrate the AFL-CIO. 





How Dip Ir Happen? 


The record of the subcommittee during the last few years is full of 
evidence explaining why the Soviets were able to make advances 
vis-a-vis the United States. There is no complete explanation of the 
tragic shifting of the world’s balance of power. But some of the 
component elements to our relative deterioration have appeared in 
the subcommittee’s record. 


PROPAGANDA 


From the Institute of Pacific Relations hearings in 1951, down 
through later inquiries in each subsequent year, the subcommittee has 
received evidence showing how Communist propaganda spewed in our 
midst has interfered with our clear view of the international situation. 

Igor Bogolepov, a Russian emigre who had been attached to the 
Soviet Foreign Office in the 1930’s, told the subcommittee during 
these hearings: 


If you learned the wrong things about the Soviet Union, 
your thoughts are also wrong. 


The subcommittee commented on this statement as follows: 


* * * with these words, Mr. Bogelepov may have put 


his finger on the spinal nerve of recent world history. If it 
is true that the Western World learned the wrong things 
about the Soviet Union, then it is certainly true that its 
thoughts were also wrong. If its thoughts were wrong, the 
actions it took in dealing with the Soviet Union, the agree- 
ments it signed, the compromises it agreed to, the concessions 
it allow ed, were wrong too (IPR, Rept. p. 31). 


Mr. Bogolepov offered one of many explanations to be found in 
our record. 


‘In the Foreign Office,” he said, ‘‘we have had a special, I 
think you call it, jomt committee, where representatives of 
different branches of the administration were present * * *. 
This important body was responsible directly to the political 
commission of the Politburo for carrying out the infiltration 
of ideas and men through the Iron Curtain to the Western 
countries * * *. It was a very big business of ours * * *,” 


Mr. Bogolepov described this “very big business” in detail. It 
involved, he said, ‘‘the creation of fellow travelers, inducing the 
Western intelligentsia to write books and articles which were favorable 
to the Soviet Union” (IPR, hearings, pp. 4496 ff.). 
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The subcommittee’s record through the years is replete with other 
examples of the efficacy of this Soviet policy. In 1953 the subcom- 
mittee found these “wrong ideas’’ disseminated through a publication 
of the New York Teachers Union. In 1954 it revealed how they were 
spread among the 8 million American soldiers during World War II 
by means of the information and education program of the United 
States Army. This year an effort was launched to implant these 
“wrong ideas” among Socialist-minded Americans through a new 
organization called the American Forum for Socialist Action which 
was immediately disavowed by Socialist leaders. 


ESPIONAGE 


Espionage has been a factor in narrowing the gap between the 
United States and the Soviet Union when the former was clearly the 
superior force. 


The Rosenberg ring 

At Lewisburg Prison, Harry Gold, on November 21, 1957, explained 
to Robert Morris, the chief counsel to the subcommittee, the signifi- 
cance of scientific and industrial espionage. 

“My Soviet superiors,” said Gold, ‘‘kept hammering at me the 
importance of my work. ‘We can do it ourselves but we haven’t the 
time. You by obtaining these things can save us time.’ ”’ 

The time factor, it should be emphasized, could make all the 
difference between the survival of the free world and its destruction. 
Mr. Gold went on to say that what the Soviet wanted, particularly, 
was not the theoretical secrets but processes in actual operation and 
making money. 

David Greenglass, who is also imprisoned at Lewisburg, amplified 
this. This man, who was an intimate of and a brother-in-law to 
Julius Rosenberg, pointed out to counsel that, in 1945, Rosenberg 
had told him that the Soviet electronics industry was virtually non- 
existent at the time. In 1957, Soviet electronics sophistication was 
prodigious. Greenglass told counsel that Rosenberg was given 
the assignment of learning everything about our own electronics 
advancement. Rosenberg was told to collect catalogs, official publi- 
cations, to steal everything possible in this field. 

By way of example Gold mentioned the processes for manufacturing 
the following products he had furnished his Soviet superiors: Synthetic 
normal butanol alcohol, a solvent for lacquer, in which the Navy was 
deeply interested; absolute ethyl alcohol used to blend with motor fuelin 

order to extend such fuel; ethyl chloride, an anesthetic; miscellaneous 
lacquer and varnish solvents, such as diethyl oxalate, "amyl acetate, 
amyl butyrate, and butyl acetate; sensitizers and "developers for 
Kodachrome film used for aerial photogr aphy; RDX, an explosive; 
nylon for parachutes; Buna S type of synthetic rubber; chemical 
mixing equipment, and magnesium used in manufacturing flares and 
tracer bullets.’ 

With reference to RDX, Harry Gold told me Counsel Morris in 
the Lewisberg interview on November 21, 1957, that he gave a Soviet 
agent “exact manufacturing details plus samanies” of the explosive 
which ‘“‘had twice the explosive power of TNT.” ? 


1 Appendix D p. 245. 
2 Scope, p. 4864. 
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David Greenglass is prepared to testify that in 1947 or 1948, in the 

gyre of his brother, he spoke to Julius Rosenberg with reference to 
“space platform.” "This was defined by Rosenberg as ‘‘a closed 

‘eae rotating as a satellite around the world.’”’ Rosenberg claimed 
that one of his “boys” had obtained these secrets and that he had 
“turned them all over to the Russians.” ® 

Greenglass remembered clearly that Julius Rosenberg had men- 
tioned ‘‘an atom-powered airplane,” in a conversation at the Pitt 
Machine Shop, at which Greenglass’ brother was present. Rosenberg 
is quoted as saying, “‘I got it from one of our boys, and I gave it to the 
Russians.”’ 4 

According to David Greenglass’ answers to an interrogatory,® he 
declared that the Russians were keenly interested in information 
regarding “electronic valves, vacuum tubes, capacitators, and trans- 
formers.’ Greenglass affirmed by affidavit in 1953 that Julius Rosen- 
berg claimed to have obtained information regarding “a thinking 
machine,” which “would send out interceptor guided missiles to knock 
out an enemy guided missile which had been detected by our radar and 
its course predicted by our thinking machine.” The source of this 
information was alleged by Rosenberg to have been Joel Barr, who had 
worked on antimissile missiles and who has since left the country. 
Investigation has disclosed that Joel Barr was the signer of an official 
petition sponsored by the Communist Party in New York City. He 
was fired on October 16, 1947, by the Sperry Gyroscope Co. on security 
grounds.® 

A memorandum submitted by the Office of the Secretary of Defense 
showed that from January 1942 to February 1945, Julius Rosenberg 
had been an engineer for the Newark Signal Corps inspection zone— 


inspecting and testing Signal Corps equipment and supplies 
either manufactured, in process of manufacture, or prelimin- 
ary inspection and tests of materials prior to assembly, at 
plants of contractors in various cities engaged in production 
of radio equipment. 


In this capacity he had access to the following equipment: Commercial 
high frequency radio telephone telegraph, supplied to United States 
Acmy; airborne long-range radar navigation equipment to give long- 
range navigation information to the crew of aircraft (classified) ; radio 
receiver used in a bomb to change the course of the bomb by remote 
control (secret); part of fuse, rocket; proximity fuse device (secret) ; 
portable man-operated mine detector (confidential). It should be 
noted that David Greenglass has stated that Rosenberg boasted of 
walking off with a complete proximity fuse.’ 

The files of the General Electric Co. disclose that Morton Sobell, an 
engineer, presently serving a 30-year term for espionage at Alcatraz, 
was doing development work on Servel amplifiers and other controls 
used on land and sea radar equipment. He was considered by the 
General Electric Co. as so essential to the war effort that they asked 
the draft board for his deferment from military service on March 14, 


3 Tbid., p. 4866, 

4 Ibid. 

§ Originally submitted to the Senate Permanent Subcommittee on Investigations and made a part of the 
official record of the Senate Internal Security Subcommittee, 

6 Scope, pp. 4866-4868 

’ Ibid., p. 4871. 
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1945. Sobell also received from the Bureau of Ships of the United 
States Navy an authorization to visit military installations with secret 
security clearance.® 

Both Gold and Greenglass were asked whether the information they 
passed to Soviet agents was evaluated in Moscow or whether the 
agents in the United States were competent to do the evaluation. 
Gold said that Agent Semen Markovich Semenov was a mechanical 
engineer and a mathematician of a high order. The man with whom 
Greenglass had a rendezvous in an automobile at night on New 
York’s East Side appeared, from his pointed questions, to have been 
an expert engineer.’* 

Here we have specific instances of highly trained Soviet technicians, 
scientists serving as superespionage agents. This fact is highly 
significant in view of the number of Soviet scientists who visit this 
country and meet with their American opposite numbers in scientific 
conferences. 

KIDNAPING 


Kidnaping of individuals, of groups, even of whole nations, has 
alw ays been a basic policy of the Soviet leaders, who tell us they seek 
only “a new era of peaceful coexistence.” Khrushchev himself has 
borne witness to this. In his famous speech to the Twentieth Con- 
gress of the Soviet Communist Party, on February 26, 1956, Khru- 
shchev said: 


We refer to the mass deportations from their native places 
of whole nations, together with all Communists and Kom- 
somols without any except ion; this deportation action was 
not dictated by any military considerations. 

Thus, already at the end of 1943, when there occurred a 
permanent breakthrough at the fronts of the great patriotic 
war benefiting the Soviet Union, a decision was taken and 
executed concerning the deportation of all the Karachai 
from the lands on which they lived. In the same period, at 
the end of December 1943, the same lot befell the whole 
population of the Autonomous Kalmyk Republic. In 
March 1944 all the Chechen and Ingush peoples were de- 
ported and the Chechen-Ingush Autonomous Republic was 
liquidated. In April 1944, all Balkars were deported to 
faraway places from the territory of the Kabardyno-Balkar 
Autonomous Republic and the republic itself was renamed 
the Autonomous Kabardynian Republic. The Ukrainians 
avoided meeting this fate only because there were too many 
of them and there was no place to which to deport them. 
Otherwise, he (Stalin) would have deported them also. 
[Laughter and animation in the hall.] 

Not only a Marxist-Leninist but also no man of common- 
sense can grasp how it is possible to make whole nations 
responsible for inimical activity, including women, children, 
old people, Communists, and Komosomols, to use mass 
repression against them, and to expose them to misery and 
suffering for the hostile acts of individual persons or groups 
of persons. 


8 Ibid., p. 4960. 
* Ibid., p. 4842. 
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When he made this statement, Khrushchev professed to be con- 
demning his Red predecessor, Stalin. The insincerity of his condemna- 
tion is demonstrated by the fact that a few months after the speech 
was made, Khrushchev sent his Red Army to Budapest in a house-to- 
house hunt for Hungarian boys and girls, who were stolen for slavery 
in the Soviet Union. 

Kosenkina, Mrs. Petrov, the Soviet Seamen 

The whole world remembers the 1948 abduction of Anna Kosenkina, 
the Russian schoolteacher who was held captive in the Soviet consulate 
in New York until she threw herself from a window. 

The report of the Australian Royal Commission published in 1954 
recounts the attempted kidnaping of Mrs. Vladimir Petrov, wife of 
the Soviet agent who joined the forces of freedom by telling all he 
knew about Soviet espionage to the Australian Government. Accord- 
ing to the Royal Commission report, the attempt against Mrs. Petrov 
was made immediately after her husband’s defection, 


On April 19 she was driven to Mascot Airport to board a 
plane for Darwin en route for Moscow under the guard of two 
armed couriers. The news of her intended departure had 
become known and she was faced with a disturbing demon- 
stration by a crowd at the airport shouting to her not to go 
back to Russia because she would be killed. She spent an 
unhappy and sleepless night on the plane, filled with fear and 
uncertainty. 

Although Mrs. Petrov was an alien and an employee of a 
foreign embassy, she, like any other person in Australia, was 
entitled to the. protection of our law against unlawful re- 
straint. The Australian Government was concerned to see 
that she was not being forcibly taken from Australia against 
her will, and, in consequence, the captain of the aircraft was 
asked to discover her wishes and Mr. Leydin, the Acting 
Administrator of the Northern Territory, was instructed 
at midnight to interview her on her arrival at Darwin 
Airport. 

She was spoken to on the flight and the captain radioed 
to Canberra that he had formed the impression that she 
desired to stay in Australia but was afraid, and that she had 
told him that her guards were armed. 

Mr. Leydin was later advised of the captain’s report. On 
the plane’s arrival at Darwin Airport at 5 a.m. the guards were 
informed that it was unlawful to carry arms in an aircraft, 
and upon being asked if they were armed they assaulted their 
questioners. They were disarmed, a loaded pistol being taken 
from each of them. They were released immediately there- 
after, and they and Kislytsin stayed near Mrs. Petrov. 

* * * * * 


Upon the authorities at Canberra being informed of these 
matters a telephone call was arranged and at 7 a. m., just 
before the plane was due to resume its flight, Petrov spoke 
to her from Sydney. He told her that he was well and free; 
that he had been forced to leave the embassy on account of 
the lies told about him; and that when she arrived in Russia 
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she would not be allowed across the threshold of their home 
and would never see her relatives. He urged her to remain. 
The Soviet guards were standing by while she was at the 
telephone. After speaking to her husband she asked to see 
Mr. Leydin away from the guards and then said to him, “TI 
will stay.” 

In 1956, the subcommittee exposed a wholesale kidnaping accom- 

lished by the diplomatic representatives of the Soviet Union to the 
United Nations. The leader of these kidnapers was Arkady Sobolev, 
head of the Soviet UN delegation. Our record shows that on April 
5, 1956, at least 2 and probably 4 teams of Soviet strongarm men, 
who had obtained entrance to this country under diplomatic status, 
descended upon Russian refugee seamen in New York City, Paterson, 
and Clifton, N. J. Their purpose was to terrify the seamen into 
returning to the Soviet Union. Five men yielded and were trans- 
ported, under guard, to their homeland. 

The “‘science’”’ of kidnaping scientists 

Against this background of kidnaping as basic Soviet policy, the 
subcommittee took testimony of Vladimir Shabinsky on November 21, 
1957. Mr. Shabinsky is a former lieutenant colonel in the Soviet 
Army, who escaped to the West in 1947. He told us that during and 
immediately after World War II, he worked in the Soviet military 
administration, under Marshal Zhukov, Marshal Sokolovsky, and 
General Ivan Serov, present head of the secret police. According to 
Mr. Shabinsky, between 1943 and 1947, the Soviets ‘practically 
kidnaped” about 2 ,000 German scientists and engineers in the aviation, 
electronics, and chemical industries. The most important of these was 
Siegfried Gunther, specialist in jet airplanes. Mr. Shabinsky testified 
that Gunther worked on the development of the famous Soviet MIG. 
The subcommittee also inserted in the record an article from the 
November 1956 issue of the German magazine, Die Ziet. This was the 
personal story of a German scientist who had been kidnaped and later 
returned to Germany. In this article, Gunther was described as “the 
father of the Soviet wonder fighter, MIG 15 and MIG 19.” The 
article also stated that Gunther was interviewed by American intelli- 
gence officers, who called him a “charlatan and an imposter.” Forty- 
eight hours later “the Soviets got hold of him.” 

“Tn general,” said Mr. Shabinsky, “the secret police had a special 
order to kidnap all scientists, German, all specialists, German, which 
they need in Soviet Union, especially for secret industries.” These 
“secret industries” included those engaged in production of missiles. 


General Howley saw it happen 


Brig. Gen. Frank L. Howley, who was United States commandant 
in Berlin from July 1945, to the fall of 1949, gave a statement to the 
subcommittee on Soviet kidnap tactics, as he observed them. The 
record on this subject was added to by Valentine Sokolow, who 
worked on the Soviet side until he fled to freedom. Let General 
Howley speak first. 


As United States commandant on the Berlin Allied 
Kommandatura during those years which included the year 
of the blockade of Berlin by the Soviet Union, 1 had oppor- 
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tunity to observe the Soviets and the Communist stooges in 
action. 

As is well known, a limited number of top German scien- 
tists in the western parts of Germany, which were occupied 
by the United States, were invited to come to the United 
States. They were limited in number though excellent in 
quality. Among them was the guided missile expert 
Wernher von Braun. It is worth emphasizing that these 
men were top layer and came here entirely of their own voli- 
tion. None of them were Nazis or former Nazis, though 
some of the top German scientists had been associated with 
the Nazi Party in one way or another and therefore were not 
eligible to be brought to the United States. 

The Soviets were under no such self-imposed handicap. 
Regardless of a scientist’s previous political activity, he was 
either enticed to the Soviet Union by attractive financial 
awards and promises, including forgiveness of his past politi- 
cal activities, or he was in many cases taken against his will 
forcibly to the Soviet Union. The list of many of these top 
scientists taken by the Soviet Union, both from the eastern 
zones of Germany conquered by the Russian troops and from 
areas of West Germany turned over to the Soviets after 
United States capture, is not in my hands at the present time 
but is available through Washington records. 

I would like to stress particularly the speed with which 
scientists were seized at Peenemunde on the Baltic. This, 
as you know, was the center of scientific research particularly 
in guided missiles and related areas. We of the West never 
saw any of those scientists. ‘They were overrun by Russian 
troops, seized immediately, and sent off to work on things 
which undoubtedly contributed to the present Sputniks and 
advances of the Soviet Union. 

I want to stress also the fact that the Soviets, in taking 
scientists, dug deep. While we were inclined to take a few 
outstanding name scientists, they took all of those they 
could get and, additionally, took the second- and third-string 
scientists, the young unproven ones, the Nazi scientists, and 
the scientists who normally do the routine draft’ work in- 
volved in scientific research. It is pretty well recognized 
that for each brilliant No. 1 scientist, a whole corps of assist- 
ants normally are used by the Soviets to implement and carry 
out his thinking. 

This ‘‘digging deep” by the Soviet Union extended down 
into electrical workers in the factory, foremen and supervisors. 
Frequently, people were seized on the basis which we would 
consider forced labor and complaints were registered by the 
West against such seizures, of course to no avail. 


In connection with the matter of Soviet indifference to the Nazi back- 
ground of German scientists, Counsel Robert Morris called attention 
to the case of George Shaw Wheeler. Subcommittee records show 
that Wheeler had worked for the National Labor Relations Board, 
the Department of Labor, and the War Production Board. On Sep- 
tember 17, 1943, he became Chief of the Manpower Division of the 
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Economic Staff, Liberated Areas Branch, Foreign Economic Adminis- 
tration. The Loyalty Board of the Civil Service Commission asked 
for his removal from office. The decision was approved by the execu- 
tive director, the chief examiner, and the three Commissioners of the 
Civil Service Commission. However, the Commission ultimately de- 
termined that Mr. Wheeler was “suitable for Federal employment 
both as to suitability and loyalty.’ After the German surrender in 
1945, Wheeler became chief of the De-Nazification Branch of American 
Military Government. 
In 1947, Wheeler and his wife, Eleanor, took off their masks and 
went to Communist Czechoslovakia. They remain there today as 
art of the international Red propaganda apparatus. Thus, Wheeler 
1ad 2 fruitful years to advance Communist purposes as United States 
de-Nazification chief in Western Germany. 
General Howley continued: 
The pied piper method 
One case of this which I would like to mention took place 
in the spring of 1946 in Berlin. Berlin is the center of the 
electrical industry in Germany.. This was a case of the 
forceful removal of key foremen, managers, engineers from 
the great electrical works, tle Oberspree. This great works, 
which had most of its plant in the Soviet occupied part of 
town, would correspond roughly to our great Westinghouse, 
General Electric, and others in the United States. 
Some of the key engineers in this plant and research men 
in electronics at the beginning, i. e., in the fall of 1945, 
lived in the United States sector. They were gradually en- 
ticed and coaxed over into living as well as working in the 
Soviet sector. They were given good houses, when houses 
were at a premium due to our bombardment of the city. 
They were given extra food rations and special considera- 
tions. Then, at the appropriate time in the spring of 1946, 
at midnight, came a knocking on the doors of those desig- 
nated by the Soviet Union to be taken. The wanted man 
was told by the Soviet secret policeman, who was accom- 
panied by a German interpreter, that he could bring key 
members of his family and could have his furniture moved. 
if he came right away. ‘Trains were waiting on the tracks, 
both freight trains and passenger trains. By daybreak 
these trains were on their way to the Soviet Union carrying 
hundreds of key workers from this electrical plant. A couple 
of these workers escaped from the train at the Oder River. 
They got back to Berlin and reported in person to me what 
had happened. On the train the Germans had to sign a paper 
indicating that they were going to the Soviet Union volun- 
tarily. Some of these papers were later shown to represent- 
atives of the West at the meeting of the Allied Control 
Council for Germany at the time that the Western Allies 
rotested these seizures, and as I recall Marshal of the Soviet 
Enion Sokolovsky, who had succeeded Zhukov as Soviet 
Commander, chided the West for criticizing the Soviets. 


1® Congressional Record, May 17, 1954, p. 6346. 
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He pointed out that we had taken volunteers to the United 
States and that these workers, high and low, had gone to 
the Soviet Union just as voluntary. Of course, this was a 
lie but it was a successful counter argument and besides, the 
Western point after complaint was; what can be done 
anyhow? It was an accomplished fact. 


In our intensive staff study on ‘Soviet Political Agreements and 
Results,” the subcommittee has shown that disregard of its pledged 
word has been a basic policy of the Soviet Government since it came 
into existence 40 years ago. Despite this, the propaganda on behalf 
of more ‘summit conferences” and more “negotiations”? with Soviet 
leaders is ceaseless. General Howley adds to the record of Soviet 
faithlessness, which occurred when the U.S. S. R. was still our “‘ally:” 


Immediate breaking of agreements 


Another point dealing with research was the immediate 
breaking of Allied agreements by the Soviet Union in Berlin 
and elsewhere in Germany. The Allies, and in 1945, the 
Soviets were considered as sort of Allies, had agreed not ‘only 
to disarm Germany but to put a stop to all German research 
and scientific investigation in the areas related to possible 
military revival of Germany. 

These agreements were immediately broken by the Soviet 
Union. They placed orders for continued scientific research 
by the Germans under their control and ordered the com- 
pletion of scientific research in production in war materials. 

One case dealt with the Askonia Works, a branch of 
which was in West Germany, and the main branch in the 
United States occupied sector of Berlin. Our intelligence 
people had discovered that this German plant was complet- 
ing studies and production of kino-theolites. These were 
elaborate instruments, only sevenof which had been produced 
anywhere in the world, and all of them in Germany. This 
radar instrument was so advanced that it was able to trace 
and record the passing and the approaching of not only 
bomber formations, but even such fast guided missiles as 
the V1 and V2. 

I had the plant watched and the instrument seized. The 
Germans were brought before military government court for 
violating Allied orders. Their defense was that the orders 
had been placed by the Soviet Union. Copies of these 
orders given by the Soviet Union were shown in court, 
proving without doubt that the Soviets had broken their 
word to demilitarize Germany and were, on the other hand, 
continuing to make use of German research and German 
inventiveness in areas for possible future military use. The 
court decision was one which found the German president 
and his top assistants guilty. They were given jail sentences 
and the Askonia plants were seized by United States Military 
Government. A protest was sent to the Soviets. The 
protest was brushed off as were other protests against Soviet 
breaking of agreements and violation of pledges. 


25011—58 2 














12 INTERNAL SECURITY—1957 REPORT 


Soviets always planned for war 

In my judgment, based upon my observations after 4% 
years of continuous day-by-day contact with the Soviets as 
well as with our other commanders in Berlin, there never was 
any wavering in the Soviet planning for future war against 
the United States particularly. Just as their troops were 
never redisposed for garrison duty, but were kept on combat 
basis; so their seizure of German scientists, their experimen- 
tation in the areas of theoretical and applied science con- 
tinued with the eventual objective of not only getting ahead 
of the United States to offset our atomic lead but to bring 
about a military situation where the Soviet Union could im- 
pose its will upon the rest of the world, by force, if necessary. 

There is no satisfaction in saying “I told you so” for those 
of us who tried to alert the American people and our allies to 
what was happening. Those of us who endeavored to expose 
the Soviet intent were called by the Soviets, warmongers, and 
were insulted by representatives of our own Government who 
accused us of being extremists. We were in a position to 
compel the Soviet Union to live up to agreements which they 
had signed at the United Nations Organization. We were in 
a position to bring about world peace outlawing the use of 
force which could have enabled the backward as well as the 
forward areas of the world to evolve and improve their 
economic, political, and social conditions without the very 
threat of war which the Soviet Union now holds over us. It 
may not be too late to save our way of life but it will take, on 
the part of all of us, an understanding and an unpanicked 
determination and a decisiveness in action which we haven’t 
shown in the past. 

Mr. Sokolow’s story 

At the end of the war, Mr. Sokolow, an electrical engineer, was 
chief engineer of the experimental laboratory of the Soviet Research 
Institute in aviation. 

In the summer of 1945, the Western Allies withdrew their troops 
behind the new zonal lines of demarcation which had been agreed 
upon. 

Mr. Sokolow told what happened then. He said: 


The Soviet dismantlers, this time in advance of the Red 
army, followed on the heels of the Allies into the areas which 
they had evacuated. The Junkers Aircraft construction 
factories in Dessau, the engine factories of the same firm in 
Bernburg, the Siebel Aircraft construction factories in Halle, 
the underground factories in Nordhausen, which had manu- 
factured the V-2’s, and the aircraft plants of Siemens and 
Askania, near Helmstatt, now engaged the attention of the 
commissariat for the aviation industry. 

Individual dismantlers who were sent on a reconnaissance 
of the district encountered pleasant surprises everywhere. 
There were small factories, branches of Junkers and other 
firms, which had not been dismantled by the Americans and 
which were'still working. In one small place on the banks 
of the Mulde they discovered a former paper factory which 
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was still working on the assembly of BMV airplane turbines, 
the latest word in aviation techniques. ‘Two stories of the 
factory building were filled with crates containing new tur- 
bines in perfect order. 

The dismantlers could not believe their eyes. 


In 1945, Mr. Sokolow testified, he was in Berlin to carry out an 
order to organize a special office to design automatic pilots for Soviet 
industry. 


Mr. Morris. Automatic pilots? 

Mr. Soxotow. Yes; for aircraft. And my duty was to 
find all scientists, all equipment, and to build in Germany a 
design office and experimental factory. Until 1946, spring, 
I got all equipment from the Soviet Zone and from the 
American Zone, and all scientists. The most scientists 
were from Askonia Works—this is what Mr. Howley talked 
about. And the few scientists brought to us the models 
from three gyroscope automatic pilots, which were developed 
in the war years. 

Mr. Morris. Who developed the automatic pilot? 

Mr. Soxotow. Askonia. 

Mr. Morris. The Germans had developed it at Askonia? 

Mr. Soxotow. Yes. * * * 

In 1946, the whole factory was ready, and we have all 
ready models from this automatic pilot. But in our work, 
there were many troubles with German scientists. German 
scientists did not give us the complete information. The 
whole life that they had in this time was very good. They 
had very big salary, and military food, the same that Soviet 
officers got at this time. And at this time there was a big 
hunger in Germany. And German scientists came to us 
voluntarily, in this office, from all zones. Only one time we 
looked for the designer of these pilots. This was engineer 
Mueller. 

Mr. Morais. aera’ 

Mr. Soxotow. M-u-e-l-l-e-r. And we could not find him. 
And then somebody gave us ‘ladeuaaien that he is in the 
American Zone, kanal an sector of Berlin. And I spoke 
with him. And he took first salary—this was 10,000 marks. 
And he promised me to work for our office. But another 
day when I [went to] visit him he was not there. * * * 

My duty was to report this to my boss, and after a few 
days, my boss told me that Mueller is NKVD. He visited 
his wife, and in this time he was kidnaped by NK VD. 


Mr. Sokolow said he learned later that Mueller, whose first name he 
did not know, had been deported immediately to Moscow after his 
capture. 

Mr. Morris. How about some of the other engineers you 
people induced to work in the Soviet Zone of Germany? 

Mr. Soxotow. And other people—this was in my work— 
about 680 people, and about 120 scientists, was all voluntary. 
Nobody was kidnaped. And all people come voluntary to us. 
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In 1946, said Mr. Sokolow, he located, in the west sector of Berlin, 
Siegfried Gunther, designer of the MIG-15 jet plane which was 
perfected by the Soviet and used with devastating effect against the 
United Nations forces in the Korean war. 


Mr. Soxotow. * * * Siegfried Gunther worked volun- 
tarily for us, but we got information that American Intelli- 
gence—no, I think England Intelligence Service—is looking 
for Gunther. And I got a report, I got an order from 
Moscow to bring Gunther to Moscow. 

Mr. Morais. Forcibly? 

Mr. Soxotow. Yes. And I went to Gunther’s home. [ 
took Gunther and I went to the American FBI in the west 
sector of Berlin. And I told there that we have order that 
all scientists will be in October of this year kidnaped to 
Russia. And the FBI, or CIC—I do not know exactly what 
it was—the officer told me that I should not tell such a story, 
a children’s story, and I am a Russian spy, and I should go 
back to Russia. 

Mr. Morris. Who told you that? 

Mr. Soxotow. A CIC officer, American. 


Mr. Sokolow said that when he was ordered to bring Gunther to 
Moscow and learned that preparations were being made to take the 
rest of the scientists to Russia after he had promised them that they 
would remain in Berlin, he decided to remain in the western sector. 
In 1954 he came to the United States. 

Rosenberg, recruiter of science spies 

Elsewhere in this and other reports the subcommittee has discussed 
the methods used by Moscow to make traitors out of ordinary 
Americans, Canadians, or Australians. (Appendix D.) In every in- 
stance, the local Communist Party is the primary instrument, and 
party members are the targets. 

Max Elitcher told the subcommittee his own experiences, which 
make clear that he was put through the process which transforms 
American radicals into secret Soviet agents. After his graduation 
from the City College of New York in 1938, he obtained employment 
at the Bureau of Ordnance in the Navy Department. In 1939, he was 
recruited into the Communist Party by Morton Sobell, who was later 
convicted of espionage along with Julius and Ethel Rosenberg. 
After Elitcher had been properly “developed,” Julius Rosenberg came 
to Washington, as Elitcher described it, “for the specific purpose of 
asking me to obtain for him any material that I might have of a classi- 
fied nature, or have access to.”” Then Rosenberg did something else. 


Mr. Exvircuer. He asked me if I knew of any other people, 
and if I did, I should let him know. 
Sobell asked him the same kind of question. 
Mr. Morris. And from those requests you gathered they 
were searching for young engineers and young scientists 
* * * to serve them in their espionage efforts? 
Mr. Exircuer. Yes. 
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STATISTICAL SUMMARY 


During the 8 months of the 1957 congressional session, the sub- 
committee conducted 118 public hearings. 

During the summer recess, the subcommittee held 6 open hearings 
raising the year’s total to 124 at which 168 witnesses were examined. 

As has been the subcommittee’s experience in the past, about 
one-third of these witnesses invoked the fifth amendment on questions 
relating to communism. However, the several Supreme Court deci- 
sions last spring on Communist cases encouraged some witnesses 
to invoke the first amendment and to challenge the subcommittee’s 
jurisdiction. One recent witness simply refused to testify, protesting 
that she had been denied the right of counsel, though she acknowledged 
that she had made no attempt to secure an attorney. 

No contempt actions were instituted this year, but decisions regard- 
ing contempt actions in several cases are pending. 

In addition to the public hearings, the subcommittee held 52 
executive hearings. Most of the persons who testified at these sessions 
appeared later at public hearings. Staff members of the subcom- 
mittee, in the course of preparation for the hearings, interviewed 
more than 250 persons including a number of refugees who were 
brought to the United States after the Hungarian revolution. 

The subcommittee has printed 20 volumes of testimony taken this 
year in connection with its inquiry on Scope of Soviet Activity in 
the United States. An average of 6,000 copies of each was made 
available for public distribution. 

Also printed was one volume of testimony entitled “(Communism 
in the Midsouth.” 

In addition, the subcommittee has printed several related volumes: 
A series of charts entitled ‘‘Nature of Communism in Occupied China”’ 
(4,200 copies) ; statement by J. Edgar Hoover, Director of the Federal 
Bureau of Investigation, entitled “An Analysis of the Sixteenth 
Annual Convention of the Communist Party of the U.S. A.” (131,000 
copies); and the speech of Nikita Khrushchev before a closed session 
of the XXth Congress of the Communist Party of the Soviet Union 
(6,000 copies). 

An interim report on ‘“T he Sixteenth Convention of the Communist 
Party, U.S. A.,” of which the subcommittee received approximately 
6,000 copies, was issued in June; and the subcommittee received and 
distributed a total of 81,000 copies of its annual report on subcom- 
mittee activities for 1956, issued in January 1957. 

The subcommittee also printed hearings on two legislative pro- 
posals: S. 1254, proceedings involving treason, espionage and sabotage; 
and S. 2646, limitation of the appellate jurisdiction of the United 
States Supreme Court. 

The composite index, listing approximately 50,000 names occurring 
in testimony received by the subcommittee from its organization in 
1951 through 1955, also was issued this year. Less than 2,000 copies 
of this document were received. It was distributed principally to 
reference libraries, investigative organizations and security officers. 











16 INTERNAL SECURITY—1957 REPORT 


Tue LEGISLATIVE PURPOSE 


Nearly a score of bills dealing with subversive activities were intro- 
duced during the first session of the 85th Congress by members of the 
subcommittee. 

Two have already become law. These are: 

S. 2377, now Public Law 85-269, to safeguard files of Government 
security agencies. Chairman Eastland and Senator Neely of the 
subcommittee joined with Senator Joseph C. O’Mahoney and others 
in sponsoring the legislation. 

S. 2792, now Public Law 85-316, an amendment of the immigration 
statute incorporating a provision, which was the subject of a separate 
bill by Senator Jenner in the 84th Congress, authorizing correction of 
their records by emigrees who assumed false identicies in order to 
avoid repatriation to the Soviet under the Yalta agreement. The 
situation also was the subject of a bill by Senator Watkins in the 
85th Congress. 

Public hearings were held on two other bills and they are now 
waiting action by the Judiciary Committee. These are: 

S. 1254 by Senator Butler to increase the statute of limitations 
applicable to treason, espionage, etc.; and 

2646 by Senator Jenner to limit appellate jurisdiction of the 
Supreme Court in certain cases. 

Bills pending before the Internal Security Subcommittee or intro- 
duced by subcommittee members and referred to other committees 
include the following: 

S. 337, to establish rules of interpretation governing questions of the 
effect of acts of Congress on St “2 laws. Messrs. McClellan, Byrd, 
Thurmond, et al. Introduced January 7, 1957. (Similar to H. R. 
3.) February 1, 1957, referred by Judiciary to Internal Sec urity 
Subcommittee. February 13, 1957, reported by Internal Security 
Subcommittee to Judiciary. Pending. 

S. 654, to amend title 18, United States Code, to authorize the en- 
forcement of State statutes prescribing criminal penalties for sub- 
versive activities. Messrs. Bridges, Cotton, Bricker, et al. (Related 
bill: S. 2401.) February 1, 1957, referred to Internal Security Sub- 
committee where it is pending. 

S. 1006, to amend titles I, II, and III of the Immigration and 
Nationality Act, and for other purposes. Grants the President power 
to authorize the parole by the Attorney General into the United 
States of escapees from Communist tyranny, who have fled from 
their homelands and are in other non-Communist countries. Mr. 
Watkins and others. Introduced February 1, 1957. February 11, 
1957, referred to Immigration and Naturalization Subcommittee where 
it is pending. 

S. 1061, requires private educational institutions and training estab- 
lishments giving assistance to veterans under the Veterans’ Read- 
justment Assistance Act of 1952 and part VIII of Veterans’ Regula- 
tion No. 1 (a) to file non-Communist affidavits with the Administrator 
of V oe Affairs and requires disapproval under the act, of such part 
of any such institution or establishment which fails to ‘file such an 
affidavit (amending U. S. C. 38:971).. Mr. McClellan and others. 
Introduced February 4,°1957. Hearings held before Senate Com- 
mittee on Labor and Public, Welfare. 
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S. 1140, to authorize the Federal Government to guard strategic 
defense facilities against individuals believed to be disposed to commit 
acts of sabotage, espionage, or other subversion. Mr. Butler. Intro- 
duced February 11, 1957. February 12, 1957, referred to Internal 
Security Subcommittee where it is still pending. 

S. 2399, Federal Security Act, establishes in the executive branch of 
the Government a Central Security aes Introduced by Mr. John- 
ston (South Carolina) June 26, 1957. Referred to Post Office and 
Civil Service Committee. 

S. 2401, to authorize the enforcement of State statutes prohibiting 
subversive activities, and for other purposes. Introduced by Mr. 
Thurmond June 26, 1957. July 1, 1957, referred by Judiciary to 
Internal Security Subcommittee, where it is pending. (Related bill: 
S. 654.) 

S. 2891, to amend the statute relating to punishment of contempt 
of Congress. Introduced by Mr. Hruska August 30, 1957. Pending 
in Judiciary Committee. Similar bill S. 2900. 

S. 2896, to require aliens entering the United States with diplomatic 
or semidiplomatic status to disclose any past connection with the 
espionage service or secret police of any Communist or Communist- 
dominated nation. Introduced by Mr. Eastland August 30, 1957. 
Pending in Judiciary Committee. 

S. 2897, making it a criminal offense for any alien to enter the 
United States on a diplomatic passport under an alias or any name 
other than his own true and full name. Introduced by Mr. Eastland 
August 30, 1957. Pending in Judiciary Committee. 

S. 2898, making it a criminal offense to enter into collusion with any 
foreign government to evade the laws and regulations of the United 
States relating to the issuance and use of passports. Introduced by 
Mr. Eastland August 30, 1957. Pending in Judiciary Committee. 

S. 2899, providing for the loss of citizenship of United States 
nationals who assist in the communization of any foreign state or 
accept employment under a Communist foreign government. Intro- 
duced by Mr. Eastland August 30, 1947. Pending in Judiciary 
Committee. 

S. 2900, to amend the statute relating to the punishment of contempt 
of Congress. Introduced by Mr. Eastland August 30,1957. Pending 
in Judiciary Committee. (Similar bill: S. 2891.) 

S. 2901, to require the furnishing of certain information by holders 
of passports issued under authority of the United States. Introduced 
by Mr. Eastland August 30, 1957. Pending in Judiciary Committee. 

S. 2902, to authorize the Attorney General to parole into the United 
States certain aliens whose testimony is sought by any committee of 
the Congress. Introduced by Mr. Eastland August 30, 1957. Pend- 
ing in Judiciary Committee. 

S. 2903, to amend the Immigration and Nationality Act. Intro- 
duced by Mr. Eastland August 30, 1957. Pending in Judiciary 
Committee. 

Recalcitrant witnesses before the subcommittee often demand to 
know what legislative purpose justifies the hearing. To provide the 
public with a picture of the amount of legislation which will require 
for its enactment information such as that developed by the sub- 
committee, a list of other bills, now pending before Congress is printed 
in appendix A of this report. 
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The list makes reference to 89 bills and resolutions, some of which 
are identical with or similar to others but all of which have as their 
urpose the protection of citizens of the United States against some 
orm of subversion. 

All this legislation is “live’ 
session of the present Congress. 

All or part of the subject matter of 18 other bills was incorporated 
in the two measures which have now become law. 


’ 


and subject to action during the 2d 


FaILuRE oF IMMUNITY STATUTE 


Court proceedings during 1957, terminating in an opinion by the 
United States Court of Appeals for the District of Columbia Circuit," 
made it clear that the existing statute,” designed to permit a con- 
gressional committee to grant immunity to a witness in order to secure 
the testimony of such witness notwithstanding a claim of privilege 
under the fifth amendment of the Constitution, fails to accomplish its 
purpose in a reasonable and workable manner. 

On March 1, 1957, the subcommittee filed in the United States 
District Court for the District of Columbia applications for orders 
requiring testimony, under the immunity statute, of four witnesses ™ 
who had claimed the fifth amendment privilege in refusing to answer 
questions before the subcommittee."* 

After preliminary legal maneuvering, Judge David A. Pine of the 
district court, on April 10, 1957, ordered the applications of the sub- 
committee approved and further ordered each appellant— 


to appear as a witness before the said Internal Security Sub- 
committee at a time and place to be designated by the said 
subcommittee, and then and there testify or produce evidence 
as lawfully required by the said subcommittee. 


Judge Pine’s orders were appealed. The opinion of the court of 
appeals, previously referred to, followed on July 5, 1957. 

In effect, the opinion of the court of appeals requires a congressional 
committee, in order to make use of the immunity statute, to get the 
court’s approval of each specific question with respect to which the 
witness is to be given immunity. Not only is this contrary to the 
intent of the Congress, but the procedure so required would be so 
unwieldy as to be for all practical purposes unworkable. 

Prior to enactment of the new immunity statute in 1954, the law 
provided that a congressional committee might grant immunity to a 
witness without any court proceedings whatsoever. The 1954 im- 
munity statute, as originally passed by the Senate, continued this 
provision for unilateral action. In the House the bill was amended 
to apply, to the granting of immunity to a congressional witness, 

rovisions with respect to court procedure similar to those required 
in the case of applications for grants of immunity to witnesses before 

11 See full text of opinion, appearing in the appendix, p. 329. 

12 Sec. 3486, title 18, the United States Code, subsecs. (a) and (b). 

13 Robert McElrath, Wilfred M. Oka, Myer C. Symonds, and Harold Glasser. 

“4 A complete statement of the case will be found in the brief for appellee (with appendix) filed in the 


court of appeals on May 9, 1957, by J. G. Sourwine, as authorized representative of the Committee on the 
Judiciary of the U. 8. Senate and of the Internal Security Subcommittee thereof. 
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rand juries. It is this compromised language which, as construed 
a the court of appeals,’® makes the law impractical for use by con- 
gressional committees. It would seem desirable that the 1954 statute 
should be amended along the lines of the original bill passed by the 
Senate in 1954 so as to eliminate the intrusion of unnecessary court 
procedures into the process of granting immunity to a witness before 
a congressional committee. 

In connection with the subject matter of this section of its report, 
the subcommittee submits the following conclusions and recom- 
mendations: 

CONCLUSIONS 


American complacency conduced a shift in world power during 
1957 highly favorable to the world Communist conspiracy. 

The roche organization in the United States operates at three 
levels: (1) The legal and illegal acts of accredited Soviet Govern- 
ment age ane (2) the activities of Communist Party members; 
(3) activities of Soviet adherents outside the party. 

Communist diplomatic and consular personnel have been per- 
mitted to continue their improper activities in spreading Communist 
propaganda in the United States. 

Soviet activity in the United States has continued without abate- 
ment, in many forms, during the past year. 

Dissemination of Soviet propaganda in the United States con- 
tinued at an increased rate during 1957. 

The immunity statute (18 U. S. C. 3486) as it applies to witnesses 
before congressional committees is unworkable under the interpreta- 
tion given it by the United States Court of Appeals for the District 
of Columbia Circuit. 

RECOMMENDATIONS 


The Congress should enact legislation making dissemination of 
Communist or other subversive propaganda in the United States an 
improper activity for foreign diplomatic or consular personnel. 

The Congress should by law deny all forms of mail subsidy to 
Communist propaganda. 

The Congress should amend title 18, United States Code, section 
3486, so as to provide a clean-cut method, not involving judicial 
intervention, for granting immunity from prosecution to witnesses 
before congressional committees, with respect to matters and things 
about which they are forced to testify. 

16 The decision of the court of appeals is final since the committee did not carry the case to the Supreme 
Court, feeling that nothing was to be gained by further litigation. 











SECTION II 
SOVIET ESPIONAGE IN THE UNITED STATES 
EspionaGE Equats TIME 


With the Soviet breakthrough in scientific achievements that carry 
with them great military import, the purpose served by Soviet 
espionage against the United States became more and more clear. 

Harry Gold told Subcommittee Counsel Robert Morris at Lewisburg 
prison that his Soviet superiors kept hammering at the directive that 
espionage bought time in order to narrow the lead the United States 
had over them. 

Mr. Gold said that the Russians wanted as much as possible finished 
processes, samples of things actually in production and making money. 
By procuring these things, he was told, the Soviet could save “sweat 
and tears.” 

It is clear to the subcommittee from many sources that espionage is 
a large undertaking in the Soviet Union. 

No individual has better described the menace of Soviet Russia 
than Vladimir Petrov, 1955 MVD defector to the Australian Govern- 
ment security organization. Mr. Petrov has written: 


A PRINCIPAL SOVIET INDUSTRY 


Espionage is a distinct and principal Soviet industry. This 
must be so; because the Soviet Union, alone of all the great 
powers, regards itself as being in a continuous and chronic 
state of covert warfare with the whole world outside the 
borders of the Communist empire. And conspiratorial 
techniques are natural to a regime that seized power and 
maintains power by conspiratorial methods. Soviet espio- 
nage has reaped a rich harvest by such methods, especially 
against friendly and unsuspecting countries. * * *! 


In detail Mr. Petrov related instances of espionage, terror, and 
outright murder by the Soviet secret police in the interest of the over- 
all Communist cause. He tells how both he and his wife were assigned 
in Sweden and then Australia to recruit nationals of these countries 
into the Russian espionage apparatus. From his examinations of 
coded messages at MVD headquarters, he knew this was happening in 
other countries too. But, he insists, 


In all my 21 years as a professional state security officer, I 
never came across one authentic case of foreign espionage in 
the Soviet Union in peacetime. Thousands were accused of 
espionage and shot. Public scapegoats like Zinoviev, Ya- 
goda and Beria were invariably accused of being agents of 
British, American, or German intelligence without a shred 
of evidence being produced. During the war there were 


1 Empire of Fear, p. 268. 
21 
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certainly cases of Soviet citizens captured by Germans who 
were parac ante back into Soviet territory as spies. But I 
never heard of a case in Russia comparable to those of Fuchs 
and Nunn May in Britain, Greenglass or Golos in America, 
Andersson and Enbom in Sweden or Richard Sorge in 
a 7? 

SOVIET SECURITY METHODS 


A minor servant or employee in Soviet embassies abroad is often the 
head local representative of the MVD, says Mr. Petrov. 


Since all foreign embassies in Moscow are obliged to employ 
Russian domestic staff, cooks, cleaners, etc., who are in fact 
all MVD agents, Moscow naturally insists that all such 
humble jobs in Soviet posts abroad must be filled by our own 
people. The employment of locals was forbidden. * * *# 


Despite the fact that he knew how the MVD had been assigned to 
carry out the actual murder of a Russian Ambassador who was 
re portedly considering defection and his knowledge that the same 
thing could happen to him if his plans for defecting were known, Mr. 
Petrov made arrangements with the Australian Secret Service, ‘took 
with him a year’s file of correspondence from Russia to the MVD in 
Australia and, after breaking with the Soviets, convinced his wife, also 
an MVD officer, to join him. He notes that: 


Never in human history has any government succeeded in 
throwing such a close, complex and all-embracing network 
of surveillance over its own subjects as that which is main- 
tained today by the Government of the Soviet Union. 
Nevertheless its efficienc y is constantly coming to grief on the 
rocks of obstinate human nature and there are added diffi- 
culties where foreigners or foreign countries are concerned.* 


In Petrov’s own case, this Soviet grief resulted—as in other recorded 
instances—when, came red to return to Moscow, he knew this meant 
disgrace, arrest and possible execution. He knew that others had 
returned in the face of certain arrest but Petrov was determined not 
to be of that group. 


PETROV ASSURED OF ASYLUM 


The Australian Government had made clear to him that it would 
welcome his request for asylum. Despite the fact that the Australians 
had no idea that he was actually in the MVD, much less the head of 
it in Australia, it offered him monetary assistance. G. R. Richards 
of the Australian Security Service— 


told me that his Director-General appreciated my 
need for material assistance and had authorized the pay- 
ment of £5,000 which would be mine when I finally sought 
asylum in Australia. * * *° 

On the day Petrov defected and before he turned over to the 

Austr: lians the valuable MVD reports he had brought along, Mr. 

Richards “gave me the £5,000 that had been promised * * *’’® 

2 Thid., p. 208. 

3 Tbid., p, 241. 

4Tbid., p. 198. 


8 Ibid., p. 290. 
6 Ibid... p. 297. 
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What a bargain they had acquired became known to the Australians 
only after they learned that both Mr. and Mrs. Petrov had been key 
cipher and code officers of the MVD for many years 

The case of Col. Rudolph Abel, which occurred during the year, has 
again served to highlight the tremendous value of Soviet defectors to 
the American cause. Though the FBI had been working on the case 
for some time previous to the defection of Reino Hayhanen, it was the 
specific data furnished by him which 'made possible the speedy 
conviction of Abel and the breaking of several tough codes in use by 
Soviet spies in this country. 


AN UNCHANGING PATTERN 


In inserting the grand jury indictment of Abel into the record of 
the hearings of the subecommittee—along with similar indictments of 
other espionage operatives—the subcommittee has been enabled to 
pinpoint certain facts which have repeatedly recurred during the 
years. These include the following: 

1. Use of Mexico as a center for Soviet espionage rendezvous; 
2. The interrelation between Communist fellow travelers and 
Red espionage operations; 
The continued existence of numerous Soviet espionage cells 
numbering far more than have been exposed to date; 
4. Unlimited expenditure of funds by the Soviets in the 
United States to maintain and expand their espionage. 

A significant aspect of the case of Jack Soble and Alfred K. Stern 
is the indication that Soble was expected to take over a spy ring in 
Washington in the spring of 1945. This, as the Stern indictment 
shows, was, in all probability, the ring that Elizabeth Bentley was 
being relieved of at that time. The indictment notes that about 
April 1945— 


* * * Jack Soble a coconspirator herein, met and had a 
conversation with Anatole B. Gromov, a coconspirator here- 
in, in Washington, D. C., during which said Gromov proposed 
that said Soble should acquire with funds to be supplied 
from Soviet sources and operate an enterprise in Washington, 
D. C., and continue Soviet contacts with a group of young 


people employed in various Government agencies in Wash- 
mngien, 27.., .* 7%? 


The Anatole Gromov mentioned was an official of the Soviet 
Embassy in Washington and the man who was the final contact of 
Miss Bentley. It was he who took over her group when she discon- 
tinued working as a Soviet agent. It was later in the year 1945 that 
she gave her story to the FBI. 

The Sterns, with years of connections with Communist Party 
fronts, had functioned in the dual role of espionage agents and open 
party supporters. The Sobles, on the other hand, had no known con- 
nection with the local Communist party. Part of the difference is, of 
course, that the Sobles had been sent to America to carry on espionage 
activity—which Jack Soble had done for many years in Europe for 
the Soviets—while the Sterns were apparently recruited within the 
United States. 


’ Par. 26, Overt Acts, U. 8. A. v. Alfred K. Stern and Martha Dodd Stern. Scope, p. 4941. 
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SOBLE’S KNOWLEDGE NEEDED 


Jack Lotto, a reporter for the International News Service, inter- 
viewed Jack Soble at the house of detention and wrote a series of 
articles that demonstrated that Soble would be a competent witness 
to tell the Senate of the extent of recent espionage in the United 
States. The Department of Justice, however, refused to make Soble 
available to the subcommittee when it sought permission to take his 
testimony in November. 

The following information about what Soble could testify to comes 
from Mr. Lotto’s series: 

Just how early Martha Dodd Stern began her spying is indicated 
by the fact that she told Jack Soble that she had “spied on her own 
father for the Russians’”’ while he was United States Ambassador to 
Germany during the early 1930’s. Says Soble: 


She bragged * * * she had had a love affair with an official 
of the Soviet Embassy, who actually was an NKVD agent. 
At the behest of this agent, Martha related to Soble, she stole 
information from the secret files of the U. S. Embassy—to 
which she had .easy faccess—and ,turned it over to the 
agent * * *8 





Later, in the United States, Martha Dodd was an active leader of 
a number of Communist fronts such as the American League for 
Peace and Democracy. Alfred K. Stern, whom she later married, 
was the top official in a New York City housing front and an active 
officer of the State’s American Labor Party as well as of the Henry 
Wallace campaign for the United States presidency in 1948. 

It was Martha Dodd Stern, according to Soble (who confessed his 
guilt to the Government, pleaded guilty, ‘and received a relatively light 
sentence), who had recruited Jane Foster Zlatovski into the Russian 
spy ring. Jane and George Zlatovski were both indicted but, being 
residents of France, have not yet been returned to this country to 
stand trial. While employed in the wartime Office of Strategic 
Services, Jane Foster obtained information on Indonesia which she 
furnished the Soviets.° 

In the fall of 1947, while she was employed by the United States 
Government and her husband was an officer in the United States 
Army, the Zlatovskis were in contact with Soviet espionage repre- 
sentatives. In the summer of 1949, the indictment relates, she was 
furnishing the Red spy operatives with data on United States intelli- 
gence units and agents, “including biographical data,” personnel, and 
operations. 

A CONSTANT RESERVOIR 


The reservoir offered to the Soviets by the local Communist Party 
as a source of espionage was indicated in the testimony on November 
29 in Philadelphia before the subcommittee by Max Elitcher. For 
10 years a member of the party while he was employed in classified 
work by the United States Navy, Mr. Elitcher testified that there 
had been at least a dozen party members whom he knew of during 
that time who were similarly employed. He said there were party 
units in most if not all other Government departments in Washington 


§ Journal American, New York, November 17, 1957. 
* Overt Acts count 10, Zlatovsky indictment, Scope, p. 4381. 
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where he worked. He listed the departments he knew of specifically 
where this was the case as War, Commerce, Labor and Agriculture. 

It was to him as a fellow Communist that atom spy Julius Rosen- 
berg and his codefendant Morton Sobell made overtures, stressing 
the fact that the Soviet Union wanted all sorts of classified informa- 
tion without any limit as to the type or amount. Mr. Elitcher, 
though listening to these comrades, did not accede to their requests 
and ultimately became a witness against them at the trial which 
resulted in the death sentence for the Rosenbergs and a 30-year 
sentence for Sobell. 

In the Rosenberg spy ring were at least two members who, antic- 
ipating the Sterns and others, fled the United States to Iron Curtain 
nations where their treason against America was equivalent to a pass- 

ort. 

. The immense value to the Soviet Union of its spies has continually 
been stressed by the committee. But the appearance of the Soviet 
sputnik in the sky in October more sharply highlighted the value of 
Soviet espionage than any recent happening. 

Initially a wartime project of the United States, the plan for an 
earth satellite had first been mentioned publicly in the 1947 annual 
report of the Nation’s first Secretary of Defense James Forrestal. 
But about that time the Soviets had been furnished with details of the 
American operation. Testifying against Julius Rosenberg in March 
1951, David Greenglass told how Rosenberg had revealed to him 
that one of Rosenberg’s spies had secured information on a ‘sky 
platform project’? which was to be— 


* * * Some large vessel which would be suspended at a point 
of no gravity between the moon and the earth and, as a 
satellite * * * spin around the earth. 


No attempt was made by the Rosenberg lawyers to cross-examine 
Greenglass on this matter. One phrase has been added to Greenglass’ 
testimony within the past few months when he told the subcommittee 
that Rosenberg, after telling how he had secured this data, declared, 
“T gave it to the Russians.”’ 


In the Rosenberg trial, Rosenberg who denied much of the testi- 
mony of Greenglass and others, conceded he had talked to him 
about the “sky platform” but his contention was that it had merely 
been a science fiction discussion. 


THE CANADIANS WERE FORTUNATE 


Precisely how the Soviet agents work in matters of science was 
shown to the committee in the words of Igor Gouzenko, the code clerk 
who defected in Canada in 1945 and brought documentary evidence 
of the treachery of many Canadians. 

In radio broadcasts with commentator Bob Siegrist which were 
inserted in the record of the subcommittee on October 16 when Mr. 
Siegrist testified,’° Mr. Gouzenko told how “I was amazed at the mag- 
nitude” of the espionage operations. Specifically, he told of the 
espionage ring within the key Canadian National Research Council. 


1° Scope, p. 4812. 
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He cited three Canadian scientists with the cover names of Bagley, 
Bacon, and Biedor: 


Now, to all Canadians, they were good scientists, good 
respectable scientists. These three spies were able to give 
at one occasion—mind you not during certain periods * * * 
—but on one day, they brought 750 pages of secret scien- 
tific information and were about to give all the scientific 
library on a film * * * to the Soviets. In other words, the 
result of long years’ work and achievement of the best of 
Canadian brains were about to be placed at the disposal of 
Soviet scientists. 


Gouzenko’s break stopped this. 

Had he not taken his step or had the Soviets prevented Gouzenko 
from taking the incriminating documents and going to the Canadian 
Government, ‘‘what would happen now—12 years later?”’ 

Here was Mr. Gouzenko’s reply: 


These three spies would grow into more respectable scien- 
tists with whom anyone would be proud to shake hands. 
They would surround themselves during these years with 
many other spies, also scientists, and they will gradually 
squeeze as many as possible (loyal) scientists out of this 
scientific body and milk the rest of them to the utmost. 
Then the National Research Council, to put it mildly, would 
be like a little private busy department of the Soviet Acad- 
emy of Scientists. 


He continued: 


Now suppose the Canadian Parliament decided to launch 
our satellite or to start a guided-missile program or inter- 
continental ballistic missile for its defenses, naturally the 
Government would entrust such a job to the National Re- 
search Council * * * and naturally and dutifully this multi- 
tude of spies would give every speck of information to the 
Soviet Government. At the same time, the Soviet Govern- 
ment would demand from these spies that they slow down 
the actual launching of the satellite or sabotage the guided- 
missile production under all kinds of excuses. 

Suppose some Canadian Government official would ask 
these scientists * * * like now people in America are asking 
the scientists, some of them “‘Why the delay?” They would 
throw in the face of that official the dust of scientific works, 
heat resistance, erosion, alloys * * * and there is nothing 
the poor fellow can do about it but shake * * * his head. 
Meanwhile Soviets would launch the first satellite and these 
spies * * * would be the first to shout in the press words of 
admiration and sincere congratulation to their Soviet fellow 
scientists in their magnificent achievements. 

Now that’s what precisely, I think is happening right now 
in the United States * * *. Once one prominent Canadian 
political figure said in the end of 1953, ‘‘What can one spy 
do?” Well I tell you Soviet spies can do plenty. They can 
decide who will win cold or even hot war. 
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In connection with the subject matter of this section of its report, 
the subcommittee submits the following conclusions: 


CONCLUSIONS 


Soviet espionage is presently continuing in the United States. 

Espionage remains a major activity of Soviet and Communist per- 
sonnel in the United States upon which the Soviet Union depends 
materially in its quest for a time advantage over the United States 
as a step toward ultimate world conquest. 

This Soviet espionage has operated in an area vital to our security. 

The Communist Party U. S. A. has been a recruiting ground for 
eomeet agents. 

Soviet espionage was one factor in the ascension of Soviet scientific 
and military power. 

Blackmail has been used by the Soviets to accomplish their gains. 

Soviet espionage agents have collected information to provide 
ammunition for their blackmailers. 


25011—58 -—3 





SECTION III 
PRESENT STATUS OF THE COMMUNIST PARTY, U.S. A. 


The subcommittee devoted considerable attention to the proceed- 
ings of the 16th Convention of the Communist Party of the United 
States held from February 9 to 12, 1957. A detailed appraisal of the 
convention was submitted by J. Edgar Hoover, Director of the Federal 
Bureau of Investigation. In addition, the subcommittee heard the 
testimony of Eugene Dennis, general secretary of the Communist 
Party and convention keynoter: Carl Rachlin, labor attorney and 
member of the board of directors of the New York Civil Liberties 
Union, a convention observer; Arnold Beichman, writer for the Chris- 
tian Science Monitor, the AFL-CIO News and the New Leader, 
reporter at the convention press conferences; and Frank S. Meyer, 
former member of the Communist Parties of Great Britain and the 
United States and Communist Party educator and teacher in New 
York and Chicago. The hearings established the following highlights 
regarding the present status of the Communist Party and the primary 
_ of its convention: 

In order to thwart legal prosecution and to deceive the American 
pe mle the convention sought to convey the impression that the Com- 
munist Party was no longer subservient to the Soviet Union.! Never- 
theless it reaffirmed its acceptance of “proletarian internationalism.” ? 
Its recasting of activities was fully in line with the 20th Congress 
of the Communist Party of the Soviet Union. In a fraternal greet- 
ing to the convention, the central committee of the Communist 
Party of the Soviet Union paid tribute to the CPUSA’s devotion to 
“the principles of proletarian internationalism.’’ Pravda, official 
organ of the Soviet Communist Party, on February 16, 1957, page 3, 
hailed the convention and Eugene Dennis’ recognition of ‘the his- 
torical attainments of the Soviet Union.”’* Mr. Hoover pointed out 
that Michael Suslov, secretary of the central committee of the Com- 
munist Party of the Soviet Union ‘closely supervises the Communist 
Party in the United States.” 4 

2. The convention was emphatic in its protestations that the 
CPUSA was an independent organization. Its international ties 
were demonstrated, however, by the fact that 34 Communist Parties 
sent fraternal greetings to the convention, including those in France, 
Italy, Japan, Bolivia, Colombia, Great Britain, Australia, Puerto 
Rico, Netherlands, Canada, Bulgaria, Belgium, Trieste, Korea, Czech- 
oslovakia, Ecuador, El Salvador, Mexico, Guatemala, Uruguay, Chile, 
Rumania, and the Soviet Union.’ 

3. The convention labored to divest itself of the charge that the 
party advocates the overthrow of the United States Government by 
force and violence, that it stands for “a peaceful and Constitutional 
“1 Statement by J. Edgar Hoover, p. 1; hearing, Scope of Soviet Activity in the United States, p. 3526; 
Interim Report on the 16th Convention of the Communist Party, U.S. A., p. 1. 

2 Hoover, p. 3. 
3 Interim report, p. 13. 


4 Hoover, p. 2. 
5 Proceedings, 16th National Convention, Communist Party, U. 8. A. 
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road to socialism in our country.” It readopted a time-worn, weasel- 
worded provision calling for the expulsion of anyone— 


engaged in espionage or who advocates force and violence or 
terrorism, or who adheres to or participates in the activities 
of any group or party which conspires or acts to subvert, 
undermine, weaken, or overthrow any or all institutions of 
American democrac -y through which the majority of the 
American people can maintain their right to determine their 
destinies. ® 


Since the CPUSA has never been known to admit that the American 
Government or any part of it is an “institution of American democ- 
racy through which the majority of the American people can maintain 
their right to determine their destinies,” and has in fact consistently 
denounced our Government, and since the Communist Party has 
included in its ranks proven espionage agents, the expulsion threat 
is clearly a fraud. According to the testimony of Frank S. Meyer, 
the CPUSA must perforce follow the tactics laid down by N. S. 
Khrushchev in his report to the central committee of the Communist 
Party of the Soviet Union: 


There is no doubt that in a number of capitalist countries 
the violent overthrow of the dictatorship of the bourgeoisie 
and the sharp aggravation of class struggle connected with 
this are inevitable. But the forms of social revolution vary. 
It is not true that we regard violence and civil war as the only 
way to remake society. Leninism teaches us that the ruling 
classes will not surrender their power voluntarily. And the 
greater or lesser degree of inte y which the struggle may 
assume, the use or the nonuse of violence in the transition to 
socialism, depends on the resistance of the exploiters, on 
whether the exploiting class itself resorts to violence, rather 
than on the proletariat.’ 


The convention attempted to foist upon the public the illusion 
that the Communist Party, U.S. A., is basically American, carrying 
forward “the best traditions of Jefferson, Lincoln, and Frederick 
Douglass.”” Yet it affirmed its adherence to the principles of Marx- 
ism-Leninism, the basic philosophy upon which the Soviet Govern- 
ment is founded, which calls for the destruction of the capitalist way 
of life which we have in the United States, the overthrow of our form 
of government by force and violence, and calls for the building of the 
Communist Party on the basis of democratic centralism. The Mos- 
cow Pravda of February 16, 1957, hailed the fact that the CPUSA was 
“guided in its activities by the prince iple s of Marxism-Leninism” and 
greeted with unstinted praise the party’s opposition to “the provoca- 
tive Eisenhower-Dulles doctrine concerning relations in the Middle 
East” and the party’s position “in the field of foreign affairs’ gen- 
erally.* 

In his address to the convention, General Secretary Eugene 


‘cc 


Dennis denied that the party is “a cellar conspiracy.”’* But the 





§ Interim report, p. 13. 

6 Ibid., p. 4. 

7 Hearings, Scope of Soviet Activity, pp. 3603, 3604. 
8 [bid., pp. 3566, 3568. 
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Moscow Pravda, in its eulogy of the gathering, cited with some pride 
the fact that— 


of the 13 members and 9 alternates of the national com- 
mittee, chosen at the previous party convention in December 
1950, 6 persons are right now in prison, and others, among 
their number General Secretary Dennis, were released from 
prison hardly a year ago.° 


On February 25, 1957, when Eugene Dennis was given an opportunity 
to inform the Senate Internal Security Subcommittee of all the facts 
surrounding the Communist convention, he invoked the fifth amend- 
ment and refused to answer all questions except the request for his 
name and address.'® 

6. Striking its usual idealistic pose, the convention sought to appear 
as the champion of the rights of minority groups. Its purpose was 
exposed by Frank 5S. Meyer who declared that the party’s real design 
is to use the aspirations of the Negro people “as the most important 
and strongest cutting edge against the constitutional structure of the 
United States,’ notably the rights of the individual States." A 
resolution against ‘‘the liquids ition of the outstanding Yiddish writers 
and Jewish cultural life” in the Soviet Union was contemptuously 
shelved by the convention.” 

Manifesting the intense interest with which Russian Communist 
les vd rs pursue internal political developments in the United States, the 
February 16 issue of Pravda noted that the CPUSA convention set 
itself the important strategic task of trying ‘‘to reach a new democratic 
arrangement of political forces’? to make possible “the creation of an 
antimonopolist coalition” including “leftist elements, including Com- 
munists and other socialist-minded groups.’ '* This strategy has 
already produced the American Forum for Socialist Education, which 
is described in this section of annual report. 


Moscow CONFERENCE OF COMMUNIST AND ‘‘WorKERS” PARTIES 


Since the 16th CPUSA Convention in February 1957, another event 
took place which highlights the relations between the American party 
and the Communist Party of the Soviet Union. Subsequent to the 

elebration of the 40th anniversary of the Russian Revolution on 
November 7, there was a meeting in Moscow of the representatives 
of 12 Communist and so-called ‘‘Workers” Parties. The “complete 
and official text”? of the “Declaration of Communist and Workers 
Parties of Socialist Countries”’ has been published in Political Affairs, 
for December 1957, the official theoretical organ of the CPUSA. 
Excerpts have also been published in the Daily Worker of November 
25 and December 1 and 2, 1957, official daily newspaper of the party, 
under the headline ‘“‘World Marxist Parties Call for Unity, Peace.” 

The CPUSA made an effort to have its representative, Simon W. 
Gerson, Daily Worker editor, present officially, ostensibly to cover 
the Soviet anniversary celebration, but he was denied a visa by the 
State Department. Gerson, it will be remembered, was in charge of 
press relations at the CPUSA convention. Among the 64 Commu- 
nist and ‘“‘Workers” Parties which approved the “Declaration” were 

Interim report, p. 11. 

10 Hearings, Scope of Soviet Activities, pp. 3566-3576. 

1 Tbid., p. 3608. 


i Ibid., pp. 3524, 3536; interim report, pp. 8,9; Hoover, pp. 7, 8. 
4 Interim report, p. 13. 
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the following: Albania, Algeria, Argentine, Australia, Austria, Bel- 
gium, Bolivia, Brazil, Britain, Bulgaria, Canada, Ceylon, Chile, 
China, Colombia, Costa Rica, Cuba, Czec :hoslovakia, Denmark, 
Dominican Republic, Ecuador, Finland, France, Federal Democratic 
Republic of Germany, Greece, Guatemala, Hungary, Honduras, India, 
Indonesia, Iraq, Israel, Italy, Japan, Jordan, Korea, Luxembourg, 
Malaya, Mexico, Mongolia, Morocco, the Netherlands, New Zealand, 
Norway, Panama, Paraguay, Peru, Poland, Portugal, Rumania, 
San Marino, Soviet Union, Spain, Sweden, Switzerland, Syria and 
Lebanon, Thailand, Tunisia, Turkey, Uruguay, V enezuela, Vietnam, 
and Y ugosl: avia.'* 

While the document is lauded in Communist publications as a 
‘peace manifesto,” it is in fact a declaration of war against the free 
world, as the history of such movements indicates. The Communist 
International existed from 1919 to 1943 when it pretended to dissolve 
as a gesture of good will toward Russia’s allies in World War II. The 
international organization of Communist Parties known as the Com- 
inform was reestablished in 1947 as a hostile move against the free 
world and particularly against the United States. According to 
William Z. Foster, chairman of the CPUSA— 


The violent intensification of American aggression in Europe 
in 1947, marked by the promulgation of the Truman doctrine 
and the Marshall plan caused grave concern in working-class 
circles. Naturally, it was the Communists who stepped 
forth to give leadership to the world’s workers to repel this 
new attack * * * nine leading European Communist Par- 
ties came together in informal conference in Poland, in Sep- 
tember 1947, to consider the dangerous situation * * * 
The conference resolution, deploring the lack of cooperation 
among the Communist Parties since the dissolution of the 
Comintern, set up an Information Bureau to improve this 
situation * * * The American Communist Party, while 
supporting the Bureau, declared that reactionary legislation 
in the United States made it inadvisable for it to affiliate.” 


INTERNATIONAL VIEWS 


In an effort to appease Marshal Tito of Yugoslavia, who had fallen 
out with Stalin, Khrushchev dissolved the Cominform in April 17, 
1956.'° The reestablishment of the international Communist organ- 
ization in November 1957 is an attempt to solidify and coordinate the 
Communist Parties of the world for a renewed offensive against the 
free world, as its declaration indicates. This declaration, reprinted in 
Political Affairs with the approval of the CPUSA, contains the follow- 
ing outstanding propositions which are in agreement with the main 
political resolution of the 16th Convention of the CPUSA:” 

14 Daily Worker, December 2, 1957, p. 3. 

18 History of the Three Internati mals by William Z. Foster, International Publishers, New York, 1955, 
pp. 493, 494. 

16 Year of Crisis, edited by Evron M. cnnmenracee MacMillan Co., New York, 1957, pp. 5, 388. 

The December 1957 meeting of the N ational E xecutive Committee of the Communist P arty, U.6. A. 
mmees d by a vote of 11 to 7, with 2 abstentions, 2 absent, a statement on the ‘‘profound significance of the 
recent Declaration issued by the 12 Communist and WwW orke rs Parties of the socialist countries, and on the 


inspiring peace manifesto issued by 64 Communist and Workers Parties’? (Daily Worker, December 31, 
1957, p. 3). 
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. Approval of the regimes in the Soviet Union and its satellites— 


In the past 40 years, socialism has demonstrated that it is 
a much higher social system than capitalism * * * The 
Soviet Union’s strides in economy, science, and technology 
and the results achieved by the other Socialist countries in 
Socialist construction are conclusive evidence of the great 
vitality of socialism. 


. Hostility toward the United States— 


The aggressive imperialist circles of the United States, by 
pursuing the so-called “positions of strength” policy, seek to 
bring most countries under their sway * * * Simultane- 
ously, the imperialists are trying to impose on the freedom- 
loving peoples of the Middle East the notorious ‘Eisen- 
hower-Dulles Doctrine.”’ 

Cause of peace identified with Soviet Union— 

The cause of peace is upheld by the powerful forces of our 
era; the invincible camp of Socialist countries headed by the 
Soviet Union * * * the international working class and 
above all its vanguard, the Communist Parties. 


International Communist unity— 

The meeting considers that, in the present situation, the 
strengthening of the unity and fraternal cooperation of the 
Socialist countries, the Communist and Workers Parties 
* * * acquire special significance. 

Marzism-Leninism— 

In the bedrock of the relations between the countries of 
the world Socialist system and all the Communist and 
Workers Parties lie the principles of Marxism-Leninism, the 
principles of proletarian internationalism * * * Modern 
revisionism seeks to smear the great teachings of Marxism- 
Leninism * * * They deny the historical necessity for a 
proletarian revolution and the dictatorship of the proletariat 
during the period of transition from capitalism to socialism, 
deny the leading role of the Marxist-Leninist party, reject 
the principles of proletarian internationalism and call for 
the rejection of the principles of party organization and, 
above all, of democratic centralism. 


Support of the Soviet Union— 

The working class, the democratic forces and the working 
people everywhere are interested in * * * safeguarding from 
enemy encroachments the historic political and social gains 
affected in the Soviet Union—the first and mightiest Socialist 
power * * * The victory of socialism in the U.S.S. RB. , and 
progress in Socialist construction in the people’s Soden 
find deep sympathy among the working class and the working 
people of all countries * * * The experience of the Soviet 
Union and the other Socialist countries has fully borne out 
the Leninist proposition that the processes of the Socialist 
revolution and the building of socialism are governed by a 
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number of basic laws applicable in all countries embarking 
on a socialist course.” 


Subsequently there appeared an approving statement quoting the 
Soviet Communist Party’s magazine, Kommunist, from William Z. 
Foster, chairman of the Communist Party, U. S. A., which declared 
that “the Communist Party of the U.S. Avis basically penetrated by 
the true spirit of proletarian internationalism” and that “the works of 
Lenin and the additional practical experience of the October (Bol- 
shevik) revolution were the decisive factors in creating the theoretical 
bases of the United States Communist Party.” 


AMERICAN Forum For SocraAuist EpucatTion 


On May 13, 1957, the Daily Worker, official organ of the Commu- 
nist Party, U. S. A., announced the formation of a ‘40-member 
national committee of the American Forum for Socialist Education.” 
The Daily Worker of the following day welcomed this development 
and boasted that the national committee ‘includes two leading Com- 
munists,’”’ namely Doxey Wilkerson, a member of the National Com- 
mittee of the Communist Party, U.S. A., and Albert E. Blumberg, 
its legislative director, pointing out that “the position of the Com- 
munists with regard to developments of this kind was set forth in 
the resolution adopted overwhelmingly at their recent national 
convention.”’ 

The importance attached by the Communist Party to this venture 
is demonstrated by a “letter to all Communist Party members,” 
signed by Eugene Dennis, party general secretary, and made public 
in connection with the convention draft resolution adopted September 
13, 1956, which letter declared in part— 


The struggle to bring about a political realinement, based on 
the formation and election to power of an antimonopoly 
coalition led by labor, is the great strategic task of the next 
stage in the democratic and social advance of the American 
people. * * * The emergence of socialism from the limits of 
one country to a world system embracing several states and 
one-third of mankind was described by the 20th Congress of 
the Communist Party of the Soviet Union as “the chief 
feature of the present era.’”’ ‘These conditions make possible 
a great new trend toward unity among Socialist-minded 
people.” 


It is significant to emphasize at this point that the party frankly 
admits Moscow’s share in inspiring the project. 

As J. Edgar Hoover, Director of the Federal Bureau of Investiga- 
tion, summarized it, the Communist convention sought- 


To lay a foundation for possible unity with other leftwing 
groups * * * with Socialists, members of the non-Com- 
munist left, liberals, etc., in an effort to secure their support 
for Communist projects.” 
It was indeed an attempt to overcome the extreme isolation of the 
party during the past few years. 
18 Political Affairs, December 1957, pp. 83-95 


19 Scope of Soviet Activity, pt. 63, American Forum for Socialist Education, pp. 4007, 4008. 
2” Statement of J. Edgar Hoover, March 12, 1957, before the Senate Internal Security Subcommittee, p. 11. 
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The Communist convention sought to establish that the party had 
changed its conspiratorial spots, that it was now open and above- 
board and that it was endeavoring to “chart a peaceful, democratic and 
constitutional road to socialism in America.’”’* If the party had truly 
changed its character, it would have been specially significant so far 
as legislation is concerned. The Senate Internal Security Subcom- 
mittee therefore decided to test the sincerity of this declaration in 
the case of the first major project announced by the Daily Worker 
after the Communist Party convention, namely, the American Forum 
for Socialist Education. Although the committee tried to secure as 
witnesses other members of the Forum, only Albert E. Blumberg, 
Communist member of the Forum’s national committee, was avail- 
able. He appeared on May 21, 1957. The occasion offered an 
opportunity for the American Forum to show its bona fides as a 
basis for our legislative attitude toward this organization. 


LEGISLATIVE DIRECTOR MUM 


Mr. Blumberg was asked the following questions dealing specifically 
with the organization of the American Forum and based upon infor- 
mation in the subcommittee’s possession. In each case he refused to 
answer, pleading his rights under the fifth amendment to the Consti- 
tution -” the ground that to answer might tend to incriminate him. 

“Do you know of a top C ommunist meeting early in 1956, 
at ae it was decided that there should be an organization 
setting up the union of Communists, some Trotskyites, and some 
other like-minded groups?” 

2. “Mr. Blumberg, you are a member of the executive com- 
mittee of the American Forum for Socialist Education; are you 
not?” (Mr. Blumberg is shown as a member of the National 
Committee of the American Forum for Socialist Education by 
exhibit 467.) 

3. “Did you, on behalf of the National Committee of the 
Anaathsen Forum for Socialist Education, contact a Mr. A. J. 
Muste?”’ 

“Did you ask Mr. Muste to provide a memorandum which 
would set up a framework for an exchange of opinion on this 
subject? * * * Did Mr. Muste, in fact, supply you with such 
document? * * * Did he finally supply a paper entitled, 
‘Where Are We Now?’ ” 

5. “* * * specifically on September 17, 1956, was there, to 
pont knowledge, sent to all districts of the party, a memor andum?” 

“Was there, subsequent to September 17, 1956, and in 
dietuane with prearranged plans, put into operation a series of 
meetings in Boston, Chicago, Detroit, Los Angeles, Minneapolis, 
New York, and Philadelphia?” 

‘‘Were you present on March 23, 1957, at a meeting at which 
were in attendance Mr. Albert E. Blumberg, John Gates, Milton 


21 Proceedings, 16th National Convention, Communist Party, U.S. A., p. 305. 
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Zaslow, Clifford McAvoy, John McManus, Farrell Dobbs, and 
— Kerry?” ” 

. “Shortly thereafter, and to your knowledge, was there a 
Cumeilanes for Socialist Unity, headed by Clifford T. McAvoy, 
ae 

9. “Now, to your knowledge, did Carl Marzani, who has been 
identified in our record as a Communist Party member, speak at 
the Socialist Unity Forum on November 9, 1956?” (Authenti- 

cated by a circular introduced as exhibit 468. ) 

10. “To your knowledge, did Angus Cameron, who has been 
identified in our record as a Communist Party member, speak at 
the Socialist Unity Forum on January 2, 1957?” (Authenticated 
by a circular introduced as exhibit 468.) 

“To your knowledge, did Russell Nixon, who has been 
identified in our record as a Communist Party member, speak at 
the Socialist Unity Forum on February 15, 1957?” (Authenti- 
cated by a circular introduced as exhibit 468.) 

“Did Victor Perlo, who has been identified in our record as 
a Communist Party member, speak at the Socialist Unity Forum 
on March 15, 1957?” (Authenticated by a circular introduced 
as exhibit 468.) 

13. “To your knowledge, did Fred Fine, a member of the 
national committee of the Communist Party, speak at a sympo- 
sium on American democracy in Chicago?” (authenticated by the 
Daily Worker of March 28, 1957, article introduced as exhibit 
oe. 

“Did Clarence F. Hiskey, who has been identified in our 
sonnea as a Communist Party member, speak at the American 
Socialist Forum on October 14, 1956?” (Authenticated by a 
circular introduc ed as exhibit 468-B mentioning that he would 
speak as ‘“‘a former research chemist for TVA, section manager in 
the Manhattan project.) 

15. “Mr. Blumberg, have you been attending meetings of the 
American Forum for Socialist Education?” * 

The answers given above Saeee that Mr. Blumberg, legislative 
director of the Communist Party, U.S. A., and member of the national 
committee of the American Forum “to Socialist Educ ation, refused to 
disclose to the subcommittee information regarding the forum, most 
of which had been made public through publications of either the 
forum or the CPUSA or both. 


CHAIRMAN DECLINES TO EXPLAIN 


In its quest for firsthand information regarding the American Forum, 
the subcommittee also approached its chairman, Dr. A. J. Muste, 
through a letter dated May 17, 1957. The subcommittee addressed 
to him the following questions based on subcommittee information: 


22 Subcommittee records show that Albert E. Blumberg, Milton Zaslow, Clifford McAvoy, John McManus, 
and Farrell Dobbs were all members of the National Committee of the American Forum for Socialist Educa- 
tion, formed later. John Gates was then a member of the national committee of the Communist Party 
and editor of the Daily Worker. John McManus is the managing editor of the National Guardian, a 
pro-Communist magazine. He has invoked the fifth amendment in testimony before this committee 
regarding his Communist Party membership in the past. Clifford McAvoy was cited in sworn testimony 
before the Senate Internal Security Subcommittee as a onetime member of the Communist Party. He 
is now deceased. Farrell Dobbs is shown as national secretary of the Socialist Workers Party, an organi 
zation which is based on the Communist philosophy of Leon Trotsky. Tom Kerry is chairman of the New 
York local of the Socialist Workers Party. , 

%3 Scope of Soviet Activity, pt. 63, American Forum for Socialist Education, pp. 4009-4017. 
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The subcommittee would like to know from you to what 
extent Mr. Albert E. Blumberg was a moving factor in the 
formation of the American Forum for Socialist Education. 
Would you tell us the extent of your dealing with Mr. 
Blumberg in this and all related matters during the last 18 
months? Did you present a memo to Mr. Blumberg out- 
lining an exchange of opinion on the whole subject of a 
union by the Communist and Socialist-minded groups? 
If you did present such a memorandum, would you supply 
the subcommittee with a copy thereof? 

Will you tell us also of your dealings with otber repre- 
sentatives of the Communist Party, U. S. A., with relation 
to the forum? 


The subcommittee would like to have a full account of 
the following matters pertaining to the formation of the 
American Forum for Socialist Education: 

(1) When and by whom was the formation of this organ- 
ization first suggested to you? 

(2) Who handled contacts with prospective members of 
the AFFSE national committee? To what extent were 
these contacts personal, and to what extent by mail? 

(3) What meetings have been held, when, and where, 
attended by persons now members of the AFFSE national 
committee, at which formation of the AFFSE and related 
matters were discussed? 

(4) Has each of the 40 members of the AFFSE national 
committee personally assented to serving as such? To 
whom, and in what form, were such assents given? Does 
each of these 40 members have an equal vote in manage- 
ment of the affairs of the AFFSE? 

(5) Is there any group or body other than the AFFSE 
national committee which is or will be concerned with 
AFFSE policy or administration? Who are the members 
of the shlbbraiied and executive staff of the AFFSE? 

I ask you also to inform the subcommittee as fully as 
your knowledge permits respecting the source or sources of 
funds used by or available to the American Forum for 
Socialist Education. * 


Dr. Muste replied on May 23, 1957. His letter assured the sub- 
committee that the development of the American Forum “has been 
completely open and aboveboard.”’ Nevertheless he declared that— 


I must on grounds of conscience and in line with my concep- 
tion of my duty as a citizen in a democratic society, decline 
to answer the questions in your letter, written by you as chair- 
man and on behalf of the Senate Internal Security Subcom- 
mittee. * * * 

Should I be subpenaed to appear before the Internal Se- 
curity Subcommittee, it would be impossible for me to do 
more than appear and state my reasons for declining to 
answer questions of the nature set forth in your letter of May 
17, 1957 (exhibit 469—A). 

# Tbid., p. 4018. 
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RED-TINGED PROMOTION 


The exhibits in the hands of the subcommittee which have been 
placed into the record disclosed additional information regarding the 
American Forum and its predecessor, the Socialist Unity Forum, which 
conducted “a symposium on Socialist regroupment”’ at the Great 
Northern Hotel in New York City in 1956 and 1957, with Clifford T. 
McAvoy as chairman. Included in this symposium were: A. J. 
Muste, of the Fellowship of Reconciliation, a pacifist organization ; 
John T. McManus of the National Guardian, a pro-Communist publi- 
cation; Farrell Dobbs of the Socialist W meee Party (Trotskyist) ; 
Max Shachtman of the Inde ‘pende nt Socialist League, an organiza- 
tion which bases itself on the Communist philosophy. of Leon Trotsky. 

Announced as speakers were the following individuals who had in- 
voked the fifth amendment before congressional committees regarding 
their Communist Party membe — Joseph Starobin and Angus 
Cameron (speaker, January 25, 1957); Russ Nixon (speaker, Febru- 
ary 15, 1957); Victor Perlo (speaker , March 15, 1957); and William 
Mandel edie. November 23, 1956). 

Listed also as speake rs were Conrad Lynn, counsel for Carl Braden, 
who was convicted under the Kentucky Sedition Act and later release d 
as a result of a Supreme Court decision invalidating the act (speaker, 
January 25, 1957); Otto Nathan, who was denied a passport because 
of his loyalty record ( (speaker, March 15, 1957); Michael H. Baker, 
chemical engineer, former executive vice chairman, Minnesota Pro- 
gressive Party, speaker on solar and atomic energy (speaker, March 
29, 1957); David Dellinger, editor, Liberation, a pacifist magazine 
(speaker, October 26, 1956); ; W. E. B. DuBois, who has defended 
Communist Party les :ders on numerous occasions (spe aker, November 
9, 1956); Carl Marzani, convicted for falsifying his Communist Party 
record before the Civil Service Commission (speaker, November 9, 
1956). (Names given above are listed in exhibit 468.) 

Listed among the speakers at a forum in Chicago on the Road 
Ahead for the American Left, publicized in the Worker, August 26, 
1956, page 4 (exhibit 468—C) are: Harvey O’Connor, member of the 
national committee of the American Forum, who invoked his consti- 
tutional privilege in refusing to affirm or deny past membership in the 
Communist Party; Bert Cochran, editor of the American Socialist 
and Claude Lightfoot, chairman of the Illinois District Communist 
Party. 

The subcommittee listed the names of those members of the national 
committee of the American Forum who had invoked their constitu- 
tional privilege in refusing to affirm or deny Communist Party affilia- 
tion as follows: James Aronson, John T. McManus, Russell Nixon, 
and Harvey O’Connor. It also listed those who have been cited as 
members of the Communist Party in sworn testimony including: Carl 
Braden, Albert E. Blumberg, Joseph Starobin, and Clifford T. Me- 
Avoy.” 

Publicly admitted members of the Communist Party include: 
Albert E. Blumberg, Doxey A. Wilkerson, Joseph Starobin. Writers 
for the American Socialist, a magazine edited by Bert Cochran in- 
clude: Bayard Rustin, Charles Walker, Sidney Lens, Mulford Sibley, 


35 Congressional Record, February 23, 1956, pp. 2806, 2807. 
% Scope of Soviet Activity, pt. 63, American Forum for Socialist Education, p. 4020. 
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Waldo Frank, Carl Braden, Harvey O’Connor, William E. B. DuBois, 
Conrad Lynn, Kermit Eby, Clifford T. McAvoy, and Michael Baker. 
Writers for the magazine, Liberation, edited by A. J. Muste include: 
Dave Dellinger, Milton Meyer, and William Neumann. Among those 
who have condemned the Smith Act, under which Communist leaders 
have been convicted, are: Derk Bodde, W. E. B. DuBois, Waldo 
Frank, Oliver S. Loud, Harvey O’Connor, and H. H. Wilson.” 


DISOWNED BY SOCIALISTS AND LABOR 


In a letter to the New York Times, dated May 15, 1957, Herman 
Singer, national secretary of the Socialist Party-Social Democratic 
Federation, official American affiliate of the Socialist International, 
questioned the right of the American Forum to the term ‘Socialist.’ 
He declared: 


The American Forum has no right to employ the name ‘“‘so- 
cialism”’ if its members include spokesmen for the Commu- 
nist Party, a group dedicated to the support of dictatorship.* 


Nor did the American Forum have any legitimate claim to speak in 
the name of labor, according to a letter dated May 22, 1957, to Robert 
Morris, chief counsel of the subcommittee, from George Meany, 
president, AFL-CIO, which said in part: 


Under Moscow’s instructions and direction, Communists 
everywhere are now frantically trying to overcome the moral 
ostracism which the above events have inflicted on them. 
In the United States, this effort to break out of the ensuing 
isolation has assumed national proportions in the organiza- 
tion of a new Communist front misnamed the ‘American 
Forum for Socialist Education.” 


* * * * * 


American labor will shun like a plague this self-styled 
American Forum for Socialist Education which obviously 
was conceived and created in line with a decision adopted by 
the last convention of the Kremlin-controlled Communist 
Party in the United States. This organization, like all other 
Communist fronts, has, in its aims and actions only one goal— 
to hide its Communist objective and, under a beguiling name, 
appeal to, mislead and entrap well-meaning Americans into 
serving the cause of Communist subversion and the interests 
of Soviet imperialism, * * *” 


Having received the evidence currently available, Chairman James 
QO. Eastland, on the recommendation of Senator John Marshall Butler 
of Maryland, who presided at the hearing, wrote to Attorney General 
Herbert Brownell, Jr., under date of June 4, 1957, pointing out that 
the American Forum included among its founders “‘a number of active 
members of the American Communist Party, as well as a long list of 
individuals whose names are frequently linked with Communist-front 
organizations” and suggesting that the Justice Department ‘‘under 
the Subversive Activities Control Act of 1950” proceed ‘“‘to determine 


#8 Ibid., p. 4021. 
3% Ibid., p. 4023. 
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whether or not this new organization is a Communist organization 
within the meaning of that act.” 

In connection with the subject matter of this section of its report, 
the subcommittee submits the following conclusions: 


CONCLUSIONS 


The Communist Party continues to be a tool of Moscow. 

Soviet activity in furtherance of the Communist conspiracy con- 
tinued on a worldwide basis during 1957. 

The number of Communist Party members has diminished but 
because the Soviet Union, the director of their activities, is stronger, 
the threat posed by American Communists is greater than ever before. 

Deceit, cruelty, oppression, and subversion continued during 1957 
as instruments of policy of the world Communist organization, under 
the firm doctrine that any means is justified which will further Com- 
munist objectives. 

Communist Party members have wormed their way into many civil 
organizations masquerading as public-spirited citizens assisting various 
civic causes. 

Individual Americans continued during 1957 to give aid and com- 
fort to the world Communist conspiracy. 





SECTION IV 
COMMUNIST PENETRATION OF UNIONS 
NEW COMMUNIST PARTY POLICY AND TACTICS REGARDING UNIONS 


Highly pertinent in connection with Communist influence in labor 
are the recently declared aims and program of the Communist Party 
of the United States of America as disclosed in its 16th convention 
held in New York City in February 1957. One of the resolutions 
adopted and released by that convention reads: 


To end its isolation and expand its mass work, the main 
task of the party today is to overcome completely the in- 
fluence of left-sectarian estimates, policies, and tactics in all 
fields of work * * *, This effort has been under way in the 
party partic ularly since the end of 1952. Following the 
results of the 1952 elections, the national committee began a 
serious struggle against left ‘sectarianism as the main danger 
in our mass work. This found expression * * * in serious 
efforts to influence the left-led unions to reenter the main- 
stream of the labor movement * * *.! 


J. Edgar Hoover, in a statement analyzing that convention, stated 
that the strategy and tactics of that party convention were designed 
to accomplish, among others, the following objectives: 


1. To gain greater mass acceptance. Above-ground ac- 
tivities of the Communist Party have suffered ever since 1950. 
The party now hopes to send its members out among the 
non-Communist masses and to gain for them, through false 
representations of being “loyal’’ and “democratic,” a sympa- 
thetic hearing. 

To lay a foundation for possible unity with other left- 
wing groups. The Communists desperately hope to “make 
contact”? with Socialists, members of the non-Communist 
left, liberals, etc., in an effort to secure their support for Com- 
munist projects. Such policies were not possible in the re- 
cent years of party underground activity. This is merely an 
echo of the aims of the International Communist movement? 


In another part of his statement, Mr. Hoover said: 


The 1957 party convention was no different from previous 
party gatherings which brought about revisions in the con- 
stitution of the Communist Party 18 times, and the changing 
in the name of the party on 9 prior occasions. * * * The 
Communist Party before and after its 1957 convention is part 
and parcel of the worldwide Communist conspiracy. It is 
still responsive to the will of Moscow; it still works for the 
destruction of the American way of life; and it is still dedi- 
cated to the building of a Soviet United States patterned 
after the basic concepts of Marxism-Leninism.’ 

1 Proceedings, 16th annual convention, Communist Party, U. 8. A. 


? Statement of J. Edgar Hoover, March 12, 1957, pp. 10, 11. 
3 Ibid, p. 2. 
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The foregoing makes very pertinent the material contained in The 
Communist Party—A Manual on Organization, by J. Peters, published 
in July 1935 by the Workers Library Publishers, in which it is stated: 


The most important points where the Communist Party 
must work untiringly so as to fulfill the task of winning the 
majority of the wor king class for the struggle against capital- 
ism are the following: 

The big factories, mines, mills, docks, ships, railroads, 
etc., where the great masses of the basic sections of the 
prolet ariat are employed. The Communist Party puts its 
main energy into building party organizations in these 
places. 


Now, some 22 years later, we find that the aims and objectives of 
the Communist Party are still essentially the same as pertains to its 
encroachment on, and exploitation of, the labor movement. Quoting 
from the proceedings in the 16th National Convention of the Com- 
munist Party, U.S. A. in 1957: 


Workers who are Communists are organized on the basis 
of their natural day-to-day working life in shops and 
industries. * * * 

The Communist Party is deeply convinced that the 
workers of our country are that class which will lead the 
whole people toward a better future. This conviction leads 
the Communists to do all in their power to help the workers 
in their struggles, to assist in organizing them, and to stand 
shoulder to shoulder with their fellow unionists in the front 
ranks when the battle grows hot. * * * 

The point of view of the Communist Party is that of class 
struggle. * * * 


The fact that the recent Communist Party convention affirmed 
anew the loyalty of the American Communists to the ideals of inter- 
national labor solidarity clearly manifests itself through the spectacle 
of many locals of Communist-controlled unions which had been cited 
as Communist-dominated and expelled from the CIO transferring to 
other legitimate labor organizations thereby reentering the labor 
movement under the protective aegis of the AFL-CIO. Testimony 
taken from a number of veteran unionists in this category would seem 
to indicate that the crystallized plan of leadership of the Communist 
movement in the United States is to reinfiltrate non-Communist labor 
organizations. 

With respect to the subcommittee’s evidence as to Communist activ- 
ity on the part of certain labor leaders now part of the AFL-CIO, 
these leaders took this position : They would answer questions about 
connections with the Communist organization after a fixed date 
(May 17, 1956, was most often selected) but, as to their Communist 
activities prior to that time, they hid behind claim of privilege under 
the fifth amendment. 

The cutoff date most often coincided with the entry of these persons 
into the AFL-CIO from the Communist-controlled union. 

There are several considerations raised by this spectacle: 

The subcommittee was being asked to believe that as many as 
seven experienced and veteran Communists, who could not deny 
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Communist membership on May 16, 1956, could, by the greatest of 
coincidences, so deny Communist membership on May 17, 1956. 

There was also the clear directive of the Communist leaders—‘‘eft 
sectarianism’? was the “main danger’’—‘‘the left-led unions (must) 
reenter the mainstream of the labor movement.”’ It is obvious that, 
if Communists do reenter the AFL-CIO, they are not going to be 
demonstrably Communist. 

The subcommittee can present only evidence of past activity of 
Communist members. Evidence of present membership is almost 
theoretically unobtainable. When evidence of racketeering, corrup- 
tion, or any other issue is involved, the various subcommittees, if they 
adhere to facts, must tell what has happened in order to portray the 
present need. When past activity is accompanied by present defiance 
of the Congress of the United States, an added factor comes forth to 
justify a conclusion of present-day disorder. 


AMERICAN COMMUNICATIONS ASSOCIATION 


The Internal Security Subcommittee, over an extended period, has 
taken testimony which has established that the ACA, which is bar- 
gaining agent for some 4,500 employees of Western Union and 200 
employees of RCA, has been over a period of many years dominated 
by a Communist leadership. This union, expelled ‘by the CIO for its 
adherence to the Communist line and program, is obviously closely 
identified with one of the most vital industries of the defense planning 
of this Nation. 

The members of this Communist-controlled union are now manning 
the land, air, and sea communications used extensively by a number 
of agencies of our Government, including the Departments of Defense 
and State. 

The peril involved in this situation has been commented upon by 
an official of the Defense Department thus: 


This situation is further aggravated in instances where 
the employees of the facility who with minor exceptions are 
loyal, trustworthy Americans yet are being represented 
in labor-management relations by a union which is Com- 
munist-controlled. Such loyal employees, although osten- 
sibly serving a genuine union cause, can be misled to serve a 
purpose which, in fact, is politically inspired and contrary to 
our Government's best interests * * * (p. 3901). 


It should be clear and unmistakable that the existence of such 
condition is of vital concern for the security of this Nation. With 
Soviet power to wage sudden war against the United States increasing 
day by day, the problem of providing legislation that will eliminate the 
possibility of Communist agents being in a strategic position not only 
to intercept messages but even to cut off instructions to our bases 
overseas and communications with our allies, should have great 
urgency on the basis of the public interest and safety. 

It is quite apparent that communications systems, with disciplined 
Communists placed in various positions of accessibility to necessary 
technical devices, are readily vulnerable to interception of messages 
and are easily subject to serious impairment. Testimony in the record 
shows that an employee ostensibly inspecting or servicing cables or 
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connections in or near the control or operations rooms could pour 
acid on cables with little chance of detection. The result can be trouble 
not manifested for a number of days which likely could put that part 
of the system completely out of service. The time element ivekved 
to effect repairs of the system might possibly consume many months. 
The disastrous effects at a critical time can hardly be calculated. 

Joseph J. Lenahan, technician for the Western Union Telegraph 
Co. in New York and president of Local 146 of the Commercial Teleg- 
raphers Union, AFL-CIO, told the subcommittee of sabotage potential 
in this excerpt from his testimony: 


Mr. Lenanan. * * * I eens went around and just 
touched each cable without anybody detecting me doing that. 
Mr. Morris. This is by way of aiding your testimony? ? 

Mr. Lenanan. That is right. 

I could just as easily have gone along with a bottle of acid 
and poured it on those cables, and nothing would have hap- 
pened for perhaps a couple of days. By that time nobody 
would have known who did it. ‘There is great potential of 
sabotage in the event of war there. 

* * * * * 


Mr. Morris. How much time would be consumed in re- 
pairing these wires that had been severed or cut or burned? 

Mr. Lenanuan. It would take weeks or months to put the 
New York office back in operation if any such thing as I 
described took place (pp. 3808, 3809). 


E. L. Hageman, national president of the Commercial Telegraphers 
Union, Western Union Division, pointed out to the subcommittee that 
all Western Union employees have access in varying degress to mes- 
sages going through the telegraph office. 


If the Soviet espionage system had access or contact with 
a hard-core Commie—and in my mind a hard-core Commie 
will do whatever the Communist Party tells him to do—if 
the Soviet espionage system had access to a hard-core 
Commie in a telegraph office, there is no question but that 
they could get information which might be valuable (p. 3133). 


Mr. Lenahan said that a maintenance man actually could steal 


perforated tape from teletype machines used to monitor circuits. He 
testified: 


We are supposed to destroy that tape—throw it in the 
wastebasket * * * and we do in most cases. But the 
possibility is there that, if someone wanted to take that 
material, they could roll that tape up instead of throwing 
it in the wastebasket, and put it in their pocket. * * * On 
most of your military circuits, the Defense Department uses 
what is known as telecrypton. That changes the pulses 
coming over the circuit. For a man like myself, working 
on the circuit, we could not read that * * * [but] I could 
take that coded tape and stick that in my pocket, if I were 
a member of an espionage ring, and deliver it to a key point 
where another member of the espionage ring could take it 
where they have people who could change the telecrypton 
on these machines (p. 3904). 
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Mr. Hageman said that the National Labor Relations Board is 
required to continue recognizing the ACA as the bargaining agent for 
Western Union employees in the New York area because it is not 
possible under existing laws for the National Labor Relations Board 
to disestablish ACA as a Communist-dominated union, in the same 
manner as, in the past, it has disestablished “company” unions. 

Mr. Hageman said the ACA was ‘“* * * kicked out of the CIO 
because of Commie control and domination, following the Commie 
Party line, in 1950. But they go on and on” (p. 3909). 

Six persons connected with the American Communications Asso- 
ciation, when called to testify before the subcommittee, invoked the 
fifth amendment privilege against self-incrimination in refusing to 
testify regarding their Communist affiliations, or of their Communist 
activities within the union. These witnesses included the president 
of ACA; the editor of the ACA News; the chairman of the most 
powerful local of the ACA; an executive-board member; a shop 
steward and a veteran rank and file member. 

From the president of the American Communications Association, 
who declined to say whether he is or was a Communist, was elicited 
the fact that the union has about 8,000 dues-paying members and that 
members of this union have access to telograph lines and have the 
opportunity to cut in on circuits. The union’s editor testified that 
his publication has a circulation of between 8,000 and 10,000, but he 
resorted to the fifth amendment when asked if he is a Communist and 
whether he knew persons in ACA who were or are Communists. 

Two other ACA members who appeared before the subcommittee, 
Howard V. Trautman and Salvatore Testa, both employees of RCA 
Communications, claimed only the first amendment in refusing to 
answer questions about Communist activities. Both pointedly re- 
frained from invoking the fifth-amendment privilege against self- 
incrimination. Another witness at the same hearing testified she had 
known both Trautman and Testa as disciplined Communist Party 
members. Following that hearing, both Trautman and Testa were 
suspended from employment by RCA, with the stipulation that if 
they appeared before the subcommittee or another authority within 
60 days and testified fully about Communist activities, and were not 
found to be admitted Communists, they would be reinstated. Other- 
wise, RCA stated they would be discharged. At the end of that 
period, they were in fact discharged. But ACA appealed the action 
to an arbitrator, who ruled on November 25, 1957, that there was no 
“cause” for discharge, and that Trautman and Testa were entitled to 
reinstatement and back pay from the date of discharge. 

An official of the Defense Department has told the subcommittee 
with respect to defense communications: 


Up to this time, we have been unable to satisfactorily meet, 
under existing legislation, all the security problems which 
arise in this complex field. This is best illustrated in the 
facility where we may or may not have classified information 
but which, because of the nature of the service rendered by 
the fac ility, the Department of Defense depends upon it to a 
high degree. Many public utility-type facilities fall into this 
category. 
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In such facilities, when classified information is involved, 
we will be able to determine the employee who is considered 
a security risk and to prevent him from working on classified 
work or from having access to classified information. Such 
an individual, however, may continue his employment with 
the facility thus constituting a powerful threat to our security 
posture. 

We should recognize that whenever any kind of situation 
such as that discussed here is identified and then permitted to 
continue, the element of risk to our Nation’s security runs 
unacceptably high (p. 3901). 


UNITED AUTOMOBILE WORKERS 


During the course of the past several months, the subcommittee 
heard a number of witnesses who are local officials of the United 
Automobile Workers. These members included two chief stewards, 
a member of the bylaws and election committee, a vice president of 
one local, and a financial secretary of another local. In response to 
any query regarding participation in Communist activities or affilia- 
tion with Communist causes, these persons asserted constitutional 
privilege. 

Another witness, a recently elected president of a large unit of the 
strongest local of the UAW, admitted his past Communist Party 
membership and fully outlined, upon inquiry, his reasons for severing 
connection with the Communist Party and explained many of the 
devious techniques employed by the Communist conspiracy to 
accomplish certain objectives. 

As a result of the above situations, the president of a prominent 
local of UAW immediately published (Ford Facts, May 18, 1957, p. 1), 
a scathing article denouncing the subcommittee and challenging its 
right to conduct duly authorized inquiries. Strangely enough, this 
article from the union leader condoned the attitude of the witness 
seeking refuge in the fifth amendment and condemned the witness 
who saw fit to be fully responsive to questions regarding his Com- 
munist activities. 

The article reads as follows 


President Carl Stellato Reports on Washington 
Security Hearings 


Regrettable as it is, my responsibilities are such that it 
necessitates my bringing to your attention a time-worn ad- 
verse problem—adverse in a sense that it hurts the union 
and its membership. I am, of course, referring to the sub- 
penaing of four local union officeholders, namely, Brother 
John Orr, vice president of local 600; the local union editor, 
James Watts; Brother Dorosh, recording secretary, tool and 
die unit; and Paul Boatin, president-elect of the engine 
plant. 

If the membership does not fully realize the daily increase 
in the activities of the antiunion forces in the country, then 
it is my thinking that we had better get hold of ourselves 
and take a good hard look at the situation. 





INTERNAL SPCURITY—1957 REPORT 


For example, the McClellan Senate committee, which was 
established by the Senate to investigate improper activities 
in labor-management relations, has so far confined its head- 
lines to alleged gangsterism and racketeering in trade 
unions to the exclusion of management. While I am vigor- 
ously opposed to racketeering in unions, I am just as vigor- 
ously opposed to it on the part of management or anyone 
else. 

In my way of thinking, this committee is concerned more 
with the passage of legislation comparable to the present 
“right-to-work laws’ now enacted in 18 States than to help 
the unions in winning the new goals set in the 16th UAW 
constitutional convention necessary for a better life for all of 
the people in the country. 

The counterpart of the McClellan committee active today 
is the Eastland Senate Subcommittee on Internal Security, 
of the Senate Judiciary Committee. I don’t feel that I should 
get into all of the ramifications of the activities of this com- 
mittee which is charged with policing the Internal Security 
Act passed in 1950. I will not quarrel with the United 
States Senate on its investigative need. I feel they are 
properly constituted by law and therefore must be respected 
as an agency of Congress. 

A considerable number of American citizens are asking, and 
I am wondering if they are not correct in asking, Why is there 
so much concentration on labor? Yes, the concentration is 
on militant trade unions and unionists. Shouldn’t the East- 
land Committee on Internal Security spend some time 
investigating and curbing the activities of organizations that 
pose an equal security risk to the United States, such as the 
KKK, White Citizens Councils, etc.? Have we as a 
democracy deteriorated so much that some 200 million people 
don’t know right from wrong? Are we on our way to out- 
lawing the right to dissent? Has democracy become weak 
and is crumbling? I believe not. 

We are fast approaching a new era for mankind. Just 
imagine the century of atomic energy just before us. Auto- 
mation, shorter workweek, more leisure time for recreation, 
educational, and cultural purposes for ourselves and our 
children. The UAW stands at the fore united with millions 
of other “ones workers. 

In our eagerness to accomplish these goals, we become 
militant, our thoughts become dynamic and we can’t wait 
for the day when our visions will be accomplished. 

Isn’t it possible that before the birth of our great unions 
that amongst our ranks we had those with great vision in the 
organization of the workers in the union—visions of security 
rights, vacations, holiday pay, pensions, and who, because of 
their visions, sometimes may have become militant—and to 
those in opposition may be overmilitant? 

I journeyed at my own expense to Washington, D. C., with 
three subpenaed officers of the loc al—Brothers ‘Orr, W atts, 
and Dorosh. My purpose was to defend my local union and 
learn firsthand what were the reasons for calling some local 
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and unit officers. I acted, at their request, as counsel for 
Vice President Orr and Editor Watts in an executive hearing 
before the Subcommittee on Internal Security. In this 
hearing Senator Butler acted as chairman. 

Brothers Orr and Watts agreed that both would testify in 
an executive hearing in the presence of each other along with 
myself. My conclusions on this phase of the hearings are 
that 1 am proud of the way both Brothers John Orr and 
James Watts answered all questions relating to their own 
activities within the union and as Americans. 

Brother Orr made it crystal clear to Senator Butler and 
counsel for the committee, Mr. Morris, that he, as an 
American, resented and felt personally insulted in having 
been subpenaed to testify. He said that a subpena from the 
Committee on Internal Security left the impression with 
many people that he had something to hide or that he had tc 
be forced to appear for questioning when the opposite was 
true. John said, “I have nothing to hide. I am not now nor 
have I ever been a member of the Communist Party,” and 
proceeded to answer all questions. 

Brother Watts also answered all questions and admitted 
having attended some Communist meetings for some 9 
months in 1943 or 1944. Neither of them availed himself of 
any constitutional amendments. Their testimony was 
confined to answering questions based on information about 
their own activities that were contained in the committee 
files. 

Brother Dorosh, tool-and-die recording secretary, gave 
testimony in the executive session and the open hearing on 
trade-union matters dealing with his post as unit secretary. 
When the question arose of whether he was a Communist 
now, or was in the past—after having consulted with the 
international union and being told that union policy frowns 
on the use of constitutional privileges when testifying on 
union finances but not when dealing with civil liberties and 
upon advice of his attorney —Brother Dorosh invoked his 
constitutional privileges. Brother Dorosh refused to discuss 
the activities of other union members or the activities of the 
progressive caucus which seemed to be the central point of 
the committee’s questioning. Brother Dorosh was dismissed 
by the committee. 

My conclusion on this phase of the hearing is that whether 
one agrees with an individual using the fifth amendment or 
the first amendment is not important. 

What is important, in my opinion, is that as Americans 
we all recognize that both the first and fifth amendments 
were written into the Constitution of the United States of 
America by the fathers of our country. The Constitution of 
the United States of America is the very basis and the “guts” 
of American democracy and all Americans are entitled to 
exercise their rights and privileges. To frown upon one who 
exercises his right under our Constitution is, in my opinion, 
to frown upon ‘democracy. 
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The other witness was the president-elect from the engine 
plant, Paul Boatin. Boatin, I am given to understand, con- 
sumed a little better than an hour in the executive session on 
Tuesday. 

In the open hearings, Paul Boatin admitted membership 
in the Communist Party and went briefly into his experience 
before his alleged expulsion. The counsel for the committee 
interrupted the hearing after some 5 minutes of testimony 
and suggested that Boatin be held on a standby basis—for 
further hearing, I suppose. 

My conclusions on this phase of the testimony concerning 
Paul Boatin are that Boatin has a right to confess to Senator 
Eastland his subversive activities and leadership in the 
Communist Party from 1939 to 1949. And while Boatin 
was quoted in the Detroit Free Press, dated Wednesday, 
May 15, 1957, as stating: 

“The law yer the local hired at that time, Ernest Goodman, 
advised us to claim the fifth amendment protection, ” Boatin 
said after Tuesday’s hearing. 

“The local took the position at the time that the Un- 
American Activities Committee was antilabor, and refused 
to cooperate.”’ 

Paul Boatin lied again. (1) The local did not hire Ernest 

Goodman or any other attorne y in 1952 when the Un-Ameri- 
can Activities Committee visited Detroit; (2) Boatin and 
others who were represented in the hearings by Goodman 
paid for his services out of their own pockets; (3) the local 
did not instruct, advise, or indicate in any way how anyone 
should behave. 

Is it true that Paul Boatin in the 1952 Un-American Com- 
mittee hearings used the fifth amendment to protect himself 
from possible prosecution and possible deportation under the 
immigration law for having possibly falsified his application 
for citizenship, for, by his own testimony in 1952, he said he 
applied for and received his naturalization papers in 1947 
after having enjoyed the fruits of American democracy for 
25 years? At the recent hearings he admitted being a 
member of the Communist Party between 1939 and 1949. 

Without question, Brother Boatin, in my opinion, will be 
a star witness in future hearings for both the Un-American 
Activities Committee and the Senate Committee on Internal 
Security. 

[ imagine in the 10 years of admitted leadership in the 
Communist Party Paul Boatin must have signed up into the 
Communist Party many decent, honest American union 
members whom he was able to convince with his lies that the 
answer to all of the problems facing American workers would 
be found in the Communist Party. 

I would like to conclude by bringing to the attention of 
the membership the need for comple te unity. I need only 
refer you to the flat and emphatic “No” that Mr. Bugas 
gave to Brother Reuther as his answer to the union’s request 
that a joint committee be set up to lay the groundwork for a 
shorter workweek. However, neither Bugas’ ‘‘No” answer 
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and the attacks on us from various committees, nor the 
attacks upon union officers by former Communists will deter 
local 600 from moving ahead to do the job for the member- 
ship. 


The ethical-practices code adopted by the AFL-CIO provides, 
among other things, that it is a basic principle of this federation to 
remain free from the undermining efforts of Communist agencies and 
that the AFL-CIO and each of its affiliated unions should preclude 
any Communist or Fascist from holding office of any kind in such 

trade unions or organizations. Set forth below are excerpted pro- 
visions of the ethical practices code approved by the AFL-CIO Ex- 
ecutive Council on January 31, 1957: 


ETHICAL PRACTICES CODE III 
RACKETEERS, CROOKS, COMMUNISTS, AND FASCISTS 


This is the third in a series of recommended codes which 
the committee on ethical practices has developed in accord- 
ance with the direction of the executive council that it 
should ‘‘develop a set of principles and guides for adoption 
by the AFL-CIO in order to implement the constitutional 
determination that the AFL-CIO shall be and remain free 
from all corrupt influences.” 

Article VIII, section 7, of the constitution of the AFL- 
CIO establishes that ‘‘it is a basic principle of this federation 
that it must be and remain free from any and all corrupt 
influences and from the undermining efforts of Communist, 
Fascist, or other totalitarian agencies who are opposed to 
the basic principles of our demoe racy and of free and demo- 
cratic trade unionism.” Under this constitutional provision 
there is no room within the federation or any of its affiliated 
unions for any person in a position of leadership or respon- 
sibility who is a crook, a racketeer, a Communist, or a Fascist. 
And it is the obligation of every union affiliated with the 
AFL-CIO to take appropriate steps to insure that this prin- 
ciple is complied with * * *. 

On the basis of these considerations, the ethical practices 
committee, under the authority vested in it by the constitu- 
tion of the AFL-CIO, pursuant to the mandate of the first 
constitutional convention of the AFL-CIO, recommends that 
the executive council of the AFL-CIO adopt the following 
policies to safeguard the good name of the AFL-CIO and its 
a unions: 

The AFL-CIO and each of its affiliated unions should 
ties the obligation, through appropriate constitutional 
or administrative measures and orderly procedures, to insure 
that no persons who constitute corrupt influences or practices 
or who represent or support Communist, Fascist, or totali- 
tarian agencies should hold office of any kind in such trade 
unions or organizations * * *., 

4. No person should hold or retain office or appointed po- 
sition in the AFL-CIO or any of its affiliated national or 
international unions or subordinate bodies thereof who is a 
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member, consistent supporter or who actively participates 
in the activities of the Communist Party or of any Fascist or 
other totalitarian organization which opposes the democratic 
principles to which our country and the American trade-union 
movement are dedicated. 


Subsequent to the hearings at which were heard the above referred 
to witnesses, Walter Reuther, president of the UAW, in a publicized 
letter sent to all UAW locals, warned pleaders of the fifth amendment, 
particularly those who were union officers, and stated that any union 
member whose Communist affiliation has been exposed must present 
clear and sufficient evidence that he is not disqualified from holding 
office under the provisions of the AFL-CIO ethical practices code 
and that the local union executive board should hold a hearing on 
each such case. 

Several logical subjects for such an inquiry had become apparent 
during the course of our hearings. Generally speaking, witnesses 
affiliated with the UAW who were questioned by the subcommittee 
fell into three categories: (1) those who admitted past Communist 
membership but declined certain questions under the first amend- 
ment to the Constitution; (2) those who stated that they were not 
members of the Communist Party at the time of the hearing, but 
declined under the fifth amendment to say if they had been in the 
past, or to discuss other Communist activities; and (3) those who 
used the fifth amendment in declining to answer questions about 
present and past Communist membership, or any other related 
questions, 

The latter group, consisting of Hyman Fireman, Walter Dorosh, 
Mack Cinzori, Max Trachtenberg, and James M. Simmons, was just 
as adamant in its resort to the fifth amendment as the corrupt labor 
leaders whose similar tactics have been universally deplored. 

Following one of the Internal Security Subcommittee hearings at 
which UAW personnel testified, Chairman Eastland declared: 


I hope there is no double standard between (the Dave Beck 
investigation) and these things. 


INTERNATIONAL LONGSHOREMEN’S AND WAREHOUSEMEN’S UNION 


Shortly prior to the first session of this Congress, the subcommittee 
heard testimony from Jeff Kibre, who identifie d himself as W ashington 
representative of ILWU, and Irving Charles Velson, who said he was 
the union’s representative in New York. Both invoked the fifth 
amendment, rather than affirm or deny Communist membership. 
The subcommittee also heard three other witnesses who invoked the 
fifth amendment on questions as to whether they had any acquaintance 
or connections with ILWU president, Harry Bridges. Two refused 
to say whether or not they are or had been Communist organizers on 
the waterfront, the third as to whether he had been editor “of a publi- 
cation of the waterfront section of the Communist Party. 











52 INTERNAL SECURITY—1957 REPORT 


During its hearings in Honolulu in December 1956, the subcom- 
mittee obtained a vivid picture of the Hawaiian Islands as a Com- 
munist target and of the control of ILWU over the islands. 

Lt. Gen. John W. O’Daniel, United States Army, retired, command- 
ing general in the Pacific from September 1952 to April 15, 1954, de- 
scribed the island area as— 


very important militarily in that it offers a staging area for 
any operations that might be necessary in the Far Pacific. 
It offers a natural headquarters for all the commands of the 
Far Pacific. It acts as a depot for supplies to the Far 
Pacific (p. 2231). 


Another witness, William B. Stephenson, a former naval intelligence 
officer, now Chairman of the Territorial Commission on Subversive 
Activity, observed that the islands are essential to trans-Pacific air 
travel and that they provide an indispensible base for refueling and 
repair of Pacific fleet elements. 

Two labor organizations which, combined, have a membership of 
between 27,000 and 28,000, according to Gov. Samuel Wilder King, 
are involved in the islands’ Communist problem. 


Governor King testified: 


In 1950 the CIO expelled the ILWU and several other 
unions on the mainland on the grounds that they were Com- 
munist dominated. Today the same leaders are still running 
the ILWU. 

Also we know that the leaders of the UPW, the United 
Public Workers, originally organized here as a branch of the 
United Public Workers of America, have been identified as 
having been members of the Communist Party (p. 2244). 


Mr. Stephenson elaborated: 


In Hawaii we have the International Longshoremen’s & 
Warehousemen’s Union. They started out organizing the 
longshoremen. I am not informed on whether warehouse- 
men are organized or not. Possibly they are. But as I 
said earlier, and you have had other testimony, the great 
bulk of the membership is among agricultural workers. 

I think that is a little bit atypical. It shows a growth of 
this union, not primarily in the field in which it was set up 
to operate, but, in this particular area, a growth calculated 
to get control of as large a percentage of the labor force of 
the Territory of Hawaii as possible. 

Now, they have organized a bakery here; they have 
organized workers in the shops of automobile dealers (p. 
2528). 

POWER TO PARALYZE 


The power of the loneshoremen to paralyze the islands was demon- 
strated, he said, in 1949. 


Mr. Morris. Will you tell us briefly about the 1949 
strike? 

Mr. SterpHenson. Well, by perhaps an unhappy coinci- 
dence, the strike started on May 1. That happens to be 
known as International Working Class Day in Moscow. 
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The strike started on May 1, 1949, and continued for nearly 
6 months. The strike was of increasingly greater deleterious 
effect to the Territory. Stocks of foodstuffs, for example, or 
clothing or building materials, that were here prior to May 1 
of that year were used up. We had the problem of replacing 
them. I have made no effort to refresh my memory on all 
the details of that strike, but the community was up in arms, 
and this was all the result of the control exercised by a small 
group of men. 

Now, you’ve had testimony here indicating that the 
strength of the membership of the ILWU in these islands 
is somewhere around 24,000 members. 

I believe, at that time, the longshore group of the union 
had somewhere around 2,000—maybe only 1,700. It was 
only the longsboremen who went out on strike. It wasn’t 
necessary to strike the sugar or pineapple industries because, 
in my analysis, the Hawaiian Islands may be visualized as 
a human body would, and you don’t have to kill the whole 
body in order to kill the victim. You can throttle him at 
the throat. And the throat of the Hawaiian Islands, from 
the standpoint of dependency upon the material things of 
life, is the Honolulu waterfront and to a lesser degree the 
outer island waterfronts. Theoretically you might supply 
these islands by air, but if you gentlemen will recall the 
Berlin airlift of 1948, that placed a tremendous strain on 
the military and civilian air transport facilities of the United 
States, and they were flying a relatively short distance—not 
2,200 miles. 

So under the present, using the present type of aircraft 
that we have in the world, you cannot feasibly, economically, 
ever supply these islands solely by air. 

Mr. Morris. Mr. Stephenson, the fact that the pineapple 
and sugar plantation workers did not go on strike actually 
aided the strikers, did it not? 

Mr. SrepHeEnson. It certainly did. 

Mr. Morris. Will you tell us how? 

Mr. STEPHENSON. I| say in round figures 2,000 longshore- 
men were out on strike. That leaves, say, 22,000 workers 
who were not on strike. They were still employed in sugar 
and pineapple. They were being paid wages, they were 
subject to strike assessments for the benefit of the waterfront 
strikers. They did pay strike assessments. They helped 
their fellow members who were on strike on the waterfront 
(p. 2525). 

Other strikes he described as “‘political,” explaining: 


They strike their employer to show their displeasure with 
the government. 

He cited as examples: walkouts of sugar workers in 1950 after Harry 
Bridges, president of ILWU, was convicted of falsifying his application 
for citizenship; in 1953, after Jack W. Hall, Bridges’ chief lieutenant in 
the islands, was convicted of conspiracy under the Smith Act, when it 
was estimated that 18,000, or 90 percent of the sugar workers, all 1,700 
longshoremen and half the pineapple workers were on strike; a walkout 
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of undetermined proportions when the subcommittee opened its hear- 
ings, and a suspension of union bargaining activity in 1956 because of 
remarks by Secretary of Labor James P. Mitchell, to which Bridges 
took offense (pp. 2531-2533). 

The impact on the islands of the tight control exercised by the 
Red-lined leadership of ILWU and UPW was described by Benjamin 
F. Dillingham, public official and prominent businessman. He 
testified: 


Mr. Ditiincuam. We, as you know, are primarily an agri- 
cultural community and, outside of the basic industries of 
sugar and pine apple, we are dependent upon service indus- 
tries to service in effect those two basic industries. Now 
that is outside of any businesses that are affected by the 
presence here of our armed services. Because we are an 
agricultural community, we’re particularly vulnerable to 
plantlife, you might say, so that, when pineapples get ripe, 
they don’t wait because there’s a strike going on; they have 
to be picked when they’re ripe. The plantings have to go 
forward in order to meet the cycles, to assure a constant 
rate of production. They have to be weeded, they have to 
be fertilized, they have to be sprayed against blight. And, 
when a strike is called, all of that stops. 

In the sugar industry, in addition to those factors, sugar 
must be watered, and when you don’t water the cane it dies, 
and it died in 1946, I believe it was, when there was a very 
serious sugar strike here, islandwide. Not a drop of water 
was put on the cane. It dried up and looked like grass. 
Acres of it. Gone forever. Two years of effort thrown out 
the window for that fact. 

Now, a strike in the pineapple industry can wipe out a 
crop, wipe out several crops. It can wipe out the harvest. 
The same applies in the sugar industry. And then, once 
you have—assuming you have got the sugar harvested and 
in the raw condition, and pine apple in the cans, it is im- 
portant to get that sugar and pineapple to market, because 
you don’t get paid for that crop unless it is marketed, 
shipped. 

And because of the hold which the ILWU has over the 
shipping industry, a stoppage there can block you again 
from getting any of those products out of the Territory ‘and 
to market. 

Likewise, we depend upon shipping for virtually all our 
basic needs of life here. Outside of airmail and a few com- 
modities that can be brought in by air, we have no trucking 
service, we have no railroad service to fall back on, to relate 
us, to tie us to other communities of the United States; we 
are dependent upon ships. So when the shipping is cut off, 
we’re not only denied access to the mainland for the sale of 
our products we produce here and depend upon for a liveli- 
hood, but we are denied an opportunity to receive our food, 
our clothing, our necessary supplies. 

And when you realize—and as I say, except for the mili- 
tary, which is very substantial to be sure, but it is not by 
any means our staff of life, you might say—when you realize 
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that the shipping and the pineapple and the sugar industries 
are subject to the whim, regardless of contract or any kind 
of obligation, subject to the whim of one man, you will 
understand the position this community is in every day, 
every week, every month of every year. 

* * * *” * 


What does that mean? Well, there isn’t any dictator any- 
where in the whole world that has any more power than 
that, Senator—none (pp. 2471, 2472). 


CHECKOFF SYSTEM IN GOVERNMENT 


Mr. Stephenson said he could see “no significant diminution of Com- 
munist power in Hawaii” over the years. Acknowledging that there 
have been some signs of revolt against Communist leadership, as in 
the island of Kauai, he said: 


The fact remains, however, that in my analysis, and I 
think Harry Bridges and Jack Hall concur with me in this, 
the most important place in which they must retain their 
power and retain it for the longest, if they have to ever give 
it up, is at the Honolulu waterfront. And I see no signs of 
a diminution of power there. 

Now, let’s take this other Communist-led union, the United 
Public Workers. That has gotten stronger over the years. 
Their membership has gone up (p. 2551). 


UPW, Stephenson informed the subcommittee, has even established 
a dues “checkoff”’ system in government offices. He explained: 


A man can sign a slip with the county auditor that he 
wants UPW dues deducted from his pay and remitted to the 
union (p. 2551). 


There is no checkoff by Federal agencies, he added. 

As a result of these 1956 hearings, the international secretary 
treasurer of ILWU, Louis Goldblatt, was called to testify before the 
subcommittee in 1957 regarding the union’s interest in the east- 
coast waterfront. He testified he had been connected with ILWU 
since 1935 and had been a fulltime officer since about 1941. 

Mr. Goldblatt described Velson as an “observer” and said no effort 
is being made to organize the eastern ports for ILWU. 


Senator Hruska. How far east does your union have locals 
at the present? 

Mr. GotpsiattT. We have small locals in Chicago, New 
Orleans, Washington, D. C. Those are comparatively 
insignificant. 

* * * * 


Senator Hruska. Have you made efforts to get into the 
New York area in recent months? 

Mr. GoupsuatTtT. No; we haven’t. 

Senator Hruska. Have you conducted any negotiations or 
any transactions preliminary to getting into the New York 
area? 
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Mr. Gotpsiatr. I don’t know what you mean by that, 
Senator. 

Senator Hruska. Have you a representative in New York 
representing your union and interested in its establishment 
in the New York area? 

Mr. Goupsuatt. We have an observer in New York. He 
is not there for the purpose of trying to organize workers in 
New York. 

Senator Hruska. What is his name? 

Mr. Goupsuatr. His name is Charles Velson. 

Mr. Morris. I think the record should show, Senator, 
that Mr. Velson has appeared before the Internal Security 
Subcommittee and when questions were asked him about his 
connections with the Communist Party he refused to answer, 
claiming his privilege under the fifth amendment (pp. 4506). 


FINANCIAL TESTIMONY REFUSED 


When Mr. Goldblatt was asked how much money Velson was al- 
lowed to conduct his activities for the union, the ILWU official said 
agents of the Internal Revenue Department had been examining the 
union’s financial records during the past year and he did not intend 
to answer any questions about union funds, claiming fifth-amendment 
privilege. 


Mr. Morris. Senator, the reason for asking that question 
of this particular witness was because we have information 
that Mr. Velson, the person to whom reference has been 
made, has been spending money trying to exert the power 
of the ILWU on the east coast. We got various reports as 
to the extent of this and we have no way of determining 
exactly how much he has been given by the union unless we 
ask the secretary-treasurer of the union. It is information 
we require for the continuance of our investigations. 

* * + * a 


Senator Hruska. The chairman would like to point out 
that the use of union funds by anyone who represents your 
union who might be active in the Communist Party is defi- 
nitely a part of our inquiry. We feel that it serves a legisla- 
tive purpose. 

We want to know if there has been any connection between 
any of the unions and the funds which they have and the 
Communist Party and whether one is being used by the other. 

Therefore, we feel that that is a legitimate objective of 
inquiry and that it will serve a definite legislative purpose 
(pp. 4507, 4508). 


Mr. Morris then turned to the relationship between the ILWU and 
the International Longshoremen’s Association on the east coast. 


Mr. Morris. Now, are you acquainted with a recent visit 
of some ILWU clerks to the east coast? 

Mr. Goupsuart. I am. 

Mr. Morris. There is a reference to it in the Dispatcher, 
which is the official publication of your union; is it not? 

Mr. Gotpsiattr. That is correct. 
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Mr. Morris. I have before me the Dispatcher of June 7, 
1957, and it reports an item that “ILA officials welcome 
visiting ILWU clerks.” 

Could you tell us about that visit? 

Mr. Goutpsiatr. Why don’t you read the Dispatcher’s 
story into the record? It is all there. 

Mr. Morais. I think you know more about it than ap- 
pears in the Dispatcher. I ask you to answer the question 
as a witness (p. 4508). 

. . * * * 


Senator Hruska. What interest has your union in the 
wage structure on the east coast? 

Mr. Goupsuatr. They always have a certain relationship 
to each other. They do the same work. The same is true 
with the seaman’s wages on the east coast; it has a direct 
relationship to the seaman’s wages on the west coast (p. 4509). 

+ * * + * 


Mr. Morris. Is it one of the objectives of the ILWU to 
secure & common expiration date to terminate contracts? 

Mr. Goutpsiatr. That is not merely our objective, that is 
the objective of the House Merchant Fisheries Committee. 
That is the objective of the Federal Maritime Board; that 
is the objective of a substantial number of east-coast em- 
ployers and I know that it is the objective of the west-coast 
employers. 

* * ” + * 


Mr. Morris. It does make it possible to have an industry- 
wide strike, does it not, universal in nature? 

Mr. Goupsiatr. You don’t need & common expiration 
date to have an industrywide strike. 

Mr. Morris. It would be much more difficult to have an 
industrywide strike when having different terminal dates 
on the east coast and on the west coast? 

Mr. Gotpsuiatt. That’s not true. Any union man worthy 
of his salt won’t handle a scab ship, contract or no contract. 
That is our position (p. 4511). 
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Mr. Goldblatt also was questioned about ILWU relationships with 


the World Federation of Trade Unions. 


Mr. Morris. What is the association of you and your 
Longshoremen with the World Federation of ‘Trade Unions? 

Mr. Goutpsuatr. At the present moment we have no asso- 
ciation with them. 

Mr. Morris. You have attended meetings of WFTU? 

Mr. Goupsiatt. I have. 

Mr. Morris. Your union has been affiliated with the 
WFTU? 

Mr. Goupsuatr. For a short while we were affiliated with 
the maritime division. 

* * * * * 

Mr. Morris. You have been to their meetings. Will you 

tell us about them? 
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Mr. Goupsuatt. It is a federation of trade unions from 
different countries. It claims some 80 million members. 

Mr. Morais. Is it Communist-controlled? 

Mr. Goupsuiatt. I don’t know. 

Mr. Morris. To your knowledge did you encounter at 
these meetings you have attended persons you knew to be 
members of the Communist P arty? 

Mr. Gotppxiatr. Let me put it this way: When I attended 
the first meeting of the maritime division of the World Fed- 
eration of Trade Unions in Marseilles, there were present 
representatives from longshoremen’s unions in France, 
Italy, Holland; there were some from the Soviet Union, from 
Czechoslovakia, Bulgaria, I believe; there were some repre- 
sentatives from Australia. 

Mr. Morais. I will reframe the question. 

Have you yourself been a Communist? 

* * * * * 


Mr. Goupsiatr. I am not a member of the Communist 
Party. 

Mr. Morris. That wasn’t the question, Senator. 

“Have you been a Communist,” is the question. 

Mr. Forer. Do you want to make that a little less vague? 


RECORD ON COMMUNISM DECLINED 


Mr. Morris. Have you in the past been a member of the 
Communist Party? 

Mr. Goutpsiatr. I am sorry, I got the question wrong 

I would like to state that on that particular question I 
think that it not only has no good legislative purpose, I be- 
lieve that it is simply investigation for investigation’s sake 
alone and I will decline to answer that question based upon 
those reasons and on the recent decisions of the Supreme 
Court as well as upon the fifth amendment (pp. 4515, 4516). 

7 x * a ~ 


Mr. Morris. Have you attended meetings of the Com- 
munist Party at which were present officials of the ILWU? 
Mr. GoLpBu Tr. I refuse to answer that question on the 


grounds I have already given (p. 4518). 


Mr. Morris then turned to the activities of an ILWU delegation 
which visited Washington this year. 

Mr. Morris. What did it do and what was its purpose? 

Mr. Gotpsiatr. The purpose of the delegation was to— 
in pursuance of our convention action, our international con- 
vention met in the month of April. 

Mr. Morris. In 1957? 

Mr. Goupsuiatr. Yes. And among other resolutions that 
were discussed and acted upon, there was one on the promo- 
tion of trade, and that included trade with all countries. As 
the committee must be aware, of course, trade is the lifeblood 
of ourunion. The greater the trade volume, the more secure 
our employment, the greater the job opportunities. 
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The convention also elected a delegation that would go to 
Washington and in effect do everything possible to promote 
the idea of trade with all countries of the world, including 
China. That was its purpose. 

Mr. Morris. Wasn’t the emphasis on China trade? 

Mr. Goutpsiattr. Yes,a good deal, because that is one of the 
places we ought to open up. 

Mr. Morris. You mean free China or occupied China? 

Mr. Gotpsiatr. Who is occupying what? 

Mr. Morris. The Communists are occupying the main- 
land. 

Mr. Goutpsiarr. I thought Chiang Kai-shek was occupy- 
ing Formosa. 

Mr. Morris. When I use the word “China,” I am asking 
you which term you use. 

Mr. Goutpsiarr. All China. 

Senator Hruska. The mainland as well as Formosa? 

Mr. Gotpsiarr. Of course, of course, sure. 

Mr. Morris. You are interested in promoting trade with 
China, you mean trade with the Government of China with its 
headquarters in Taiwan? 

Mr. Go.tpsiart. I don’t know whether it would be the 
Government; it would be trade with China. 

* * * * * 


Mr. Morris. What exactly did the delegation do? 
Mr. Gotpsiatt. They talked to Senators, Congressmen, 
people at the White House. 


* * * * * 


Mr. Morris. How many people made up the delegation? 
Mr. Goutpsuiarr. Either 6 or 7. * * * (pp. 4519, 4520). 


Under questioning, Mr. Goldblatt said that, in addition to its 
organizations on the mainland and in Hawaii, I[LWU has locals in 
Ketchikan and Sitka, Alaska, and some among the fishermen, of which 
he said ‘‘the only really active” are in Seattle and San Pedro. 


Mr. Morris. You don’t organize at all in Central America? 
SD 


Mr. Goupsuiarr. No. 

Mr. Morris. I note the Dispatcher shows a great deal of 
interest in Guatemala. What is the interest of the ILWU 
in Guatemala? 

Mr. Goutpsart. I hadn’t noticed any particular interest 
in Guatemala recently. 

Mr. Morris. Here in the July 23, 1954, issue of the 
Dispatcher-—— 

Mr. Gotpsiatr. That is 3 years ago. 

Mr. Morris. Yes. You had an interest in Guatemala 
3 years ago? 

Mr. Goupsiatrr. Everybody should have. 

Mr. Morris. What was the interest there 3 years ago? 

Mr. Goutpsuarr. I don’t know specifically. All I recall 
is the date. 

Mr. Morais. It states “Guatemala—1776” in the Dis- 
patcher. 

25011—58——5 
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Mr. Goupsuatr. That’s right. We have always been 
interested in what is going on in Guatemala. We are 
interested in what goes on around the world. We are 
always trying to learn. 

Mr. Morris. What is your specific interest in Guatemala? 

Mr. Goupsiatr. Any specific trade-union interest as 
against what goes on in Mexico. 

Mr. Morris. What is your interest in politics as a trade 
unionist? 

Mr. Goxtpsiarr. Well, politics or trade unions, I don’t 
think you can have a competent trade unionist who doesn’t 
take an interest in what goes on around the world, who isn’t 
interested in political developments, as well as economic 
developments. * * * our union has always been interested 
in the condition of longshoremen around the world. They 
have a direct impact on them. We are interested to the 
greatest degree possible in furtherance of the trade-union 
interests. 

Mr. Morris. You say in your Dispatcher, the Dispatcher 
published by the ILWU 

Mr. Goutpsuiatr. Well, I don’t own it. 

Mr. Morris (reading) : 

“Guatemala Government Blocked by the United States 
State Department in its Attempt To Buy Arms in the ‘West- 
ern World’ Faced by Mounting Threats of Violence Finally 
Turned to the ‘Eastern World’.” 

And the Western World and Eastern World are in quotes. 

Mr. Gotpsuatr. I guess that’s what happened. 

Mr. Morris. What is the trade-union activity in that 
statement? 

Mr. Goutpsiatr. That is not trade-union activity; it is 
news. 

Mr. Morris. The Dispatcher publishes that by way of 
disseminating news to the members? 

* * * * + 





PROPAGANDA COST WITHHELD 


Mr. Morris. One of the things that we learned in Hono- 
lulu was that the ILWU, Senator, does indeed have a great 
political interest, and the supporting statements made by 
the witness here are they are engaged in making propaganda. 

* * * * * 


Mr. Morris. Mr. Goldblatt, the subcommittee uses the 
figure in reporting on the expenditures of local 142 of the 
ILWU in Hawaii of $290,000 a year spent by that particular 
local for propaganda purposes. 

I wonder if you can tell us whether that is an accurate 
figure? 

Mr. Goxpsxarr. I don’t know, to tell you the truth. 

Mr. Morris. Can you tell us what the expenditure is by 
ILWU on political activities generally? 

Mr. Goxtps.atr. That is almost entirely local activities. 

Mr. Morris. What about the issues of the Dispatcher? 

Mr. Goutpsxiatr. The newspaper? 
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Mr. Morris. Yes. 
Mr. Gotps.atr. That is printed by the international. 
* * * * * 


Mr. Morris. How much money do you spend on the 
Dispatcher? 


* * * * * 


Mr. Morris. In support of the particular question, 
Senator, we have found that the best gage of determining 
the extent of the issuance of Communist propaganda is to. 
try to determine the amount of money being spent on it. 

In connection with that particular inquiry, I was asking 
how much money isspent on the publication ““The Dispatcher,” 
with which the witness is conversant and over which he has 
some control. 

* + * * * 


Mr. GoupsuatTt. I stated earlier in this hearing, Senator, 
that I didn’t intend to answer any finance questions and I 
think I went into those reasons in considerable detail. 

Senator Hruska. You continue to object, therefore, on 
the grounds previously assigned? 

Mr. Gotpsiatr. On the grounds mentioned (pp. 4522- 
4525). 


INTERNATIONAL UNION OF ELECTRICAL, RADIO, AND MACHINE 
WORKERS OF AMERICA 


From the 16th Convention of the Communist Party, U. S. A., 
held in 1957, there emerged, as a prominent platform plank, a deter- 
mination to catalyze serious efforts to influence the left-led unions to 
reenter the mainstream of the labor movement. 

There is presently a concerted effort within the labor movement 
whereby legitimate and well- recognized labor organizations are suc- 
cessfully proselytizing and/or “raiding” entire local memberships from 
unions that earlier were expelled from the CIO because of open de- 
fiance of the provisions of the Labor-Management Act and of flagrant 
and notorious adherence to the Communist Party line as espoused 
and declared by the Communist Party, U.S. A. ‘The membership of 
one of the strongest Communist-controlled unions in America, the 
UE—United Electrical, Radio, and Machine Workers of America—has 
been substantially diminished by the withdrawal and transfer of a 
number of entire local memberships into the AFL-CIO [UE—Inter- 
national Union of Electrical, Radio, and Machine Workers of America. 

During the past several months, the subcommittee has taken testi- 
mony from a number of organizers and others in locals of the IUE. 
Twelve of them parried interrogation of the subcommittee with the 
fifth amendment assertion of privilege against self-incrimination, 
when asked if they have been members of the Communist Party. 
These were Pasquale Barile, Archer Cole, and James McLeish, organ- 
izers; Douglas W. Barrett and Dominick San Giovanni, field repre- 
sentatives; Milton Felsen, international representative; Clifton Cam- 
eron and James Garry, local business managers; Sidney Gilbert, 
business agent; Charles F ay and Victor Teisch, * local presidents; and 
Eleanor Jaffe, office worker (pt. 81). 
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Some of them asserted that they are not now members of the 
Communist Party but were not equally forthright to deny that they 
were members of the Communist Party on or before May 17, 1956. 
This date apparently has some degree of significance for these wit- 
nesses. By coincidence, it was at this time that these former repre- 
sentatives of the UE withdrew and transferred their allegiance to 
the standard of the IUE. All of these recalcitrant witnesses were 
willing to disclose their activities since this ‘cutoff date,’’ but were 
less than willing to discuss any Communist affiliation that they had 
prior to this May 1956 date. It should be stated the committee has 
no evidence of Communist activity by any of these witnesses since 
they have been with IUE. Nevertheless, it is such testimony as this 
that so strongly recalls the American Communist Party’s official 
directive to its labor members this year that ‘‘eft-led unions (must) 
reenter the main stream of the labor movement.” If the AFL-CIO 
Ethical Practices Code is to be observed, it would seem that such 
individuals as these witnesses, now established in the “main stream,’ 
should not only disavow Communist affiliations, but also avoid wrap- 
ping up past activities of that nature in a blanket of fifth-amendment 
privilege. 

A point of major interest to be explored by the Congress is the 
high-council strategy in the interested labor unions that either actively 
or passively allows this situation to come about. National leadership 
of IUE is demonstrably anti-Communist, and as pointed out, the 
activities of IUE have been responsible to a large extent for weakening 
the strength and influence of the Communist-led UE. It is regrettable 
that witnesses such as those named above are permitted to follow any 
course of action which can be regarded as involving equivocation on 
the question of communism. The best proof of regeneration and 
repentance in an ex-Communist is still his willingness to make a clean 
breast of his errors. 





THE PARALYSIS OF AN AMERICAN MUNICIPALITY 


As a result of testimony presented to the subcommittee by a former 
well-disciplined Communist Party member, active in the labor field, 
evidence accumulated about a strike situation involving the Singer 
Sewing Machine Co. in Elizabeth, N. J., at the time organized by a 
local of UE. This particular local situation is of interest principally 
because it graphically portrays how a nucleus of Communist agitators, 
short in number but long in experience and enthusiasm, can convert 
what might have originally been a lawful collective bargaining demand 
into a prolonged and unpopular work stoppage in one of the major 
industries which contributed in large part to the sustained economy 
of a typical American city. 

A high churchman in Elizabeth, Msgr. William C. Heimbuch, told 
the subcommittee in open hearing that he became suspicious of the 
strike from the very beginning because members of his parish had 
seemed to be satisfied with the working conditions and wages in this 
particular company. 

Then- 
he said— 


we suddenly heard these complaints—coming from%: don’t 
know where—about the injustices, the conditions at Singer’s, 


k 





INTERNAL SECURITY—1957 REPORT 63 


something about the incentive plan, and a speedup, or some 
similar questions that I never thought existed seriously 
down there. And this led to what I. thought was a very 
phony strike vote. 


About that time he began to hear the names of strangers to Eliza- 
beth, among them Walter Barry and Marcel Scherer. 
The monsignor testified: 


Walter Barry, I think he came from Newark. He was, I 
think, supposed to be the sergeant-at-arms. He ran the 
show. 

This Marcel Scherer, he set up a tent right outside the 
grounds there. And he was supposed to give instructions to 
the strikers. But what he was actually doing was giving 
Communist propaganda. * * * 

Mr. Morris. Is it your testimony, monsignor, that you felt 
the employees of Singer Sewing Machine “Co. actually did 
not want to go on strike? 

Monsignor Hermspucu. Well, I will tell you what they did. 
They were complaisant. They were indifferent. Here is the 
attitude they took; I heard this quite often. 

You hear them say: “I don’t give a G. D. who runs my 
union as long as I get an extra buck in my pay envelope.” 

I think that is the reason the strike succeeded * * * 

Mr. Morris. Mr. [William] Wallace told us that 20 people 
he knew to be Communists caused that strike and that they 
were the leaders of the strike. 

Monsignor Hrermsucn. That is true. * * * I couldn’t 
mention any names but you could always see that somebody 
was pulling the strings behind the curtain. A lot of it hap- 
pened down in that tent (pp. 4498, 4499). 


Wallace told the subcommittee that he started working for the 
Singer Co. at Elizabeth in 1947 and became a member of the Com- 
munist Party 2 years later. 

He said the strike was designed to hamper the Nation’s defense 
effort which was then concerned about Communist moves in the Far 
East. He testified: 


Mr. Morris. Did you have anything to do with organ- 
izing the Singer Sewing Machine strike in Elizabeth? 

Mr. Wauuace. Yes; I did. 

Mr. Morais. Will you tell us about that? 

Mr. Wauuace. Well, I was a steward in the shop, in de- 
partment 21. I also was an executive-board member in the 
local union. Before the strike happened, we discussed in 
party meeting, the possibility of a strike. We discussed 
what was going on in negotiations and how the party mem- 
bers within the ‘shop could influence those negotiations. * * * 

The necessity of this strike was that long before I had 
gotten to work in Singer’s, they had introduced a form or a 
system of work that was called “standards.” Now, that 
system of work meant that the workers received a basic 
day’s pay. All over that day’s pay, all that they could 
produce over a certain amount they would receive a bonus 
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for. But that meant that the workers would have to work 
faster. * * * The party decided to call this a “‘speedup’’. 
ca a eo ~ a 


In our party meeting the reason why we discussed that, 
we had to stop this speedup program, we then went back to 
the Korean war. The Korean war was starting to happen 
at that time. 

Mr. Morris. But the Korean war wasn’t until June of 
1950. 

TO BLOCK THE DEFENSE EFFORT 


Mr. Wautace. Yes; but the aspects, the beginning—Red 
China, the beginning of the Korean war, the cold war—were 
all in 1949, too. So that we had discussed it in this light, 
that people were then saying that Russia was to blame for 
everything. We had to show that Russia was not to blame, 
that the United States was to blame in this respect. They 
were building up the cold war. They were building up the 
problems in Red China and in Korea. The speedup program, 
of making war materials, was all part of this program that 
our company was working on, a program of speeding the 
work up to make war materials. 

Now, if we could stop this speedup program in Singer’s, 
we could stop it throughout the entire country. 

* * * * + 

So that Singer’s was going to be the “guinea pig.” We 
were going to break this speedup system in Singer’s and then, 
using the workers of Singer’s to show we did it in Singer’s, 
we could do it every place else throughout our union. If 
we did it throughout our union, we could then go into 
General Motors, we could go into rubber, we could go into 
steel, and do the same identical thing by showing it had been 
done. 

Mr. Morris. Who were making these statements? 

Mr. Watuace. This was made by Martha Stone. 

Mr. Morris. She, you say, is a State official of the 
Communist Party in New Jersey? 

Mr. Wauiace. Yes. 

* * Br * * 


Mr. Morris. Will you tell us about the strike. * * * 
What was your role in it? 

Mr. Wauuace. Well, * * * after we had discussed it and 
discussed the fact that the strike had to happen—we couldn’t 
settle; it had to happen. It was just a must, that it must 
happen. 

We then figured out how we were going to get a strike vote. 
We moved—first we moved among the members in the shop 
and told them that they had to vote for the strike, building 
up on the fact that the company had only offered 2 cents. 
We then went into the strike vote in the Armory, and we 
were moving among the membership as the vote was taken— 
we would move amongst the membership, telling them: 
“Vote, ‘yes’ for a strike.” 
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Then when the strike did happen, it was a secret ballot 
vote at that time. When the strike did happen—we figured 
out before what responsibilities we had and how to hold 
these people out on strike. The responsibilities of feeding, 
taking care of the people, keeping them to a minimum—well, 
taken care of so that they would have no gripes, and how we 
could utilize the party—the Progressive Party—all the front 
organizations, and move amongst the city officials to keep 
the strike going, because we figured at that time it had to be 
a long strike, because we had to break this incentive system. 
We had to break that down. This is what we went on to 
accomplish. 

Senator Hruska. How long did the strike last? 

Mr. Wauuace. It lasted from June to—oh, it was after 
September. June to October or November. 

Senator Hruska. Did it affect only the Singer Co., or did 
it affect other companies, as well? 

Mr. Wauuace. It only affected the Singer Co., but it had 
far-reaching effects on the city of Elizabeth. 

Senator Hruska. What were some of those effects? 

Mr. Waxuacr. Well, for instance, it cost the people in 
the community who did not work in Singer’s—it cost them 
money, even in Newark. 

For instance, we swelled the relief rolls. People we didn’t 
take care of, we would demand that they get on relief. When 
the relief people said they couldn’t take care of them, we 
would then send delegations up to see them and demand 
and put pressure on them, until we got relief for the people. 
That meant it cost more money to the people of Elizabeth. 


COMMIES KEPT IN SHADOWS 


We then used the facilities of the city of Elizabeth—for 
instance, schools. We used the schools to put on a welfare 
program where we sold food in the stores, and like that. 

Mr. Morris. You say “we.’’ You mean Communists? 

Mr. Waiuace. No. Let me explain something there. 
That wasn’t exactly Communists. Once the Communist 
Party had given the direction on this whole thing, we then 
went into the background, and I became chairman of the 
welfare committee. But then we let ordinary people, who 
weren’t Communists, take the brunt of it because—well, I 
may be identified as a Communist Party member, but Joe 
Blow, who was going to see the mayor, may not be identified 
as a Communist Party member. 

So that, to all outward appearances, the Communist Party 
wasn’t directing it. 

Mr. Morris. But, actually, you were directing it. 

Mr. Wauiacer. Yes; actually we were (pp. 4447-4451). 

In Monsignor Heimbuch’s highly descriptive account in appraisal of 
this Communist-inspired devastation of the economy of this American 
city, he related: 


Oh, we had a depression. First of all, the strikers lost 
about $10 million. The Singer Co. lost $24 million. The 
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business people lost $30 million. And that does not take 
into account all the money they pulled out of their savings 
account and spent outside of Elizabeth. 

I would say the figure was well over $54 million. From 
time to time, I used to go into merchants’ stores in the 
Elizabeth area. Time and again they would tell me, ‘““My 
receipts yesterday were $2. 89 or $3.12.” And that is what 
it did to Elizabeth. We were in bad shape, very bad shape. 

Mr. Morris. I spoke to Former Mayor (James) Kirk 
yesterday, Monsignor. He said in connection with all those 
figures about ds amage caused by the strike, he did not take 
into consideration the large expenditures the city of Elizabeth 
had to make for things like relief and relief rolls. 

Monsignor Hremmpucn. That would just add to your $54 
million (pp. 4499, 4500). 


The testimony pertinent to the above-described situation was taken 
by the subcommittee in open session and, therefore, it may be pre- 
sumed that it immediately was available to the appropriate labor 
organizations for a studied examination of content and accuracy. 


INTERNATIONAL ASSOCIATION OF MACHINISTS 


Joseph C. Infante, Sterling Neal, and Charles Steiner, all staff 
members of the IAM union at that time, were heard by the subcom- 
mittee. In response to inquiry into their Communist associations, 
all three took the refuge of the fifth amendment against self-incrimi- 
nation. All three members of this union were former organizers of 
the United Electrical, Radio, and Machine Workers Union, which 
many years ago had been expelled by the CIO for adherence to the 
Communist Party line. These three became members of the IAM 
upon the transfer of a number of UE locals into the machinists’ union. 

Immediately after these witnesses’ refusal to answer subcommittee 
inquiries, they were discharged by the [AM in an unprecedented action. 
In compliance with the union’s recently approved executive-council 
policy that union workers or representatives who invoke the fifth 
amendment during investigation be deprived of union office, the 
president of the alert IAM has stated that the union’s executive 
council will make a thorough study of all evidence concerning the three 
discharged representatives in order to determine whether action should 
be taken about their union membership (pt. 68) 


UNITED FURNITURE WORKERS 


The secretary-treasurer of one of the strongest and most prominent 
locals of the United Furniture Workers of America, Alex Sirota, as- 
serted the fifth-amendment privilege for all questions put to him re- 
arding his present or past membership in the Communist Party. 
he subcommittee had an abundance of evidence and information 
about his Communist membership of long duration. 

Among the questions Sirota declined to answer was whether or not 
he had met with J. Peters, onetime head of the Soviet underground 
in the United States, on November 16, 1946. He also refused to say 
if he had attended meetings of the State committee of the Communist 
Party of New York. 
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Sirota told the subcommittee that he visited Europe in 1951, but 
again invoked the fifth amendment when asked if he had visited 
Russia or Moscow, and if he had been a member of the Communist 
Party when making application for a passport. He used the fifth 
amendment privilege against self-incrimination when asked whether 
or not the answers he gave on his passport application were true. 

A native of Rumania, Sirota said he was naturalized in 1930 as an 
American citizen. He declined to say if he was a Communist Party 
member at time of naturalization. 

A further indication as to the Communist control of at least one of 
the important segments of a powerful union was the statement of this 
official admitting that he filed non-Communist affidavits under the 
Taft-Hartley Act on two occasions in which he declared that he was 
not a Communist on either occasion. However, upon query put to 
him by the subcommittee as to whether he was a Communist on the 
day before and the day after he filed the affidavit, this official sought 
refuge under the fifth amendment and declined to answer upon the 
ground that a truthful answer might tend to incriminate him. 

Information possessed by the subcommittee at this time would 
strongly favor a further inquiry into the actual extent of Communist 
influence in other segments of this important labor organization (pp. 
4628-4630). 

In connection with the subject matter of this section of its report, 
the subcommittee submits the following conclusions and recommenda- 
tions: 

CONCLUSIONS 


Communist policy has dictated that Communists enter the AFL- 
CIO international unions. 

Communists have in fact entered the AFL-CIO international 
unions. 

Communist efforts to infiltrate labor unions continued strongly 
during 1957. 

Communist-dominated unions continued active in vital defense 
industries during 1957. 

AFL-CIO International Unions differed greatly in reaction to dis- 
closures of persons, identified as Communists, claiming fifth-amend- 
ment privilege. 

Certain AFL-CIO unions, notably the United Auto Workers, have 
adopted a double standard with respect to disclosure about com- 
munism on the one hand and corruption on the other. 

There are persons with Communist records who have access to 
radio wires and cables carrying Government messages, both classified 
and unclassified. 

These persons pose a threat to our internal security which has 
become particularly acute as the crisis heightens. 

[In an era when atomic and hydrogen warheads may be directed 
against us at fantastic speeds, the communications industry becomes 
vital to our survival. The presence of known Communists in this 
industry constitutes a serious defense hazard. 

The extensive control by the ILWU over the economy of the 
Hawaiian Islands poses a threat to the security of the United States. 

Need increased during 1957 for an adjudicative procedure by which 
the rank and file of a union may be enabled to get rid of Communist 
leadership on their own initiative. 
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RECOMMENDATIONS 


The Congress should by law give the Subversive Activities Control 
Board authority to find Communist domination of a union on the 
basis of all the available evidence, thus eliminating arbitrary limita- 
tions and restrictions upon evidence which the Board may consider. 

The National Labor Relations Board should be given power to 
suspend a union from benefits under the Labor Relations Act when 
it finds that an officer or officers of that union have filed a false affi- 
davit or affidavits of non-Communist affiliation, until such officer or 
officers shall have been ousted from union office. 

The Communist Control Act should be amended to provide a 
procedure by which union members may institute a proceeding for 
determination by the Subversive Activities Control Board of the 
question of Communist domination of their union. 

The Congress should enact legislation making it a criminal offense 
knowingly to give or transmit funds of a labor union to a Communist 
or Communist organization, or to use such funds for Communist 
purposes. 

The Congress should consider legislation to withdraw NLRB bene- 
fits from any union organization which knowingly contributes funds 
to a Communist or a Communist organization or for Communist 
purposes. 

The Congress should consider legislation to deny tax exemption to 
any organization which knowingly contributes funds to a Com- 
munist or to a Communist organization or for Communist purposes. 


SECTION V 
COMMUNIST TARGET—AMERICAN UNIVERSITIES 


A well-known American university president has said that the 
university is the fortress of western civilization. The recent ad- 
vances by the Soviet Union threatening our scientific superiority 
make the university even more of a vital Sane in the struggle of our 
Nation to survive. The testimony of Shigeto Tsuru and Karl H. 
Niebyl unfolded the story of the Communist assault on this fortress, 
its techniques, its instruments, its personnel, and its effectiveness. 

Shigeto Tsuru testified on March 26, 1957, at which time he was a 
visiting lecturer at Harvard University, invited for a period of 1 year 
under the auspices of the American-Japan Intellectual Interchange 
Committee, made possible by gifts from John D. Rockefeller III to 
Columbia University. Tsuruis on the permanent staff of Hitotsubashi 
University of Tokyo. Within the United States he has attended 
Lawrence College in Appleton, Wis., for 2 years, Harvard University 
in 1933 to 1942, where he received the degrees of bachelor of arts, 
master of arts and doctor of philosophy. He attended summer ses- 
sions at the University of Wisconsin and occasional lectures at the 
University of Chicago.” In 1946-47, he served as an economist in 
SCAP in Japan. When questioned about his connections with the 
Communist Party, Tsuru admitted “I acted like a Communist, I 
spoke and wrote like a Communist. But * * * I never was a mem- 
ber, either of the Young Communist League or the Communist Party 
* * *” (ph. 3692). He further affirmed, “I had associations with per- 
sons who were known to me as either members of the Communist 
Party, or at least pretty close to the Communist Party * * *” (p. 
3696). He declared that his present beliefs are in the direction of 
“democratic socialism” and ‘challenge’ toward ‘Communist doc- 
trines.”’ 

Karl H. Niebyl received an intensive education abroad including the 
Institute of Technology in Hanover, Germany, the University of Paris, 
the University of Frankfurt, Germany, and the London School of 
Economics. His influence has extended to a significant number of 
American universities, colleges, and schools. He has been a fellow and 
research assistant at the University of Wisconsin, instructor and assist- 
ant professor of economics at Carleton College in Minnesota, professor 
of economics and chairman of the graduate department of Tulane 
University in New Orleans, professor at the University of Texas, 
professor at the Blackmountain College in North Carolina, professor 
and department chairman at Champlain College, New York State 
University, chairman of the department of economics and business 
administration at Muskingum College, Ohio, and lecturer at the New 
School of Social Research in New York (p. 3761). When asked 








12 Scope of Soviet Activity in the United States, pt. 57, pp. 3687-3689, 
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whether he had been a member of the Communist Party when he held 
these positions, he invoked the fifth amendment in refusing to answer. 
The question as to his Communist Party membership when he at- 
tended the various foreign universities received the same answer. 
When asked whether he had taught at the Abraham Lincoln School in 
Chicago, as shown by its 1943 catalog, he invoked the fifth amend- 
ment. This school has been cited as a Communist school by the 
Attorney General. He did the same when asked whether he had 
attended the Chicago Workers’ School. He gave the same answer to 
the question as to his party membership when he was adviser on 
monetary and fiscal policies for the Consumer Division of OPA in 
1940-41 (pp. 3763, 3764). His temporary appointment to the Office 
of Emergency Management was terminated on September 3, 1941, 
because of an “unsatisfactory report of the character investigation of 
Mr. Niebyl.”’ Asked about his present membership in the Com- 
munist Party, Niebyl adhered to the fifth amendment in refusing to 
answer (p. 3770). 

Articles by Professor Niebyl have penetrated leading American 
economic and scholastic journals as: Journal of the Philosophy of 
Science, the Quarterly Journal of Economics, Current Economic 
Issues, American Economic Review, and the Economic History 
Review. He has made it his business to lecture or write for such 
recognized groups of economists as: The Midwest Economic Asso- 
ciation, Sixth Annual Research Conference on Economics and Sta- 
tistics at Colorado Springs, July 1940, Social Science Research 
Council, and the Minnesota Institute of Governmental Research 
(p. 3769). 

Through the testimony of Shigeto Tsuru and Karl H. Niebyl the 
mechanism for Communist infiltration of American universities was 
revealed. The instruments employed included a magazine called 
Science and Society, pro-Communist books, study groups or circles 
and so-called workers’ schools, synchronized and supplementing each 
other. The details of this process were brought out in the corre- 
spondence of Tsuru, Niebyl, and others. This correspondence was 
identified by Tsuru as having been left behind in his apartment in 
Cambridge when he was repatriated to Japan in June 1942. 

Tsuru’s first letter in this group, dated August 31, 1936, was written 
from the International House in Chicago to William T. Parry, whom 
he addressed as ‘‘Dear Bill.” Parry has been identified before the 
House Committee on Un-American Activities by a former Communist 
college professor as a member of a Communist Party cell at Harvard 
University. When given the opportunity to affirm or deny this 
testimony, Parry pleaded the fifth amendment before the House 
Committee on Un-American Activities, May 19, 1953. Mr. Parry, the 
managing editor of Science and Society, and most recently at Buffalo 
University, appears to have been Mr. Tsuru’s Communist Party 
mentor. The latter appears to have been an active promoter of the 
magazine from xs birth, probably preferring to remain in the back- 
ground because of his noncitizenship status. He admitted writing 
for the magazine under the pseudonym, Alfred Z. Lowe. His letter 
develops the theme of the magazine as “an active propaganda weapon” 
(pp. 3691, 3693). 
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STUDY GROUPS 


Tsuru held the workers’ school inadequate for reaching the pro- 
fessionals and the majority of the middle class. These workers’ 
schools have existed in a number of cities throughout the country as 
direct adjuncts of the Communist Party, later developing into the 
Abraham Lincoln School in Chicago, the Jefferson School of Social 
Science, which are carrying on in one form or another at the present 
time. The workers’ schools, according to Tsuru, “are adapted 
mainly for the members of the w orking. class and the lower middle 
class or for the members of the party and the YCL” ® (p. 3705). 

A memorandum Tsuru helped prepare demonstrates the care exer- 
cised in approaching college intellectuals, the choice of the precise 
instrument for the approach, namely the study group rather than 
the outright Communist workers’ school, and the clear effort to 
exercise conspiratorial precautions. 

1. As far as intellectuals are concerned, their attending of 
classes in workers’ schools presupposes a definite decision on 
their part; not only many of them at the moment are not 
willing to make such a decision due to lack of conviction, but 
many external circumstances impose the degree of precau- 
tion which they most certainly are not willing to forgo 
before having attended a study group. Furthermore, there 
are a number of people whose right to precaution under the 
circumstances given would certainly not be denied. 

2. Study groups are not to be perceived as regular courses 
beginning with the reading of Manifesto and ending with the 
application of the third volume of Capital to their specific 
fields. Such a course would certainly belong to workers’ 
schools. Positive contents of such study groups have been 
outlined above. 

There should be no reason why Science and Society 
study groups could not be organized within the framework 
of workers’ schools as actually done in the workers’ school 
here in Chicago. Such a group would serve a similar func- 
tion as those groups mentioned before only for slightly more 
developed intellectuals who do not object to going to a 
workers’ school but might find it difficult to start their 
Marxist education on an elementary basis." 


This memorandum also describes how the teachers’ Communist 
cell or fraction, the workers’ school and Science and Society coop- 
erated in building study groups at Northwestern University in Chicago: 


* * * The few contacts we had in the faculty of North- 
western, therefore, we brought together with another inde- 
pendent group of teachers “and other intellectuals in that 
neighborhood, who had formed already a study circle for 
which they employed regularly a teacher from the workers’ 
school. 

* * * * * 





18 Young Communist League. , 
4 Scope of Soviet Activity in the United States, pt. 57, p. 3726. 











72 INTERNAL SECURITY—1957 REPORT 


* * * The party faction of the teachers, with whom we had 
long and thorough discussions, had been largely responsible 
for the above-mentioned study group. Besides that they had 
established another Marxist study group in the city com- 
prised of about 35 members also under the direction of a 
teacher from the workers’ school. Into this latter study 
group Science and Society has been introduced and is 
being used. Beyond that, however, the faction works as an 
agent for us and we hope that it will soon be possible to 
have more study groups and extend the field of influence of 
SS (p. 3730). 


Tsuru finds that, since professional groups have for the most part 
some ‘‘very specific interest”? such as engineering, psychiatry, etc., 
a more ‘flexible form” is necessary, namely, ‘‘the study group.” He 
advises that— 


These study groups shall originate * * * through our initia- 
tive, along the most natural and easy tie of association * * * 
through the fact of professional homogeneity” (p. 3705). 


This memorandum identified by Mr. Tsuru was one signed by 
Constance Kyle, of the department of psychiatry of the University of 
Illinois, Karl H. Niebyl, of the department of economics, Carleton 
College, and Alfred Z. Lowe, the admitted pseudonym of Tsuru. This 
was a comprehensive “review of the work done and the methods em- 
ployed with special reference to the Middle West,’’ which declares: 


we make a conscious effort of extending this field of respon- 
siveness by organizing study groups around specific scientific 
fields, for instance, modern problems i in physics, or relation of 
biology to political science, or the function of law and 
dictatorship, etc., etc., in each case bearing in mind that our 
function is to expose the inherent contradictions in the 
bourgeois approach and to lead the members of the study 

roups to realize the only correct approach: the approach of 
dialectic materialism. ‘The initiating spark for such study 
groups by no means has to be SS, but the magazine will prove 
to be an indispensable tool for the operation of such study 
groups after once they are formed (p. 3726). 


William T. Parry agrees with this formulation. Thus Tsuru mentions 
the Korb group in Cambridge, the Lunning group at the law school, 
the group at Madison which turned its attention from Plato to Marx. 
Parry in his reply of September 6, 1936, suggests that “such study 
groups and Science and Society will mutually help one another's 
development.”’ He mentions the following contacts who have agreed 
to work for the magazine: 


* * * Miss Constance Kyle can count on help oe Joseph 
Doob (math.), also of Univ. of Illinois. Prof. F. Brown, 
Univ. of Kansas, Lawrence, Kan. (psych.) will ae These 
2 we know to be reliable people. Brown has given us names of 
psychologists, to whom we have sent prospectuses. (In the 
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Midwest, he listed the following as ‘‘probably very sympa- 
thetic’: I. Krechevsky, U. of Chicago; N. R. F. Maier, 
Univ. of Michigan; Ross Stagner, Univ. of Akron, Akron, O.) 

Frederick L. Ryan, Assoc. Prof. of Economics, Univ. of 
Oklahoma (Address: Faculty Exchange, Norman, Okla.), 
wrote us that he will help, and will try to start a group to 
support magazine. 

* * * «A ok 


With regard to Great Britain, J. D. Bernal of U. of 
Cambridge (68 Walnut Tree Ave., Cambridge, Engl.) a 
agreed to be our agent. H. Levy of Univ. of Tokdae is also 
acting as a Foreign Editor (p. 3706). 


A study of the contents of Science and Society, a magazine which is 
still being published, shows contributions from 1939 to 1955 from 
faculty members of the following universities and colleges: Princeton, 
Harvard, Adelphi, Columbia, Howard, Fisk, Smith, Brooklyn, Johns 
Hopkins, Hobart, Washington (State), New York, San Diego, Hunter, 
Massachusetts Institute of Technology, Wisconsin, Simmons, City 
College of New York, Williams, Stanford, Queens, American, Indiana, 
Kentucky, Pennsylvania State, Carleton, Hahnemann Medical, 
Tulane, Pittsburgh, Vassar, California, Wayne, Temple, National, 
Sarah Lawrence, Colorado, Montana State, lowa, Tuskegee, Amherst, 
Northwestern, Buffalo, Western Reserve, Union, Alabama, Cornell, 
Oregon, Pennsylvania, and Kansas (pp. 3712, 3713). This list by 
no means implies any reflection on the vast majority of faculty mem- 
bers or the institutions themselves, which are fundamentally hostile 
to the Communist line of this publication. But it does indicate 
how far the tentacles of the Communist network have reached. The 
contributors include a host of individuals who have either been cited 
as Communists in sworn testimony or have themselves invoked the 
a amendment in regard to their Communist Party membership 

* both, or those who have openly confessed and repudiated their 
sail membership. 

According to Tsuru’s letter to Karl Heinrich Niebyl dated February 
22, 1937, the Association of Marxist Studies included the following 
study groups which operated at Harvard University: 


Ailtendance 
SG1, white collar workers’ group socialists predominating; text—Leontiev’s 
PO Beis. 6 Sain ins ans need cousins Rakes as Ghd aen eee ae 10-15 
SG2, a group branched off from SG1 because the number of SG1 became 
too large; text-——the sam® O08 GDOVOi66. 6 sccewinlkeoens- wane nsusénta coe 5 
SG3, graduate students and instructors in the Economies Dept.; text— 
CRUEL oon cccccntuce end ecusteguehe~seadctbent ace ma eames 5-8 
SG4, graduate students and instructors in the Ke. Dept., some overlapping 
with SG3 seminar “Economics of Socialist Society” ............------ 5-8 
SG5, graduate students from various depts.; text—Lenin’s works_._....-- 5-10 
SG6, graduate students from various depts.; seminar “‘Dialectic Material- 
WIN a 5c. <n chu agen Wen «akon beet ae ae a een aetna ean 5 
JRS1, John Reed Socie ty classes, mostly undergraduates; topic “Historical 
M: ate WieMet 5355. ci dei eu hOB ee 20-30 
JRS2, John Reed Society class; mostly undergraduates ; topic ‘‘Current 
MAS AS . oth reccdm Ex abicmeandeenkeunted ikea aed 20-30 


(P. 3715). 
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The Kyle-Niebyl-Lowe (Tsuru) memorandum describes how the 
group operated at the University of Minnesota: 


In Minneapolis we got a foothold at the University of 
Minnesota where a group of a few economic historians, 
political scientists, and a philosopher was meeting with 
N. (Niebyl) fairly regularly. The discussion revolved mainly 
around an interpretation of history, coupled, of course, with 
an understanding of present events. Fairly good headway 
has been made (p. 3731). 


It should not be imagined that the purpose of the study group is 
envisaged for a moment as mere abstract study. In his letter to 
Parry, Tsuru makes clear that the study group is a carefully devised 
link in a conspiratorial chain. He emphasizes “the necessity of 
leading ordinary members of these study groups into a more mature 
form of organization or of activities’ and adds: 


To be a member of a study group may be a step toward 
enrolling the Worker’s School; it may be a step toward joining 
the American League against War and Fascism; it may be a 
step toward becoming a member of YCL or of the party. It 
is absolutely necessary to keep a study group from becoming 
a self-perpetuating, stagnant cloister for the few (p. 3705). 


Replying to this letter, Parry approvingly points out that— 


It is the duty of the more advanced members of the groups 
to draw the others closer to the revolutionary movement by 
involving them in activities, as you suggest (p. 3706). 


The Kyle-Niebyl-Lowe (Tsuru) analysis spells out clearly the inten- 
tion to involve individuals drawn into the study groups in direct action 
as a major objective: 


And by attacking the problem on the ground of their special 
field of interest, we succeeded in involving persons who here- 
tofore had not been cognizant of the bearing which the Marx- 
ian analysis has on their accustomed ways of and materials 
for thinking. It has been possible already to involve some of 
those persons in direct action which after all is the major ob- 
jective. Sue ‘+h groups are functioning or ready to function in 
economics, social sciences, humanities, and physics (p. 3730). 


The study group movement, which centered about Science and 
Society, should not be considered as a purely local development. On 
the contrary, the Tsuru correspondence indicates that this technique 
was used by Communists throughout the world to recruit its agents. 
The Kyle-Niebyl-Lowe (Tsuru) memorandum, for example, draws 
attention to the fact that a magazine similar to Science and Society 
“has appeared in the last 40 years in Germany, Russia, Switzerland, 
and Japan”’ (p. 3725). The trio believed that a lesson could be taken 
from a letter by Stalin to the editors of the central organ of the Young 
Communist League, stressing the “responsibility of the party” for 
concentration on ‘‘the struggle on the theoretical front.’”? The writers 
hold that the analysis made by the Seventh World Congress of the 
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Communist International affords an excellent approach to the problem 
and declares that 


The general attempt made in this direction is an analysis by 
Varga which should perform for us the same function as the 
Seventh World Congress to the Ninth Party Convention 


or 


(p. 3727). 


From time to time in the course of its activity, the Senate Internal 
Security Subcommittee has had frequent occasion to rely upon the 
findings of the Canadian Royal Commission regarding certain Cana- 
dians through whom secret and confidential information reached the 
Soviet Embassy. In view of the international character of the oper- 
ation under analysis, we avail ourselves of this report to throw addi- 
tional light upon the operations of the study groups operating in the 
United States. 


sut there would appear to be a further basic object and 
result of this technique of secret membership of the Com- 
munist Party organized in secret ‘‘cells’”’ or study groups. 
This object is to accustom the young Canadian adherent 
gradually to an atmosphere and an ethic of conspiracy. The 
general effect on the young man or woman over a period of 
times of secret meetings, “secret acquaintances, and secret 
objectives, plans and policies, can easily be imagined. The 
echnique seems calculated to develop the psy chology of a 
double life and double standards. 
k * * 4 * 


This describes precautions taken by this group before any 
of the members were asked to engage in espionage or other 
illegal activities. 

* * * * * 

An inevitable result of this emphasis on a conspiratorial 
atmosphere and behaviour even in political discussions, cor- 
respondence, and meetings which are in themselves perfectly 
legal and indeed are the cherished right of everyone in a 
democratic society, would seem to be the gradual disintegra- 
tion of normal moral principles such as frankness, honesty, 
integrity, and a respect for the sanctity of oaths. 

re ce * * * 

A reading of the evidence before us, taken as a whole, 
indicates also that this technique seems calculated to affect 
gradually and unconsciously the secret adherent’s attitude 
towards Canada, Often some of the agents seem to have 
begun their Communist associations through a burning desire 
to reform and improve Canadian society ‘according to their 
lights. But one effect of prolonged habituation to conspira- 
torial methods and the conditions of secrecy in which these 
people work is to isolate them from the great mass of the 
Canadian people. 

K * * * * 

The curriculum includes the study of political and phil- 
osophic works, some of them far from superficial, selected to 
develop in the students an essentially critical attitude 
towards Western democratic society. ‘This phase of the 
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preparation also includes a series of discussions on current 
affairs, designed to further a critical attitude toward the 
ideals of democratic society. 

But this curriculum would appear in reality to be designed 
not to promote social reform where it might be required, but 
to weaken the loyalty of the group member toward his or her 
own society as such. 

Linked with these studies at all stages, moreover, goes an 
organized indoctrination calculated to create in the mind of 
the study-group member an essentially uncritical acceptance 
at its face value of the propaganda of a foreign state. 


* * oe * + 


A further objective, pursued through the study group, is 
gradually to inculcate in the secret membe rship of the Com- 
munist Party a habit _ complete obedience to the dictates 
of senior members and officials of the Party hierarchy. This 
is apparently accomplished through a constant emphasis, in 
the indoctrination courses, on the importance ¢ of organization 
as such, and by the gers adual creation, in the mind of the new 
adherent or sy en of an over-riding moral sense of 
“loyalty to the Party”. This “loyalty to the Party” in due 
course takes the place in the member’s mind of the earlier 
loyalty to certain principles professed by the Party propa- 
ganda. 

“ * * cs BS 

The indoctrination courses in the study groups are ap- 
parently calculated not only to inculcate a high degree of 
“loyalty to the Party” and “obedience to the Party, but to 
instill in the mind of the adherent the view that loyalty and 
obedience to the leadership of this organization takes prece- 
dence over his loyalty to Canada, entitles him to disregard 
his oaths of allegiance and secrecy, and thus destroys his 
integrity as a citizen. 

* * * * 

What appears from the evidence to be the real purpose of 
the study group or “cell” organization—as a wide and ever- 
exps unding base for the recruiting, psychological development, 
and organization of a Fifth Column operating in the interests 
of a foreign power—would have been frustrated if rank and 
file members of these groups or junior adherents of the 
Communist Party of Canada had been aware of the real 
objectives and policies of Carr, the National Organizer, Rose, 
the Quebec Organizer, and the other senior members of the 
conspiracy. 

The evidence we have heard shows that at each stage of 
“development” the adherent is kept in ignorance of the wider 
ramifications and real objectives of the organization, to one 
of the fringes of which he has allowed himself to be attached. 

* * # * a 


Participation of secret Communists in genuinely informal 
small discussion groups appears to be one of the methods 
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used to attempt to develop some or all of the other partici- 
pants and gradually draw them into more specificially Com- 
munist groups, if possible by turning the earlier informal 
body into such a unit without the full, immediate realization 
by all the other participants of the metamorphosis. Alter- 
natively, persons considered suitable for ‘development’ 
can be designated to cell leaders and then invited to join the 
cell instead of continuing with the broader group. 
* + a Es + 


In some cases a desire for companionship and intellectual 
discussion may have played its part. With certain persons 
there is apparently an emotional appeal and glamour, as it 
were a sense of adventure, inherent in the conspiratorial 
methods and purposive activity of the groups. With more 
sophisticated persons, fascination by what may appear to 
them to be the efficiency of the unusual and essentially 
totalitarian system of Party organization through pyramid- 
ing cells may offer an attractive appeal. 

* * * * + 


By these means, a number of young Canadians, public 
servants and others, who begin with a desire to advance 
causes which they consider worthy, have been induced into 
joining study groups of the Communist Party. They are 
persuaded to keep this adherence secret. ‘They have then 
been led step by step along the ingenious psychological 
development courses we have outlined, until under the 
influence of sophisticated and unscrupulous leaders they 
have been persuaded to engage in illegal activities directed 
against the safety and interests of their own society." 


SCIENCE AND SOCIETY 


Tsuru considered Science and Society primarily as “a weapon for 
promoting, as well as in conducting and developing such stud 
groups.’ How this was done is outlined by Messrs. Kyle, Nieb i 
and Lowe (Tsuru) in their joint memorandum. They conceive the 
magazine as— 


not only a platform for increasingly class-conscious intel- 
lectuals but as an active force * * * to be used to drive 
the members of those middle-class strata * * * toward such 
an analysis as put forward in SS (p. 3725). 


The magazine, they assert, should offer intellectuals— 


a basis through which political organization of these groups 
(e. g., the League against W. and F. (War and Fascism), 
Teachers’ and other professional unions, C. P. (Communist 
Party)) will only be possible (p. 3726). 

After the first issue of the magazine came out, it was suggested that 
the association be transformed into the Science and Society Club. At 
that time the number of subscribers in the State of Massachusetts was 
101, according to the list submitted from New York. ‘The second 


18 Report of Canadian Royal Commission, June 27, 1946, pp. 71-75, 78, 82, and 83, 
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general meeting to discuss Science and Society was held on February 
12. (The list of subscribers at that time numbered 128 in the State 
of Massachusetts, Cambridge accounting for about one-half of the 
number) (pp. 3715, 3716). 

The memorandum describes ‘how the Science and Society network 
was set up in the Midwest area: 


We had access to the student groups at universities; we had 
a very few contacts with the faculty; in the city we had a con- 
tact with the social worker groups and teachers’ organiza- 
tions. Our first objective was to have one reliable agent for 
each one of these groups and one central agent to coordinate 
the work of those agents and to maintain the contact with 
Cambridge and New York. The function of these agents 
was definitely determined. With the help of propaganda 
material, they had to cover those groups of which they were 
chosen as representatives for sub. as well as contributions, 
having at the same time in mind the extension of those 
groups to which they already had access as well as the form- 
ing of study groups among those who showed more than ordi- 
nary interest in the objective of the magazine (pp. 3727, 
3728). 


As distribution mediums, the three Chicago (Communist) workers’ 
bookstores were utilized as well as ‘‘bourgeois’”’ bookstores in the city 
and at the University of Chicago. 

Agents of the magazine are not to be considered as ‘“‘mere subscrip- 
tion agents.”” According to the joint memor andum they are to have 
a “‘political and educational function.’ 

In his February 22, 1937, letter to Karl-Heinrich Niebyl, Tsuru 
mentions the structure of Science and Socie ty as explained to him by 
Managing Editor William T. Parry to the effect that— 


practically all of the members of the editorial board either are 
or once were members of the Party, and that the fraction and 
the editorial board are almost identical (p. 3716). 


Tsuru’s suggestion is that— 


S. & S. should be able to enlist progressive intellectuals (who 
are not party members) who could make their activities in 
the S. & S. as their primary task. 


THE USE OF MARXIST AND ALLIED TEXTS 


In their design to poison the minds of American intellectuals in the 
universities, the group around Science and Society relied not only 
upon the magazine itself but upon a host of carefully selected texts. 
Mr. Tsuru, for ex: imple, wrote an appe ndix for the book, ‘The Theory 
of Capitalist Development,” by Paul M. Sweezy, which has been 
characterized by Maurice Dobb, British economist as “the first com- 
prehensive study of Marxian political economy in English” (p. 3696). 
In Chicago, a study group used Lewis Corey’s “The Decline of Ameri- 
can Capitalism” and Friedrich Engels’ Anti-Duhring (p. 3705). The 
editorial board of Science and Society was preparing ‘‘A Guide to 
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Marxist Studies’? which was intended to “serve to indicate the best 
expositions of Marxism” (p. 3719). Works by Soviet authors in- 
cluded Leontiev’s ‘Political Economy,” Lenin’s Works, Lenin’s 
“Teachings of Karl Marx” (p. 3715). The group felt that so-called 
bourgeois works “easily adapted to Marxist use” should not be 
recommended in their official bibliography of Marxist literature with 
certain possible exceptions. They felt that Pashkhanis of the Red 
Academy of Moscow should be consulted on this. According to the 
Kyle-Niebyl-Lowe (Tsuru) memorandum ‘Works like that of Charles 
Beard, if given adequate annotations, may very well serve our pur- 
pose” (p. 3733). The procedure of the study group also provided for the 
presentation of special papers by members of the group. We cited, 
for example, the list mentioned by Tsuru in his May 9, 1937, letter 
to Niebyl, which included: ‘‘Marxism Methodology in Social Science”’ 
by Shigeto Tsuru; ‘National Income and Its Distribution Among 
Different Classes” by L. Tarshis; ‘American Imperialism” by E. H. 
Norman; “Peculiarities of Capitalist Accumulation in U. 8.” by P. 
Sweezy, and “Agriculture in U. S. A.” by Robert Bryce. (3740). 


CAREER OF SHIGETO TSURU 


At this point it might be well to amplify the career of Shigeto 
Tsuru as a sample graduate of the Communist study group, showing 
how far reaching was his sphere of influence. In 1929 and 1930, 
according to his testimony, Tsuru was a member of the Anti-Im- 
perialist League in Japan. This was a Communist-front organization 
with affiliates throughout the world including the United States. He 
was arrested in December 1930 in connection with his activity in this 
organization, but was released without indictment after about 2% 
months (p. 3692). 

Tsuru met E. H. Norman in 1936, being introduced by Robert 
Bryce, a Canadian economist—all three being members of the Harvard 
study group. Norman will be remembered as a member of the 
International Secretariat of the Institute of Pacific Relations in 1938- 
1939 who joined the External Affairs Department of the Canadian 
Government in July 1939 and was sent to Tokyo as a language officer, 
and became Third Secretary of the Canadian Embassy in Tokyo 
in 1940, head of the Canadian Repatriation Mission to the Far East 
in 1945, member of the staff of the Supreme Commander for Allied 
Powers in Tokyo in 1946, First Secretary of the Canadian Embassy 
in Washington in 1946, head of the Canadian Liaison Mission with 
rank of Minister in 1946, head of the American and Far Eastern 
Division in 1950, Acting Permanent Delegate to the United Nations 
in 1951, assigned to the Middle East in 1956. After Tsuru was 
repatriated he arranged with Norman for the recovery of his books 
and papers in Cambridge. Tsuru met Norman in Japan during the 
years 1945 to 1950 (pp. 3741, 3742, 3743). 

The testimony of Mr. Tsuru substantiates previous testimony 
before the Internal Security Subcommittee in 1951. Karl August 
Wittfogel, a research professor of the University of Washington, 
and director of the Chinese history project sponsored jointly by 
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the University of Washington and Columbia University," testified 
before the subcommittee as follows: 


Dr. Wirrroce.. There was a talented and pleasant young 
man who was studying in the Japanese Department at 
Columbia. His name is Herbert Norman. 

Mr. Morris. Was he a member of this study group? 

Dr. Wirrroaer.. Yes. 

Mr. Morris. To your knowledge, did he know it was a 
Communist study group? 

Dr. Wirtroce.. Yes, it was obvious. 

Mr. Morris. To you? 

Dr. Wirrrocet. I think it was obvious, in general.'® 


In the course of these hearings a letter was introduced from Edward 
C. Carter to Owen Lattimore, dated May 30, 1940, which referred to 
Norman as a “language officer in the Canadian Legation,” adding 
that he thought that “Norman may be able to do some writing for 
Pacific Affairs on contemporary matters, providing he writes under a 
nom de plume.” 


Mr. Morris. You know 2 years previously Mr. Norman 
was a Communist? 
Dr. Wirrroce.. Yes.” 

Another letter from Mr. artes to W. L. Holland of the Institute of 
Pacific Relations, dated September 5, 1940, states that “Any very 
secret messages might be sent him (Phil) care of Herbert Norman at 
the Canadian Legation.” * 

Tsuru admitted his acquaintance with Israel Halperin, introduced 
to him by Norman. Halperin was arrested in connection with the 
Canadian spy case. Tsuru’s address was found in his address book 
(pp. 3744, 3745). Tsuru also acknowledged knowing Harry F. Alber, 
a fellow economist in the Economics and Scientific Section of SCAP 
in Japan. Tsuru admitted having been asked to serve as an adviser 
to Alber’s consultant firmin Tokyo. Alber was indicted by a Newport 
News, Va., grand jury on charges he committed perjury before the 
Army Depart atid Security Board, April 29, 1951, in connection with 
charges of Communist affiliations (pp. 3745, 3746). 

In 1952, the Senate Internal Security Subcommittee concluded that 
the Institute of Pacific Relations “was a vehicle used by the Com- 
munists to orientate American Far Eastern policies toward Communist 
objectives.”” Tsuru admitted that he had possibly been active in 
reviving the IPR in Japan in 1945 or 1946. Mr. Edward C. Carter, 
secretary-general of the IPR had recommended him to do research 
work for the organization (p. 3746). 


1458 Columbia University, through its director of public relations, Mr. Robert Harron, has asked the 
Senate Internal Security Subcommittee to make it clear that Professor Wittfogel, referred to on pp. 79 and 
103 of the subecommittee’s annual report for 1957, is not a member of the Columbia University teaching staff, 
and has not been since the close of the 1945-46 academic year, when he was an associate in university semi- 
nars. Before that Professor Wittfogel was employed by Columbia as a lecturer in Chinese during the 
academic year 1943-44, and as associate in international studies during the academic year 1944-45. Pro- 
fessor Wittfogel is now and has been for some years a research professor of the University of Washington, and 
director of the Chinese history project sponsored jointly by the University of Washington and Columbia 
University, which as its sole part of the sponsorship provides quarters for the project at Columbia, where 
Professor Wittfogel is located. 

16 Institute of Pacific Relations, pt. 1, p. 318 

17 Tbid., pp. 319, 320. 

18 Thid., p. 319. 
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Under questioning Tsuru acknowledged he knew Koichi Saionji, who 
had been involved in the Sorge spy ring in Japan (p. 3748). According 
to him, Jiro Ando, a man of “strongly leftwing tendencies,’ had been 
brought into the Research and Statistics Division of SCAP with his 
help. Tsuru later asked him to resign (p. 3749). 

In 1952 Tsuru received an invitation from Oscar Lange, economist 
and diplomat for the Polish Communist government, suggesting that 
he attend a Moscow economic conference. ‘Tsuru replied he would 
not be able to attend (p. 3750). Tsuru was assigned by the Japanese 
Foreign Office to Moscow in 1945 as a diplomatic courier (p. 3751). 
He knew both T. A. Bisson and Miriam Farley, writers for the IPR 
(p. 3755). 

Mr. Tsuru’s views expressed in his writings and outlined in his testi- 
mony have been sharply critical of the United States on a number of 
issues, such as: 

1. Experimental explosion of nuclear weapons. 

2. Restrictions of Japan’s trade with Communist China. 

3. United States foreign policy as a whole. 

4. United States aid with “strings attached.” 

5. United States policy toward Japanese rearmament (pp. 3700, 
3701). 

In connection with the subject matter of this section of its report, 
the subcommittee submits the following conclusion: 


CONCLUSION 


American universities have been made a special target for Com- 
munist infiltration. 








SECTION VI 


COMMUNIST-CONTROLLED CHURCHES IN IRON CURTAIN 
COUNTRIES AS TOOLS OF SUBVERSION 


Communist governments are utilizing their control over religious 
institutions to transform these institutions into tools of subversion. 
In view of the international ties maintained by religious denomina- 
tions, Communist influence has thus been enabled to penetrate to 
the United States. The process has been described before the Senate 
Internal Security Subcommittee by witnesses representing various 
nationalities now under the Iron Curtain and various religious denomi- 
nations. In presenting this testimony, the subcommittee is fully 
conscious of the difficulty encountered by Americans devoted to their 
religious beliefs in realizing how the forms, the rituals, the property, 
and the personnel can be taken over by Communist dictatorships to 
be subverted to their own designs diametrically opposed to all reli- 
gious ideals. 

In order to grasp and appreciate the Communist approach to reli- 
gion, we must go to their preeminent authority, Lenin, who, in 1905, in 
an article entitled “Socialism and Religion,’ ! referred to religion as 
“the opium of the people.’’ Outlining the Attitude of Workers’ 
Party Towards Religion,’ written in 1909, Lenin laid down the task 
for his followers: ““‘We must combat religion—that is the rudiment of 
all materialism, and consequently of Marxism.’”’ How this philosophy 
was carried into effect was the subject of testimony heard by the 
subcommittee. 

SOVIET CHURCH AND THE NKVD (MVD) 


According to Yuri Rastvorov, a highly trained agent of Soviet 
Intelligence who served in Tokyo from 1946 to 1947 and from 1950 to 
1954—and this may sound strange to devout Americans—the central 
authority over the churches in the areas under Soviet domination is 
Maj. Gen. Georgi Gregorivich Karpov, publicly known as the chairman 
of the Council for the Affairs of the Russian Orthodox Church. His 
more important and unpublicized role, according to Vladimir and 
Evdokia Petrov, Soviet intelligence and diplomatic representatives 
who defected in 1954 to Sydney, Australia, is that of— 


a permanent career officer of the NKVD (Soviet Secret 
Police), who, over a long period, had made an assiduous and 
exhaustive study of Russian Orthodox ceremonies, ordi- 
nances, and theological teaching, and was able to converse 
earnestly and learnedly with the church dignitaries on their 
own ground. At this conference Stalin suggested that the 
character and erudition of Karpov made him an ideal man to 
represent the church on the Soviet Council of Ministers. His 
suggestion was applauded, and Karpov was appointed. 


1 Lenin’s Selected Works (International Publishers, New York, 1943), vol. XI, p. 658. 
2 Tbid, p. 666. 
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I have seen Karpov. In 1951 he was Minister for Cults 
and Religious Affairs and may still hold that office. His 
NKVD training would be a valuable preparation for the 
post.® 


Mr. Rastvorov points out that, besides controlling the church, the 
MVD “conducts all activities * * * against (the) church” (p. 781), 
supporting it and laying the basis for its destruction at the same 
time. 

The international religious authority of Karpov is demonstrated in 
an article by him appearing in the United States in the Daily Worker 
of April 3, 1949, page 7 (magazine section), where he depicts the role | 
laid down for the clergy toward the Soviet Government: 


The clergy more and more abandoned the false road of 
struggle against the Soviet Government; more and more the 
clergy supported the measures of the Soviet Government 
ee (p. 787). 


The Soviet Government made long range preparations for the pene- 
tration and control of the churches, according to Mr. Rastvorov: 


I think worthwhile to stress that at the end of the second 
war, when * * * the Government permitted the Orthodox 
Church to operate more freely, the church organized semi- 
naries, I think 1 or 2, and a couple of people— “not a couple, 
but many people—from MVD headquarters were sent to 
the seminaries as students. * * * They sent officers, coun- 
terintelligence officers, to these seminaries, and later they 
became bishops in many churches in the Soviet Union. * * * 
They were members; they were officers of MVD, pure coun- 
terintelligence officers in MVD. (p. 781.) 


From his experience and information received through personal 
channels, Rev. Konrad Veem, an emigre Lutheran pastor, described 
the church in Communist Estonia as “‘infiltrated by agents who even 
are trained in the field of theology.”” He mentioned Johannes 
Lepasaar, a fellow student at the University of Tartu, Estonia, who 
“was studying theology by order of the Communist Party” (p. 4365). 

Robert Jacob Slokenbergs is refugee pastor of the Latvian Evan- 
gelical Lutheran Church in Exile in London, England. He has re- 
ceived numerous letters from his former parishioners in Latvia, where | 
he officiated from 1940 to 1944 under Soviet domination until he es- | 
caped in 1944. Appearing on June 20, 1957, before the subcommit- 
tee, he described the role assigned to clergymen by the secret police: 


Some of the pastors were invited to the NK VD, that was 
at that time the name of the secret police. If they returned 
from there, they had promised and did become informers. 
Every wee k the »y had to arrive at some place and give infor- 


mation which they had heard from their parishioners (p. 

4359). 

The Reverend Dr. Veem, now pastor of the Estonian Evangelical 
Lutheran Church in Exile, in Stockholm, Sweden, who escaped from 
Estonia when the Russians occupied the country in 1944, added in 
corroborative testimony that ‘‘Clergymen were pressed to give infor- 
mation about members of their flock” (p. 4364). 

§ Empire of Fear, by Vladimir and Evdokia Petrov, pp. 97, 98. 
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EMISSARIES TO THE UNITED STATES 


Archbishop Gustav Turs, pastor in Bauska, Latvia, according to 
Dr. Slokenbergs, has been a frequent emissary ‘abroad. He was sent 
to the Communist controlled and inspired World Peace Congress, 
thus giving it the benefit of his prestige and religious standing. In 
1955, he contacted religious groups in England. In 1956 he was one 
of a group of eight clergymen i invited to the United States by religious 
organizations of this country and attended church conferences. He 
recently attended a church conference in Denmark. According to 
Dr. Slokenbergs, Archbishop Turs was imposed upon the Latvian 
church by the Government. He was accepted by the synod which 
voted on the ballot with but one name before it, that of Archbishop 
Turs (p. 4359). 

Dr. Slokenbergs described how the church is ruled under Archbishop 
Turs’ jurisdiction. ‘All the parishes,’ he declared, ‘‘are controlled 
by the Government or NK VD, that is the secret police.” The Arch- 
bishop told Dr. Slokenbergs in London in 1955 that his organization 
allows each parish two candidates from which the church council 
selects one (p. 4359). Dr. Slokenbergs added: 


No Sunday schools, no youth organizations. Only services 
are allowed where the pastor should praise the government 
from time to time. In every service there are agents who are 
listening and report back to the secret police. 


“The Archbishop is not supported by the Latvian church pe ople”’ 
insisted Dr. Slokenbergs, declaring that the people look upon Turs as 
a traitor. ‘When he takes part in services in Latvia, the churches 
are empty.” Referring to crowds seen in the churches when foreign 
visitors appear, from the United States and elsewhere, Dr. Sloken- 
bergs pointed out that— 


The crowds are fake crowds. It is easy to fill a church— 
slave workers have to go. The Communists have their slave 
workers support these church leaders who are their repre- 
sentatives. 

Similarly he referred to these church leaders as ‘‘slave pastors’? with 
Archbishop Turs as their leader (p. 4360). 

According to Dr. Veem, Bishop Jaan Klivit of Estonia, who was 
in the United States in 19: 56, was never elected according to church 
law but was appointed by the Communists. Nor does he run his 
office, which is actually run by a trained Communist agent while the 
bishop is merely used to affix his signature to prepared documents 
and participate in exhibitional tours to western countries, Dr. Veem 
said (pp. 4364, 4365). 

Dr. Roman Kazimiers Mazierski, pastor of the Polish Reformed 
Church in exile, now living in London, outlined the situation as it 
pertains to his native land. The following Lutheran church officials 
designated by the Government-controlled church of Poland were sent 
to the United States to attend official church conferences: Bishop 
Karol Kotula, Bishop Zygmunt Michelis, of the Polish Lutheran 
Church; chief ecumenical leader of Poland, theological professor, 
A. Wantula, a former Lutheran pastor in Silesia; theological professor 
and director of the state-maintained Protestant Theological Academy 
in Poland, Dr. Wiktor Niemczyk; and the editor of the Evangelical 
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Watchtower, official organ of the Polish Evangelical-Augsburg 
(Lutheran) Church, Miss Irena Heintze-Goller (p. 4367) 

Rev. Iwan Renko, minister of the Ukranian Baptist Church and now 
residing in the United States, disclosed that Rev. Alexei Andreev, who 
had been chosen by the Soviet Government to become the superin- 
tendent of the Ukrainian Baptist Churches in the Ukraine, came to the 
United States in 1956, representing the Ukrainian Baptists. He in 
turn is responsible to Jacob Zhidkov and Alexander Karev, who are, 
themselves, responsible to Major General Karpov (p. 4: 370). 

Through these religiously guised emissaries of the NKVD, the 
American churches are fed false notions of religious life behind the 
Iron Curtain. When he was in the United States in 1956, Bishop 
Jaan Klivit avowed that there were 170 church buildings in Estonia, 
According to Dr. Veem this was the same number that existed before 
World War II. He stated, however, that the Tallinn Broadcasting 
Station had admitted on January 28, 1946, that a total of 103 churches 
were destroyed or damaged, leaving but 67 churches intact. Some of 
them, according to the witness, “are used as gymnasiums, warehouses, 
museums, etc.” 

It was Bishop Klivit’s proud boast when he spoke to American 
religious audiences that the actual membership of his church is 350,000. 
Dr. Veem called attention to the fact that the bishop did not mention 
that the official total was 850,000 before World War II, an unexplained 
loss of 500,000 church members. 


The official church in the Soviet Union 
declared Dr. Veem in his concluding remarks— 


is being used by the Reds to advance the cause of world revo- 
lution. Therefore she establishes contacts, arranges exhibi- 
tional tours of agents in clerical robes to the free world, 
spreads purposely false information, creates the desire for 
coopel ration even with the strongest enemy of the church. 
The exchange visits have seriously undermined the hope that 
the Christians of the West would help Christians in Russia 
(p. 4365). 
Dr. Roman Kazimiers Mazierski of the Polish Reformed Church 
brought out that this picture is not restricted to one denomination or 
to one satellite country. He pointed out that 


the Ministry of Culture in the Polish People’s Republic is 
controlling, on behalf of the Communist government, all 
churches and their clergy in Poland. This office is using the 
clergy for Communist propaganda purposes in the free world 
by sending them to various ecclesiastical conferences and 
instructing them what tosay. When they return home, after 
having done their job, they received golden na and deco- 
rations from their Communist dictators (pp. 4366, 4367). 


Dr. Mazierski presented to the subcommittee a translation of an 
article which appeared in the Polish Evangelical Watchtower, July 15- 
August 15, 1954, just prior to the appearance of the Polish Lutheran 
delegation in the United States, the occasion being the 10th anni- 
versary of the conquest of Poland by the Red Army in 1944. This 
article declared in part: 
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With pride and joy every Pole looks upon the day of 
July 22 as the national and state festival * * *. Among 
those who, with pride and joy are celebrating it, are also we: 
the Poles of Protestant faith * * *. We would prove to be 
very ungrateful if we remained silent now, especially since 
untrue news about the persecution of churches in Poland 
were circulated in certain foreign circles. 


The article further claims that the Polish Communist government 
gave “full support” to church enterprises for which ‘“‘we are paying 
our homage and thanksgiving to the People’s government” (p. 4368). 
A pamphlet entitled “Ten Years of the Evangelical-Ausburg Church 
in the Polish People’s Republic,’’ was published in an English edition 
for distribution to the American clergy (p. 4369). 

With reference to the propaganda disseminated in the United States 
by Rev. Alexei Andreev, now superintendent of the Baptist Churches 
in the Ukraine, Rev. [wan Renko, minister of the Ukrainian Baptist 
Church, disclosed that of some 2,000 Ukrainian Christian Baptist 
Churches in the city of Kiev all were closed by 1941. Leading 
Ukrainian Baptist churchmen, such as Rev. Kostukov, Rev. Odendzoy, 
and Rev. Iwan Klishnikov, have all disappeared (p. 4370). 


The Christians under the Soviet rule in the Ukraine have 
not their own association— 


continued Dr. Renko. 


They have not their own elected leaders. They cannot hold 
their annual conferences. They cannot have services for 
children or Sunday schools, no young people’s meetings, no 
Bible schools, no publications, no religious literature. 
Many churches are not used by the congregations as places of 
worship but they are used for other purposes (p. 4371). 


Latvia, invaded by the Russians on June 17, 1940, reflects a similar 
pattern of church destruction, according to Dr. Slokenbergs. He 
declared: 


The next Sunday was the last broadcast of the Latvian 
Church services * * *. They destroyed the newly printed 
Latvian Lutheran Church hymnbooks, approximately 
100,000 copies. * * * Soon all properties, also all church 
properties, were nationalized, including church buildings. 
The pastors and other churchworkers had to leave their 
homes and find private rooms. * * * The most active, and 
pastors with great influence in their parishes, were deported 
and some killed, if they were not fortunate enough to escape. 
And so the Latvian Church lost—deported and killed—53 
pastors out of 250 before the Russian invasion; 130 escaped to 
Western Europe and the United States. Of the rest of the 
pastors, approximately 70, the Communists organized a new 
Latvian Lutheran Church (pp. 4358, 4359). 
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THE POLITICAL PRIESTS 


A study made by the Library of Congress of the files of the Russian 
Journal Golos Pravoslavlia (the Voice of Orthodoxy), published in 
Berlin by the German Orthodox Diocese of the Patriarchate of 
Moscow, amplifies the pattern of Moscow control of Russian churches 


abroad. Thus issue No. 1 of 1952 announced: 


By a Ukase of the Most Holy Patriarch of Moscow and all 


Russia, the Sacred Synod, dated October 26, 1951, No. 1329, 
the Very Reverend Boris, Archbishop of Berlin and Germany, 
is designated the Acting Exarch of the Moscow Patriarchate 
in Western Europe. 

By the same Ukase, Fotil (Topiro), Archbishop of Vilno 
and Lithuania, is relieved of the responsibilities of Exarch of 
the Moscow Patriarchate in Western Europe (p. 4164). 


The Berliner Tagesspiegel of February 21, 1951, described the 
activities of ‘Father Boris” of the St. Vladimir Church at Tagel- 


Borsigwalde as follows: 


“Father Boris’ is not an innocent minister, but a Red 
bishop who was brought to Berlin by the Communist rulers 
of the Kremlin 10 weeks ago. He is subject to the Soviet 
metropolitan at Moscow. * * * To the few Russian 
emigrees who have survived the occupation of Berlin by the 
Red army, it is no secret that this bishop and his assistants 
are men who are spying among the Russian emigrees at West 
Berlin on orders of the NK VD * * * Russian emigrees who 
were lured to Soviet offices under some false pretense did not 
return to their West Berlin homes. Among them were a 
remarkable number of Russian men and women whom 
“Father Boris” and his associates had met (p. 4165). 


The Berliner Woche (Berlin Week) of December 13, 1952, page 3, 


gives further details regarding the conniving of ‘Father Boris” 


and his 


associates and the methods by which they subordinate the church to 


the interests of the Communist government in Moscow. 


“We are afraid of Boris,’ the members of the independent 
church say. “Since his arrival things happen in our church 


” 


which would never have taken place before. 


For example, 


the Archbishop’s constant companion, Deacon Alexander 





Lechno, often takes pictures of the priest and the churchgoers 
during services. Naturally, the greatest part of the emi- 
grants do not care that such pictures go to Moscow. ‘“Dur- 
ing the revolution we lost many of our relatives and we do 
not want that these photos are used for possible persecution 
of those still living.” * * * The Orthodox Church Calendar 
for 1952 published by the Patriarchate of Moscow contains re- 
ligious holidays, however small and black is their print. 
But along with them there are, printed in red type, all the 
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days which are a sad memory to the emigres: Lenin’s Me- 
morial Day, Day of the October Revolution, the day of the 
Soviet Army, Navy, etc. * * * “Boris used to distribute 
Moscow leaflets in the cathedral in which, among other 
things, you could read about ‘Facts on the American Germ 
Warfare in Korea,’ a report of the Russian priests on ‘the lies 
of the Katyn Committee.’ * * *” (p. 4169). 

The supreme tragedy of it all lies not only in the ruthless extermina- 
tion of the churches behind the Iron Curtain, but also in the spectacle 
of the acceptance of the officials responsible, by recognized church 
groups in the United States, who have accorded them both prestige 
and huge audiences. 

In connection with the subject matter of this section of its report, 
the subcommittee submits the following conclusion: 


CONCLUSION 


Even some churches have become tools of subversion under Com- 
munist governments. 
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SECTION VII 
MISCELLANEOUS 
Mempuis HEARINGS 


On October 28 and 29, 1957, the subcommittee held hearings in 
Memphis, Tenn., for the purpose of securing information concerning 
Communist activity in the Memphis area, both with respect to the 
nature and extent of such activity and with respect to its relation to 
Communist activity in the United States generally. 

Subpenas were issued for 22 witnesses. Because of failure to obtain 
service, failure of witnesses to respond, or excuse of witnesses, 8 of the 
22 did not appear at Memphis. Testimony was taken from the 14 
witnesses who did appear, and one of these witnesses (Alfred Henry 
Greenberg) was heard more fully at a later date in Philadelphia, Pa.! 


BACKGROUND 


The Memphis hearings were held against a background of the 
Communist conspiracy’s long-continued and well-documented efforts 
to foment racial conflict.2 This background documentation was 
supplemented during the year by testimony before the subcom- 
mittee.® Thus, on February 26, 1957, Frank Meyer testified that— 


On one question, the stand of the convention [of the Com- 
munist Party U. S. A., February 9-12, 1957] is extremely 
clear in all its resolutions and that is that the main campaign 
of the Communist Party at this point must be, to use their 
verbiage, “the extension of democratization in the South” 

(p. 3608). 

Mr. Meyer, who, for a period in his long career as a Communist 
functionary, was educational director for Chicago’s South Side, which 
he described as the Negro area, went on to explain that the Com- 
munists have no humanitarian motive in regard to the Negroes. 

It is actually, he said, an effort to capitalize on a situation which, 
in a prosperous United States, offers the only place to stir up serious 
trouble. 

He testified: 


The major drive in the sense of putting themselves at the 
head, or attempting to put themselves at the head, to pene- 
trate the movement of the Negro people in the various forms 
it has been taking in recent years and previously, has nothing 
whatever to do with any interest in the aims and desires of 


| Greenberg appeared at Memphis but declined to testify fully on the ground that he had been unable to 
secure an attorney of his choice. In Philadelphia, he admitted and gave details concerning his many years 
of high-level Communist activity. 

2 See Communism vs. The Negro, by William A. Nolan. For Communist viewpoint, see Negro Libera- 
tion, by Harry Haywood. See also Subversion in Racial Unrest, pt. I of Public Hearings of the State of 
Louisiana Joint Legislative Committee (March 1957). 

* The committee has in its record the text of a Communist instruction with respect to a new registration 
drive in 1957, showing the Communist Party itself distinguishing between its members on a race basis. 
Text of this document will be found in appendix B. 
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the Negro people, but is a realization by the Communist 
Party ths at that movement can be used as the most important 
and strongest cutting edge against the constitutional struc- 
ture of the United States, by trying to develop a removal of 
division of power guaranties in the South, and, secondarily, 
by the fact that they believe, as it is clear from the resolu- 
tions, that at this time in a prosperous country this is the 
only place in which serious trouble can possibly be stirred 
up, in which there are serious possibilities of developing what 
they call mass struggles, of building up extra-constitutional 
and extra-legal actions, and so on. 

I do want to emphasize, however, that this is not in any 
sense a humanitarian position. It has nothing whatever to 
do with any sympathy for the needs of the Negro peoples 
themselves. But it has to do with a feeling on their part that 
this is the point of break-through in the country at this time 
(pp. 3608, 3609). 


Despite this background, the subcommittee, in its Memphis hear- 
ings, did not probe into the Communist aspect of racial issues. This 
was in part due to the subcommittee’s belief that, with emotions 
running high over the situation in Little Rock, committee inquiry into 
this, even collateral to communism or as part or product of the Com- 
munist conspiracy, might be misunderstood. Basically, however, the 
committee’s decision not to probe communism in racial questions 
during the Memphis hearings was due to the fact that the primary 
objective of these hearings was to evaluate present-day Communist 
activity in the Midsouth. Especially, the subcommittee wanted to 
learn the present-day pattern of Communist activity in this area, as a 
basis for determining whether such activity constitutes a clear and 
present danger to the internal security of the United States; whether 
such activity in comparison with similar activity else »where, and in 
comparison also with Communist activity in the same area at an 
earlier date, is in any particular way either more or less subject to 
legislative riposte or any more or less responsive or amenable to legis- 
lative control and inhibition; and what special facts, if any, in con- 
nection with such Communist activity, may warrant consideration 
as a basis for either amendment or repeal of existing legislation or 
proposals respecting new legislation. 

Two witnesses at the Memphis hearing, who gave voluntary 
testimony, touched upon er matter. The attorney general of 
Kentucky, the Honorable Jo M. Fe rguson, testified respecting the 
devastating effect, upon the satinaves rsive laws of the State of Ken- 
tucky, of the United States Supreme Court’s decision in the case of 
Pennsylvania v. Nelson.4 Attorney General Ferguson testified that 
there “is undoubtedly Communist activity in Kentucky,” but did not 
attempt to go into detail respecting such activity. Attorney General 
Ferguson’s testimony was supporte ed and supplemented by testimony 
of Mr. A. Scott Hamilton, commonwealth attorney, Louisville, Ky. 


4 This decision is referred to more fully in sec, XII, 
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CONCURRENCE IN FINDINGS 


Reviewing the record of the Memphis hearings, the subcommittee 
concurs in the findings of its chairman and ranking minority member, 
who conducted those hearings, that— 

(1) Communist activity in the Midsouth area is not a matter of 
the past. Such activity goes on today. 

(2) The pattern of this present-day Communist activity in the 
Midsouth is highly conspiratorial, deeply cloaked in secrecy. 
The Communist partic ipants in the conspiracy have taken 
extraordinary security measures in order to protect their network 
from detection. 

(3) Members of the Communist network in the Midsouth 
include men and women who are highly educated, efficient, and 
give every appearance of respectability. 

(4) Members of the Communist network in the Midsouth 
apparently are able to transfer their employment from city to 
city and from State to State, with their transfers expedited by 
still other members of the network. 

(5) The basic Communist operation in the Midsouth is directed 
against all generations; but there has emerged a pattern of a new 
and younger generation of Communist teachers who have been 
trained by older members of the Communist Party, and are now 
carrying on the functions of the network. 

(6) When one of these younger Communist teachers has been 
exposed in one locality, with resultant lessening of his usefulness 
to the party in that locality, he appears to have no difficulty in 
moving to another section of the country and securing a new job 
in the teaching profession where he is again put in a “position to 
mold the minds of youth. 

(7) Specific objectives for infiltration by the Communist net- 
work in the Midsouth, as in other parts of the country, are and 
have been the churches, the parent-teacher associations, the 
colleges, the high schools, and the labor organizations. 

Cropping up during the subcommittee’s hearings at Memphis was 
the tactic by witnesses, who, unable to deny Communist Party 
membership even up to the time they were served with subpenas 
requiring their attendance before the sube ommittee, appearing before 
the subcommittee with an attorney and denying emphatically present 
membership in the Communist Party’ One of the results 
of this tactic is that a hardened and disciplined Communist, because 
of his testimony that he is not ‘“‘presently” a member of the Com- 
munist Party, will be referred to in newspaper reports as a “former 
Communist.’”’ Whether this is an objective of the new Communist 
tactic has not been determined. 


FALSE STATEMENTS 


Two of the witnesses who appeared before the subcommittee at 
Memphis made statements under oath which were at variance with 
information and evidence available to the committee. Transcripts 

'The committee has been informed that Communist Party members have been instructed to consider 


themselves suspended from the party ifand when they are subpenaed by the subcommittee; but this infor- 
mation has not, as yet, been substantiated by sworn testimony. 
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of the testimony of these witnesses have been submitted to the Depart- 
ment of Justice for consideration in connection with possible prosecu- 
tions for perjury. 

SIMON KASSET 


In connection with the Memphis hearings, a subpena was issued for 
Simon Kasset, of Chattanooga. Upon receipt of the subpena, the 
office of the United States marshal at Chattanooga reached Mr. 
Kasset by telephone and informed him that a subpena had been issued 
and that his [Kasset’s] appearance before the committee was desired 
at Memphis on the 28th of October. Mr. Kasset agreed to meet a 
deputy marshal and accept service of the subpena. He did not keep 
the appointment and, in fact, could not be found by the mereka 
office between the time of that telephone conversation and the date of 
the hearing. The subcommittee is of the opinion that this course of 
action by Mr. Kasset constituted contempt of the Senate of the United 
States, punishable before the bar of the Senate, but that it is question- 
able whether Mr. Kasset’s conduct constituted statutory contempt. 
Accordingly, it has been decided not to cite Mr. Kasset for contempt 
but rather to give him, at a later date, a second opportunity to appear 
and testify before the subcommittee. 


GRACE LORCH 


One of the witnesses subpenaed by the subcommittee to appear at 
the Memphis hearings was Mrs. Grace Lorch, at that time a housewife 
of Little Rock, Ark.® 

Mrs. Lorch was an extremely antagonistic witness. She held press 
conferences and issued press releases in the hearing room, charging, 
contrary to the fact, that the committee had called her to question 
her about her activities in connection with racial matters in Little 
Rock. Mrs. Lorch refused to testify in executive session; and, when 
she did take the stand, would not answer questions, repeatedly parrot- 
ing ‘IT am here under protest and have been deprived against my will 
of. my constitutional rights.”” The committee explained to Mrs. 
Lorch that it was not intended to question her in any way about 
Little Rock, Ark., and that what the committee wanted to question 
her about was whether or not she was presently a Communist; 
whether or not she had attended the Massachusetts State conven- 
tion of the Communist Party in 1943 and had been invited to attend 
the national convention of the Communist Party in 1945; whether 
or not she was a member of the New England district of the Com- 
munist Party in 1945; whether or not she wrote a letter to a Nash- 
ville newspaper in 1953 attacking the “persecution” of the Rosen- 
bergs; and to what extent, if any, she had been connected with 
Junius Scales, southern regional director of the Communist Party. 

While Mrs. Lorch’s actions in connection with the Me smphis hearings 
were highly contumacious, the subcommittee has decided (as in the case 
of Kasset) to give her a second opportunity to appear and testify. 


® Since the hearing Mrs. Lorch has been employed, with her husband, Lee Lorch, by the Southern Con 
ference Educational Fund. 
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CoMMUNIST OPERATIONS IN THE KEYSTONE STATE 


As early as 1945 immediately after the close of World War II, Com- 
munist forces in Pennsylvania received orders to once again concen- 
trate on the basic industries, according to Matthew ‘Cyetic who 
testified before the Senate Internal Security Subcommittee on 
November 10, 1953. Cvetic had been an undercover man within the 
Communist Party for the Federal Bureau of Investigation and had 
become a member of the party’s organizational, trade union, educa- 
tional, and finance commissions. He had opened up before the 
committee a picture of the disruptive operations of the party’s elec- 
trical commission, the steel commission and the coal commission in 
the Pe nnsylvania area. The subcommittee this year held hearings in 
Washington and Philadelphia on certain additional evidence which 
had been brought to light in this important industrial State after 
evidence of Communist activities had been disclosed. 


THE COMMUNIST STEEL COMMISSION 


The Communists have penetrated the steel industry located 
eastern Pennsylvania, which is considered to be one of the most 
highly industrial areas in the United States. A steelworker who 
became a member of the Communist Party at the request of the 
Federal Bureau of Investigation testified that he joined the Com- 
munist Party while employed by the Bethlehem Steel Co. in 1952 
and attended meetings of the eastern steel commission of the Com- 
munist Party until he openly disclosed his connections with the 
Government in 1956. ‘This witness, Harry G. Walter, gave the 
subcommittee detailed information as to how the eastern steel com- 
mission of the Communist Party operated and its activities concerning 
the Bethlehem Steel plant. Walter told the subcommittee that the 
steel commission was headed by Dr. Albert Blumberg, who was con- 
victed under the Smith Act in Philadelphia, Pa., in 1956, and placed 
in the record the personnel of the commission which included workers 
in the Bethlehem Steel Co., of Allentown, Pa.; the Baldwin Loco- 
motive Works, of Chester, Pa.; Lukens Steel, of Coatesville, Pa.; 
and the Sparrows Point plant of Baltimore, Md. 

The members of the steel commission have been identified by 
another witness, Herman Thomas, who also was a confidential 
informant for the FBI, and whose testimony in the early part of this 
year corroborates that of Walter. 


Mr. Morris. Were you working at Bethlehem Steel 
the time they had a strike during the Korean war? 

Mr. Tuomas. No; I wasn’t working at Bethlehem Steel at 
that time. 

Mr. Morris. Did you have anything to do with the strike? 

Mr. Tuomas. Yes. Iwas instructed by Charles Spencer— 
no, William Hood was our section organizer at that time, that 
we should contact the members we had in steel and try to tell 
them to stay out, that they could get better conditions, but 
to my knowledge this was a camouflage because, in 1945, 
during World War II, there was all-out production as far as 
the Communist Party was concerned because that was a 
people’s war, World War II, but during the Korean war we 
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tried to slow down production wherever possible, and also 
tried to maintain the strike as long as we could. 
cs * * * Ok 


Mr. Morris. And could you tell us specifically then how 
the Communist Party tried to prolong the 1951 and 1952 
Bethlehem Steel strike? 

Mr. Tomas. We told our party members and party 
sympathizers to try to talk to the fellows on the picket line 
that they could get better working conditions and they 
shouldn’t submit to the demands of the union and the steel 
company. 

* a * * * 

Mr. Morris. Did that Communist Party obstructionist 
thinking as you have just described it, did that manifest 
itself in any other things you did for the Communist Party 
or in any other things that you did as an individual? 

Mr. Tuomas. I might say that during the Korean war 
there was a meeting of the section secretariat. At that time 
William Hood and William Power and myself were members 
of that section secretariat, and about half past 12, past mid- 
night, I asked to be excused and told them that I had to go 
airplane spotting. J belonged to the Ground Observer 
Corps at that time. William Power says to me “You mean 
to tell me that you are helping the Korean war effort by 
spotting airplanes that in case a Soviet plane would come 
over here you would have to report it?” He says, “You 
know you could be kicked out of the party for this.” 

Well, I said, “All I know is that in World War II, I was 
an airplane spotter.’”’ They said, “Well, that was a different 
situation. World War II was a people’s war. This war 
here is an imperialist’s war.”’ 

Mr. Morris. Did that show up in anything else, buying 
defense bonds or anything like that? 


BOND BUYER EXPELLED 


Mr. Tuomas. Oh, yes; well, the Communists were in- 
structed not to buy defense bonds because of the fact 
that it helped the Korean war effort. In fact we did have 
one member expelled from the party because he continu- 
ously bought defense bonds. 

Mr. Morris. Can you recall who he was? 

Mr. Tuomas. Yes; Morris Klein (pp. 4470, 4471). 


Walter testified that his assignment with the steel commission 
to bring back information on steel operations. 


Mr. Morris. Lee Hood assigned you to the steel commis- 
sion? 

Mr. Wattrr. Yes. He told me to get all the symbols 
from the various departments. 


* * ~ * * 


Mr. Morris. What are symbol numbers? 

Mr. Watrer. That represents each department. 

Mr. Morais. Does it reflect the type of production that is 
going on? 
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Mr. Watter. Yes;sure. Maintenance has its own symbol 
number. 

Mr. Morris. Does it indicate the location of the particular 
project within the plant? 

Mr. Waurer. Yes. SM stands for smelting. The differ- 
ence in the numbers represents what part of the steel com- 
pany they are at, you know. 

Mr. Morris. So with the symbol numbers, you would also 
know the location within the plant; would you not? 

Mr. Watrter. Yes. 

Mr. Morris. Would it give you any inkling of the scope 
of the production? 

Mr. Watrer. I was supposed to report on the amount of 
steel, amount of men, and stuff (p. 4430). 


Walter described a meeting in 1953 in the cellar of a home in the 
Philadelphia area, at which six members of the steel commission were 
present, among them Joseph Kusma. 


Mr. Morris. What happened at that meeting? 

Mr. Watter. We discussed various sections of the steel 
company, and then this here Joe Kusma, he drew a map of 
the steel company and asked me what section—if one sec- 
tion of the plant was curtailed, how many men it would af- 
fect and how much production it would affect. 

Senator Hruska. Were you able to give him that informa- 
tion? 

Mr. Water. Yes. I could help him on that. 

Senator Hruska. And did he make notations of it on the 
map, or did he make independent notations? 

Mr. Watrer. I tried to get hold of the map, but it was 
impossible. No. He didn’t make no notations. 

Senator Hruska. Is that the only time you gave him 
information of that kind? 

Mr. Water. Yes. 

Senator Hrusxa. Did he ask you on any other occasion, or 
did he seem satisfied with the information which you gave 
him then? 

Mr. Watrer. He asked me what part would be more vital 
to the steel company. Well, everybody knows a powerplant 
is a vital spot in a steel company. 

Senator Hruska. You told him so; did you? 

Mr. Water. Yes. 

Senator Hruska. What about the other departments? 
Did you give him similar information about the importance 
of other departments? 

Mr. Watrer. Then he wanted to know how many men 
was working in different departments. 

Senator Hruska. Did you give him that information? 

Mr. Watrer. I could estimate; yes. Sometimes they 
would agree with me, sometimes they would disagree. 

Senator Hruska. But you discussed the figures, and 
between the 3 or 4 of you who were present—is that right? 

Mr. Wauter. That is right. 
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Senator Hruska. And each of them had some piece of 
information about each of the questions that was asked of 
you? 

Mr. Wa.ttErR. Yes (p. 4431). 


Another present at this meeting, Walter said, was Herman Solitrin. 
This man was a witness before the subcommittee and when questioned 
regarding the drawing of the map, invoked his fifth-amendment privi- 
leges. Solitrin also Tefused to answer any questions regarding the 
activities of the eastern steel commission of the Communist Party. 

The testimony clearly shows that Communist Party members have 
wormed their way into civic organizations masquerading as public- 
spirited citizens in assisting various civic causes. A commercial 
artist and his wife had been identified to the subcommittee as mem- 
bers of the Communist Party by sworn testimony of a man who 
spent 10 years in the Communist Party at the behest of a Government 
security agency. In September 1956 a ceremony was held at Inde- 
pendence ‘Hall, Philade phia, the birthplace of our Declaration of 
Independence. ‘The event was publicized as “Citizenship Day.” It 
was sponsored by a committee comprised of meee public figures 
and outstanding citizens of the Philadelphia ar One of the awards 
at that ceremony was made to Jacob Felse ree a commercial artist, 
who was cited for “devoted, dedicated, and unselfish work.’ When 
Felsenstein, and his wife, Eleanor, were questioned by the subcom- 
mittee as to their Communist affiliations, they made extensive use of 
the fifth amendment. They denied being members of the Communist 
Party at the time of their appearance, but claimed the constitutional 
privilege against self-incrimination when asked if they had ‘effected 
a tactical resignation from the Communist Party.’ 

This type of testimony has been reflected in numerous hearings of 
this year and illustrates a pattern which the subcommittee has en- 
countered among witnesses who have been identified by competent 
evidence before the subcommittee as Communist Party members 
The Felsensteins resorted to the protection of the fifth amendment on 
numerous occasions when questioned as to their membership in 
various Communist fronts and their activities in the Communist 
Party in eastern Pennsylvania. 

Hershel Baron, when he testified in Philadelphia November 21, 1957, 
was employed as a mechanical draftsman for the Radio Corporation of 
America at Camden, N. J. (pp. 4413-4422). 

Baron, born in Russia in 1912, became an American citizen by 
naturalization in 1939. He was educated in New Haven and Phila- 
delphia, at Drexel Institute of Technology and took courses under the 
defense training program at Haverford and Temple. 


EVASIVE TACTICS 


Asked if he engaged in a recruiting campaign for the Communist 
Party as membership director of the RCA branch of the party in 1946, 
Baron complained that the question related to a period that was quite 
remote and questioned its pertinency to the subcommittee’s objectives. 

Chief Counsel Robert Morris explained: 


We have a good bit of evidence and information to indicate 
that this man is a Communist of long standing, and the 
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reason I am asking about early 1940 is that I want to set the 
base. This is no man who had a short association with the 
Communist Party, but is one of long standing, and therefore 
I have to give the terminal date (Scope, pt. 88). 


Ultimately Baron invoked the fifth amendment to avoid answering 
this question as well as many others, among them whether he was a 
member of the press committee of the West Philadelphia club of the 
Communist Party in 1945, and whether he is now a member of the 

arty. 

He dec lared that he was refused access to classified material ‘10 
years ago,” and that he has avoided association with persons who do 
have access to such material. 

He also invoked the fifth amendment when asked if he is presently 
a Communist Party member, though it was pointed out to him that 
the question could not be challenged on the ground of remoteness. 

Among other questions which Baron protested on grounds of 
pertinency and to which he replied by invoking the fifth amendment 
were whether he refused the presidency of the Philadelphia Com- 
munity Club of the Communist Party for Eastern Pennsylvania and 
Delaware in 1947; whether, in 1952, he was liaison between the Civil 
Rights Congress and the Communist Party of Eastern Pennsylvania; 
whether, in 1950, he attended a rally in commemoration of Lenin and 
in honor of Stalin, and whether he was an active member of the 
Victory branch of the Communist Party of Eastern Pennsylvania and 
Delaware in 1942 to 1944. 

Explaining the pertinency of these questions, Mr. Morris said: 


Information indicates that this man has been recruiting 
people into the Communist Party. Now if he would tell us 
the people he has recruited into the Communist Party, we 
may be able to learn from them the extent of the Communist 
Party as it exists in the United States today in this particular 
ares 

Cedric W. Fowler has been an employee of labor organizations for 
the past 20 years. He attended the Journalism School of Columbia 
University and qualified for a scholastic degree. From 1937 to 1946 
he was employed by the national office of CIO as assistant editor of 
the CIO News and as assistant publicity director. From March 1946 
until early 1950 he worked for the Food, Tobacco, Agricultural and 
Allied Workers of America. His only response to questions regarding 
whether or not he took part in Communist Party activities, and 
whether or not he had a particular Communist Party card and a 
particular Communist Party transfer card, was an inneealine of 
privilege under the fifth amendment, the first amendment, and other 
amendments to the Constitution. 

Two other witnesses interrogated at this time were George Merlo, 
from eastern Pennsylvania, and William Hood, from Philadelphia, Pa. 
The former was a union official of the fur and leather workers from 
1945 to 1955; and the latter an organizer in the steelworking industry, 
who had been identified by an earlier witness as a member of the 
Communist steel commission. Both refused to respond to a series 
of interrogations regarding whether or not they were Communist 
members and the extent of their participation in Communist organiza- 
tions, if any. 
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At a more recent hearing in Philadelphia the subcommittee took 
testimony from six other witnesses. Of these, five were adamant in 
their refusals to answer any of the interrogations put to them by the 
subcommittee under a claim of privilege of the fifth amendment, and 
other constitutional privileges which might secrete or camouflage any 
and all past Communist activities or affiliations. 

The recalcitrant witnesses included David Karol, identified in sub- 
committee records as chairman of the literature committee of the 
Lehigh Valley section of the Communist Party and a major contributor 
to the party in that area; Irvin Riskin, said to be a liaison between the 
Communist Party district 3 and the Lehigh Valley section; Frank 
Kinces, who, the subcommittee was told, was formerly a Communist 
Party organizer in the Lehigh Valley section and a member of the 
party’s national legislative committee; and Julius Lehman, reputed 
to have been a Communist propagandist and now employed in the 
Bethlehem News Agency. 

At this same hearing, Sol Rothenberg who, according to the sub- 
committee’s information, has been responsible for considerable Com- 
munist propaganda, invoked the first amendment on all questions 
regarding Communist activities (Scope, pt. 89). 
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THE NORMAN CASE 


During the spring of 1957 the subcommittee was widely calumniated 
in connection with the case of E. Herbert Norman, a Canadian diplo- 
mat who committed suicide in Cairo on April 4. So widespread was 
this attack on the committee that failure to include mention of the 
matter in this report would be a dereliction. 

A man’s suicide always is a great personal tragedy, and a distasteful 
subject for discussion. But Mr. Norman’s suicide was exploited to 
generate a frenzied wave of anti-American sentiment in Canada, our 
great northern neighbor. The committee feels an obligation, there- 
fore, since the subject must be mentioned, to lay all the facts out in 
the open. Both the American people and the Canadian people can 
be trusted to form proper conclusions if they know the truth. 

The committee regrets that accumulated events make it impossible 
to preserve silence in deference to the advent of death, which normally 
would cast a protective veil over the events which preceded it. But 
irresponsible persons have made totally false statements about the 
Norman case, creating widespread mistaken impressions of the facts. 
The committee avoided controversy, and did not fight back. For the 
committee to remain silent on the subject in this report, however, 
would be a newsworthy thing, likely to give rise to more false and 
mistaken impressions. The aftermath of Herbert Norman’s suicide 
was utilized to launch a major attack upon the Internal Security 
Subcommittee, but an attack not limited to the Internal Security 
Subcommittee or its staff. Though the subcommittee may have 
been intended as the main target, this was in a very real sense an attack 
upon the right of the Senate to exercise its investigatory powers with 
respect to activities, within the borders of the United States, in aid of 
the world Communist conspiracy. The shrill, intemperate, and in 
some cases actually vicious character of this attack showed the emo- 
tionalism which underlay it. The committee is of the opinion that 
this emotionalism did not arise wholly from spontaneous sympathy 
for the late E. Herbert Norman, but arose in many instances from 
hatred of the Internal Security Subcommittee and what it stands for; 
hatred of all investigating committees which have communism as 
their target; hatred, in fact, of anticommunism itself. 

The committee feels, therefore, an inescapable duty to report the 
facts of the Norman case: How the name Herbert Norman first came 
to our attention, how it arose in connection with our recent examina- 
tion of John K. Emmerson, and why it was a proper object of interest 
to us. 

But first, because it is easy to lose sight of essentials amid a mass of 
details, four main points need to be made unmistakably clear: 

First, the subcommittee was interested in E. Herbert Norman, not 
because of his diplomatic position in Canada, but because we had evi- 

! Bearing on this, though not conclusive, is a memorandum in the subcommittee’s files stating: ‘“The 
CIA has a file on E. Herbert Norman which contains a dispatch from Cairo dated in April, which dispatch 
puts it source as the most reliable that it has. The dispatch says that the night before Norman plunged 
to destruction he had dinner with a doctor. He told the doctor that he was afraid that Prime Minister 
St. Laurent was not standing behind him, that he was afraid there was going to be a Royal Commission 


inquiry, and that if he were called he would have to implicate 60 or 70 Americans and Canadians and that 
he couldn’t face up to it and that he was going to destroy himself.” 
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dence that he had been an active member of Communist units in New 
York City and Cambridge, Mass., United States of America, and had 
participated i in other Communist ‘and pro-Communist activity in the 
United States, and with American Communists over a period of more 
than 15 years. 

Second, the evidence to this effect was not hearsay, or innuendo, or 
baseless slanders, but authentic documents and eyewitness testimony 
under oath. 

Third, despite the oft-repeated assertion that Canada long ago 
“cleared” Mr. Norman of these “charges” by means of a “double 
security check,” none of the items of derogatory information in our 
record was ever specifically challenged, and in fact, no representative 
of the Canadian Government has ever talked to the eyewitness who 
gave testimony before us that he knew Mr. Norman as a Communist. 

Fourth, separately and in addition to the above, Herbert Norman, 
according to an FBI report, admitted having lied to the FBI in Cam- 
bridge, Mass., United States of America, in 1942. 

It is necessary at the outset to relate briefly the framework of our 
hearings in which references were made to the late diplomat, E. 
Herbert Norman. In 1951, when the Internal Security Subcommittee 
commenced its hearings into the machinations of the Institute of 
Pacific Relations, as the first segment of our continuing study of 
Communist strategy and tactics, we began to accumulate evidence 
about the Communist conspiracy in the United States as it was 
operating to subvert our Far Eastern policy and to augment the power 
of Red China. It must be stressed that this was an inquiry into the 
identity and the movements of Communists operating in the United 
States. This investigation was based on sworn testimony of competent 
witnesses, and on the records and papers of the Institute itself; and 
it enabled the subcommittee to make numerous findings and conclu- 
sions in aid of legislation. 

During the IPR inquiry, the name of E. Herbert Norman came into 
the record 36 times without any effort by the committee to pursue 
an investigation with respect to Mr. Norman. ‘These references to 
Mr. Norman were entirely collateral to the main inquiry with respect 
to the activities of the IPR, and came about because the facts as the 
committee uncovered them show substantial and continuing activity 
by Mr. Norman in connection with the activities of the IPR and its 
leading officials and directors. Early in 1957 Mr. Norman’s name 
again crossed the path of the Internal Security Subcommittee in con- 
nection with an inquiry into faulty intelligence reports from the Far 
East by American diplomats more recently moved to the Middle East. 
Here is what the evidence shows: 

Mr. Norman in 1937, while at Harvard University, was a member 
of one of the groups that the Communists were fostering in the 
furtherance of their organization on the campus. By way of char- 
acterizing this group it will serve to quote a man who was organizing 
them and who was a Communist at that time. He wrote to a Com- 
munist colleague: 


On the matter of the study groups discussed in your last 
letter especially: I do not see how there can be any doubt 
that such study groups are a very desirable thing. Unques- 
tionably they can bring in many people who would not 
to the Workers School. They do not conflict with the 
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Workers School. It is the duty of the more advanced mem- 
bers of the groups to draw the others closer to the revolu- 
tionary movement by involving them in activities, as you 
suggest. If anyone raises any objection to these study 
groups, see to it that his position is corrected, if necessary 
appealing to the district leadership.? 


Shigeto Tsuru, testifying under oath before the subcommittee, told 
us that Norman was a member of this group, and both Tsuru and 
the written record indicated that one contribution of Norman was a 
paper called American Imperialism.’ 

A year later our evidence indicated the same Mr. Norman was a 
member of a Communist group which was meeting near Columbia 
University in New York City. The evidence in this case took the 
form of sworn testimony by Dr. Karl Wittfogel, a research professor 
of Washington University,** who was teaching the Communist group 
atthe time. Dr. Wittfogel testified under oath that Mr. Norman was 
then a Communist and that the Communist nature of the group was 
obvious.* 

It was reported in a security memorandum which has been fully 
identified in the executive record of our subcommittee but which has 
been identified publicly only as a United States Government executive 
agency security report, that in February of 1940 E. Herbert Norman, 
whe was at that time attending Harvard, was a member of the 
Communist Party. 

We next encountered the name of Norman in this same security 
report which read: 

When Tsuru Shigeto, Japanese instructor at Harvard, was 
apprehended for repatriation purposes in 1942, the FBI was 
approached by Norman who represented himself as on official 
and highly confidential business of the Canadian Gov- 
ernment in an effort to take custody of Tsuru’s belongings. 

One main item of these belongings was a complete record of 
the Nye munitions investigations, largely prepared by Alger 
Hiss. 

Norman later admitted to the FBI agents in charge that 
his was only a personal interest and that he was not repre- 
senting the Canadian Government as stated.° 


Testimony taken from Mr. Tsuru confirmed this reference to the 
FBI, in that he testified Norman had acknowledged to him that he 
“pressed”? to get these papers, which contained many Communist 
secrets.® 

The evidence in the IPR hearings, mainly from acknowledged 
written records of the Institute of Pacific Relations but partly from 
sworn testimony, relates to Herbert Norman’s activities either in the 
United States or as reported in the papers of the IPR which were 
subpenaed in the United States (such as Mr. Norman’s designation 
while he was in Tokyo as a channel for transmission of ‘‘very secret 
messages”? from one IPR character to another). This IPR activity 
and association on the part of Mr. Norman continued from the late 
1930’s until at least 1950—a span of more than 15 years. 

"+ Hearings, pt. 57, p. 3706. 

3 Hearings, pt. 57, p. 3740. 

3a See footnote Lda, p. 79. 

‘I. P. R. Hearings, pt. 1, p. 318. 


' Hearings, pt. 57, p. 3741. 
* Hearings, pt. 57, pp. 3743, 3744. 
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The inescapable conclusion from this record was that Mr. Norman 
was a Communist, that he had operated in the United States, and that 
this activity covered a long period of time. 

On March 12, 1957, Mr. Emmerson, at that time assigned to our 
Embassy at Beirut, Lebanon, testified before the subcommittee and, 
on March 21, reappeared at his own request so that he might, as he 
put it, “change and amplify” his prior testimony. 

Mr. Emmerson had come into the picture in the course of the sub- 
committee’s inquiry into how American Foreign Service officers, by 
their erroneous reporting and by promulgating mischievous official 
papers, have contributed greatly to a state of confusion in our official 
thinking that has been most helpful to the Communist cause and most 
detrimental to our own declared policies. This mischievous reporting 


was especially marked in connection with events in China after 1943.’ 

? What appears to be another instance of such reporting is referred to in the following correspondence: 
SEPTEMRER 24, 1957. 
Col. W. H. Jonnson, 

OCLL, United States Army, 
The Pentagon, Washington, D. C. 
(Attention: Congressional Investigation Division.) 

DEAR COLONEL JOHNSON: In accordance with our discussion, I submit herewith questions which you 
will please forward to Lt. Col. J. R. Manning in Turkey: 

In an appearance before the Subcommittee on Internal Security on October 5, 1956, Adm. Charles 
Maynard Cooke, wartime chief of staff and chief strategic adviser to Adm. Ernest King, gave the following 
testimony: 

“T also learned that, in December of 1949, the State Department representation in Formosa had warned 
all Americans to leave Formosa because of this imminent fall; that some had done so, but others had stayed 
on. 

“T also was informed that one of the assistant military attaches, Capt. J. R. Manning, had wished to re- 
port facts which did not fit in with the character of reports apparently desired by the State Department 
representation, and who therefore made a direct report to the War Department. 

“Further, I was informed that Captain Manning had been summarily detached from his duty as assistant 
military attache and sent to the United States command in Tokyo. 

“Some weeks later, while in Tokyo, I looked up Captain Manning, and he confirmed the report about 
this incident that I had received while in Formosa.” 

It is the desire of the Subcommittee on Internal Security to obtain full comment from Colonel Manning 
regarding the testimony of Admiral Cooke. 

1, When was Colonel Manning released from duty in Formosa? 

2. Under what circumstances did his release take place? 

3. Why was he released? Please ask Colonel Manning to detail all circumstances surrounding all differ- 
ences or altercations between him and Mr. Strong. [Robert C. Strong was United States consul for Tapei 
for several months beginning about mid-December 1949. He was serving as Acting Ambassador to Syria 
in 1957.] 

4. What was the nature of the report or reports which Colonel Manning made to the War Department, 
and which were objected to by Mr. Strong? 

5. Through what channels and with what military agencies were these reports made? 

Yours very truly, 








ROBERT MCMANvs, 
Investigations Analyst, Internal Security Subcommittee. 


THE DEPARTMENT OF THE ARMY, 
OFFICE OF THE SECRETARY OF THE ARMY, 


December 27, 1957. 
Mr. Rospert C, MCMANvs, 


Investigations Analyst, Senate Internal Security Subcommittee, 
Washington, D. C. 

DEAR Mr. MCManvs: Further reference is made to your letter of September 24 and reply thereto of 
October 1 pertaining to Lt. Col. John F. Manning currently stationed in Turkey. 

Enclosed herewith, marked first endorsement and signed by Lt. Col. John F. Manning is information 
and answers to questions presented in your letter. 

I trust this information will be of assistance to your subcommittee 

Sincerely, 
W. H. Jounson, Jr., 
Colonel, General Staff, Chief, Congressional Investigation Division, OCLL. 
201 Manning, John F. 
0414970 (October 17, 1957) 
Subject: Request for information. 
Field Training Team 3A, TUSAE-JUSMMAT, Erzurum, Turkey, November 5, 1957. 
To: Department of the Army, Office of the Adjutant General, Washington, D. C. 

1. In the absence of my notes, letters, and other memorandums here in eastern Turkey, it will be neces- 
sary for me to base my answer to these questions on the facts as I now remember them. 

2. The notice to Americans living on Taiwan to leave the island because of its uncertain future was first 
issued earlier than December 1949 and as I recall, issued only upon the insistence of the Department of 
State. The December 1949 and January 1950 notices were perhaps more strongly worded but I believe that 
the words ‘‘imminent fall’’ will be found only in the press stories of this notice. It was the official estimate 


Semen = 


scree 


ame H OOO One 


INTERNAL SECURITY—1957 REPORT 105 


In going through the file cabinet of Harry Dexter White, which now 
resposes in the Treasury Department, the subcommittee had learned 
of & memorandum issued by John K. Emmerson on December 8, 
1944. Mr. Emmerson, writing from Yenan where he was then sta- 
tioned as a military observer for the State Department, prepared a 
report which reached to the higher echelons of our Government. 
This report recommended that the Japanese Peoples Emancipation 
League, an organization made up of and led by Japanese Communists, 
in the heart of Communist territory, be used by the United States 
Government for the ‘“‘widespread dissemination of democratic ideas.” 
Mr. Emmerson said of this same Communist organization, led by the 
veteran Communist Susumu Okano, “its declared principles are 


of the Depar f State in the fall of 1949, that it was only a matter of weeks, at most a few months, until 
the total coll {f the Chinese Nationalist Government. 

3. I believe that it was in January 1950 that the Department of State directed the transfer of its personnel 
on Taiwan who were accompanied by their families At about the same time the Department of the 
Army inquired of me my plans for the evacuation of military dependents. I replied that I had no im- 
mediate plans for the closing of my office and for evacuation of the personnel, that the military and political 
situation did not warrant such a move 

4, In mid-February, I came into possession of a message from the Department of the Army to the mill- 
tary attaché in Nanking, the late Maj. Gen. Robert Soule, directing that certain officers of his command 
be transferred to the Far Fast Command I was among those listed. All the officers on this list were 
accompanied by their dependent 

5. A few days later General Soule cabled me a copy of the DA order and directed compliance. The 
necessary order ere issued and I depart« . Taiwan with my family about February 28, 1950. When the 
news of! transfer was announced, several well-informed members of Mr. Strong’s staff remarked to the 
effect th at ‘Bob finally got you.”’ I tried, eae succe ss, before I left Taiwan, and later, to either see or 
obtain copies of any recommendations Mr. Strong made to Wa shington with reference tome. I can only 
conclude that if I was the subject of correspondence between Mr. Strong and the Department of State, this 
correspondence was not official or a part of any file available to me or to my several sources. My Depart- 
ment of the Army file in the Career Management Branch, TAGO, indicated only the transfer. I was told 
in Washington in 19 2 that the transfer in 1950 of United States Government personnel with dependents 


























from iiwa rected by the President, that the Department of the Army was satisfied with my work 
on iiwan, that my transfer was in conformity with the President’s directive. 

6. L arrived on Taiwan in early May 1949. My mission was to report to the Army attaché anything that 
I obs i which w ponhion ya vorably or unfavorably on the capabilities of the Chinese Nationalists to 
continue to reé t I cannot remember at what point in time or under what circumstances I began to report 
direc to G-2, t I the Army The restrictions imposed upon the United States Embassy in 
N ae by the ably made it advisable to restrict the flow of classified messages in that 
dire I in conditions on Taiwan shown by official Washington, it became the 
prac f tl information copies of their dispatches to G-2 Department of Army; 
Commat ( ffice of Naval Intelligence; Director of Intelligence, USAF; and to the 
Secretary 

7. Ins ! by the Nationalists to continue fighting, I was drawn into 
in eXal mi 1 Taiwan, he personalities involved, their loyalties; the 
econ f Tal my fleeing fr the mainland; the reaction of the Tailwan- 
ese tow i the ir the Army in be ng, with ill its weaknesses and strengths. 
Th f t) I I » the United States Government brought me into close 
( ii ind er i rar, United States consul general for Taiwan, and his 
Lect Mr. John F. McDonald. By September we had come to the conclusion that the Chinese Nation- 
list ere determined to hold on to Taiwan, that there would be no sellout, that a Communist attack 
would b 

8. InO ne the ¢ lous attack against Quemoy Island near Amoy. The attack- 
ing force was destroyed. The ictory on Taiwan was electric. Victory proved to the Nation- 

ts that troops well trained, “ould produce the protection that the island needed. Every 

effort, « y resource at the ima the Nationalists was now turned toward producing a reliable 
fighting force based on a friendly population. Considerable effort was expended ¢ n retraining senior Army 
ffice not only in their profession but also in their political faith. Control, not always successful, was 
placed on tl iainland Chinese to prevent exploitation of the Taiwanese. An attempt was made, and 
again not alw uccessful, to balance the island’s economy between the requirement for food and production 
f a cash f sugar. The continuation « lillion United States aid program under very able 
ECA lership materially ntributed t rovement of the economy and the partial attain- 
ment of these a . Expressed another way, ECA helped cushion the effect on the island’s economy of 
the demands of the arr 

9. By mid-N nber, the Ct onalist Government stood alone. But by that time it had 
caught its bre iluated it ind had developed a considerab le potential for survival. The 
Chinese Cor lists on the ot were faced with the much larger problem of organizing and 





exploiting what they had Just acquired. This absorbed all their resources and influenced their military 
plans for Taiwan. It was this picture, as it developed, that was reported by Mr. Edgar, Mr. McDonald, 
and myself. Because I had seen the worst, I was perhaps more enthusiastic and more outspoken than 
Mr. McDonald in my reports and recommendations. When the United States representation in Taiwan 
ceased tolling the bell for the deceased and proclaimed the resurrection, a State Department representative, 
a Mr. Krentz, arrived on a “fishing trip.” 

10. In my several conversations with him, he implied or stated, that Mr. McDonald and I were wrong, 


that the island could not survive, th desirable to have both a Nationalist and Chinese Com- 
munist Government, that the EC would continue at its present rate because of political 
pressure (Senators Knowland and Smith) but that it was wasted money, that the State 


Department wanted to recognize the Con nist government as soon as it was prudent to do so. I did 
not know then, nor now, whether } rent na position to authoritatively make these statements 

1e. Without spending many hours of on-the-spot study he left for Washington convinced we had 
been taken in by Nationalist Nothing could have been farther from the truth. We knew them for 
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democratic.” He also said of this Communist organization, “‘it is 
not identified with the Communist Party.’”’ He went on to say that 
organization should “train units of Japanese for activity with Ameri- 

“an pacification operations and with military government officials 
during the occupation.”’ 

Mr. Emmerson had told us that he did not mean to mislead his 
superiors in stating that Okano’s organization had not been identified 
as Communist, because, Mr. Emmerson said, he knew and the State 
Department knew that it was in fact a Communist organization. He 
indicated that he meant only to convey the idea that the organization 
had not yet been publicly identified in Japan as Communist. 

ater in the course of Mr. Emmerson’s testimony, the subcommittee 
sought to learn from Emmerson about a recent meeting that he had 
with Mr. Norman, who had been his associate in the days of the 
Japanese occupation.’ We asked Mr. Emmerson about the circum- 
stances of a meeting that he had with Mr. Norman on the eve of the 
British invasion of Egypt. We were asking this because we were in 
an area related directly to American se curity, and the record of the 
Senate Internal Security Subcommittee at this point indicated that 
the man with whom he was meeting, Mr. Norman, had been identified 
as a Communist. It is true that this identification, though made by 
a reliable person, was in the past. However, the subcommittee had 
learned nothing whatever to indicate that evidence to the effect 
that Mr. Norman was a Communist, was not so.° 

Mr. Norman was transferred to the Middle East, as Ambassador to 
Egypt and Minister to Lebanon. When Emmerson learned Norman 
was coming to Beirut, he took steps to make sure that he and Norman 





the same scoundrels they were on the mainland. But we also had seen them wake up to the facts of 
survival. 

11. Mr. McDonald was relieved about mid-December and replaced by Mr. Robert Strong and the cooper- 
ation between the consulate and the service attaché came to an end. It was apparent from the beginning 
that Mr. Strong’s estimate of the situation was of a “‘made in Washington”’ variety. I was unable to agree 
with him and he was highly critical of several of my reports and did try to influence my comments. He did 
not, to my knowledge, ever censor my reports, nor were my reports subject to his approval prior to trans- 
mission. These reports should be in the G-2, Department of the Army “‘retired”’ files. All were telegraphic 
messages and covered the period May 1949 through February 1950. Mr. Strong and I differed on the capa- 
bility of the Chinese Nationalists to survive. He did not feel that anything could save them nor were worth 
the trouble. I was of the opinion that the United States military position in the Far East could not afford 
to have the island in Communist hands; that the existing ECA program, and a very small military aid 
program would keep the island and its people out of Communist hands for a long time. My estimate was 
based on 8 months of close daily contact with every element of Chinese society, from premier to coolie. 
Mr. Strong’s estimate was based on a Washington briefing 

12. Admiral Cooke mentioned in his testimony differences or “‘altercations’’ between myself and Mr 
Strong. If there were differences or ‘‘altercations’’ other than those outlined, with the passage of time I 
have chosen to forget them. I have, however, retained a very poor opinion of this man. Mr. Strong 

approached a very difficult problem with a closed mind and shortly became the least informed man in Taipeh. 


JOHN F. MANNING, 
Lieutenant Colonel, Artillery. 


§ Mr. Emmerson and Mr. Norman had been associated in Japan in actions which former State Department 
Official Eugene Dooman told the subcommittee had added ‘100,000 members to the Communist Party in 
Japan.”’ 

® We knew, of course, that Mr. Lester Pearson had issued a statement to the effect that Mr. Norman 
had been “‘cleared,’’ but we also knew that this statement had been issued without even interviewing the 
witness, Dr. Wittfogel, who had under oath identified Mr. Norman as a Communist. It had been said 
the “‘study group” taught by Dr. Wittfogel had met in Provincetown, Mass., and that Mr. Norman had 
not been there at the time; but Dr. Wittfogel had stated, in a letter dated April 7, 1957: ‘“The study group 
referred to in my testimony of August 7, 1951, before your committee (see hearings, Institute of Pacific 
Relations, p. 312) did not meet in Provincetown, Cape Cod, in the summer of 1938. y said expressly: ‘Not 
that summer’ (italic mine). As I indicated in the same context, the group met in Mr. Finkelstein’s house— 
I might have said more specifically: in his New York apartment, early in 1938. According to my notes, 
the address was 230 West 107th Street.’”’ It had been suggested the group Dr. Wittfogel taught was com- 
posed of ‘‘innocent dupes,” but the committee files contain this memorandum from counsel under date of 
April 9, 1957: “‘I spoke with Professor Wittfogel before he left for Europe today and asked him what he 
taught in this study grcup, the address of which he sent to me in a letter dated April 7, 1957. His reply 
was ‘imperialism and Leninism’ and th: at the people in the class were mature Communists. Yesterday, 
he mentioned that he checked his old address book for the period in question and he noted the name of 
E. H. Norman, 12 Scott Street, Cambridge, Mass.”’ 
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would meet as speedily as possible. Mr. Emmerson communicated 
with the British Legation both in writing and by telephone. He 
checked and rechecked on the time of arrival of the boat on which 
Mr. Norman was due. He arranged to have his wife go down and 
meet the boat. Mr. Norman came directly from the boat to Mr. 
Emmerson’s home. They were together about 2% hours. Mr. 
Emmerson did not report this conference to the State Departme nt. 

Who will say the subcommittee did not have a right to question 
Mr. Emmerson about this meeting with Mr. Norman, to ask him if 
he was aware of Mr. Norman’s alleged record of Communist connec- 
tions and affiliations? Upon the basis of even the faintest suspicion 
that the same kind of monkey business might be going on in the Middle 
East that went on in the Far East and which contributed to the loss of 
China, the subcommittee had not merely the right but the duty to 
make proper inquiry. 

When we first asked Mr. Emmerson about this meeting with Mr. 
Norman, he had said it was Norman who had gotten in touch with 
him, that he did not know how Norman had secured his address, and 
that he surmised it might have been secured through a mutual friend. 
When Mr. Emmerson came back before the committee he changed his 
testimony, and this time he told the subcommittee that when he had 
testified earlier he had forgotten about all his own efforts to arrange 
the meeting with Mr. Norman.” 

The question has been asked, why did not the committee suppress 
the evidence with regard to Mr. Norman and submit it through 
diplomatic channels to the Canadian Government? The answer is 
twofold: First, the committee was not primarily interested in influ- 
encing the action of the Canadian Government with respect to Mr. 
Norman. Had this been our objective it might have been served by 
transmitting the record to the Canadian Government. But we did 
not seek to make recommendations to Canada with respect to that 
Nation’s decision with respect to matters affecting its own internal 
security. Canada’s Minister of External Affairs has rightly said that 
in the performance of its security responsibilities, the Government of 
Canada is responsible only to the people of Canada. It was not the 
desire or the purpose of the Internal Security Subcommittee of the 
United States Senate to attempt to pass judgment upon the question 
of how the Canadian Government had discharged its security responsi- 
bilities. But the subcommittee had its own security responsibilities. 
With respect to matters having an impact upon the security of the 
United States, the subcommittee felt obliged to go forward, because 
in the discharge of its own responsibilities, the subcommittee is 
answerable to the Senate and people of the United States. The sub- 
committee had an obligation to seek continuously to learn what 
Communists—all kinds of Communists, and definitely not excluding 
foreign nationals—were doing and had been doing in the United States 
and in association with officials of the United States Government. 
The subcommittee was concerned with making a record respecting 
Communist activity by Americans and Communist activity in the 





10 In the context of the questions which had been asked Mr. Emmerson, this seems incredible. 
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United States and Communist or pro-Communist associations and 
activities by certain American public servants. The subcommittee 
considered this a matter of importance to the Senate and, indeed, to 
the people of the United States, and treated it as such, rather than a 
a matter primarily of interest and concern only to C anada. 

Undoubtedly a secondary consideration, though of much less im- 
portance, was the subcommittee’s knowledge that a substantial part 
of the committee’s information with respect to Mr. Norman already 
had been available to the Canadian Government for years (as in the 
case of the testimony of Dr. Wittfogel, which the Canadian Govern- 
ment did not check). So the committee did not feel it was “holding 
out”’ on Canada in any sense of the word. 

The question has been asked, and in some cases with overtones 
which indicate that some kind of crime is involved, why the subcom- 
mittee made public the transcript of the Emmerson testimony, which 
included the references to Mr. Norman. 

The answer is quite simple. It has been the uniform policy of the 
Internal Security Subcommittee to base its reports on sworn testi- 
mony and documentation in the public record. Whenever it appears 
that testimony taken in executive session has such legislative signifi- 
eance that it should be reported to the Senate or is such that it appears 
likely it will or may be the basis for some portion of a report by the 
committee to the Senate, the testimony is put into the public record 
either by means of a public session following the executive session or 
by releasing the executive testimony. This procedure was followed 
in the case of the Emmerson testimony. Only one change was made: 
with a view to protecting the security agency whose report was quoted 
in the executive transcript, a certain amount of paraphrs asing was re- 
sorted to and the agency was not specifically identified in the record 
that was made public. But the substance of the report as it appears 
in the original transcript was neither added to nor subtracted from. 

Americans have every right to know all there is to know about 
Norman, just as they had every right to know all there is to know 
about Burgess and MacLean. Unfortunately, it does not appear that 
we yet know all there is to know in either case. 

In the Norman case, there is evidence that he engaged in pro- 
Communist activity on American soil. He used the Canadian 
Legation in Tokyo as a kind of mail center for a pro-Communist 
American group. He was Canada’s representative in intelligence 
matters at General MacArthur’s headquarters. He served in the 
Canadian Embassy in Washington, and on the American desk in the 
Canadian Foreign Office. He was on many occasions and over a 
period of years in a position to have access to American security 
information important to the internal security and defense of the 
United States. He was in intimate contact with at least one Ameri- 
can diplomat, at a time of international crisis in the Middle East. 

Canada herself has told us officially of America’s interest in Cana- 
dian Communists. Prime Minister Mackenzie King said to his House 
of Commons and also to President Truman that ‘Canada was being 
used as a base’’ for espionage against the United States. The report 
of the Canadian Royal Commission reiterated this position and stated 
that the matters uncovered by the Commission’s inquiry were of vital 
concern “to all the people of Canada, Great Britain, and the United 
States.’ 
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It has been charged that the Internal Security Subcommittee has 
improperly and unjustifis ably interfered with Canada’s internal affairs. 

The fact is that there has been no interference whatsoever by the 
United States Senate or its Internal Security Subcommittee in the 
affairs of Canada. The committee has not inquired into anything 
which has gone on in Canada. The committee took testimony from 
officers of the Government of the United States with respect to their 
own activities. In connection with the taking of this testimony, 
information with respect to E. Herbert Norman came into the record. 
But this was not information with respect to Mr. Norman’s activities 
in Canada, or with respect to the Canadian Government’s actions 
concerning Mr. Norman. It was information with respect to the 
activities of Mr. Norman at a time when he was living in the United 
States, and taking part in the affairs of the Communist Party of 
the United States. It was evidence about Mr. Norman’s associa- 
tion with another alien, also at the time resident in the United States, 
and who has been proven by his own papers to have been a promoter 
of and organizer for communism in the United States. It is testi- 
mony about how Mr. E. Herbert Norman, in seeking to get possession 
of those papers, represented to the Federal Bureau of Investigation, 
in the United States, that he was acting on behalf of the Canadian 
Government, though he subsequently admitted he had been lying 
and was in fact seeking the papers only in his individual capacity. 
It is evidence about Mr. Norman’s activity, from an even earlier 
date, as an apparent part of the conspiracy which, through the 
Institute of Pacific Relations, was immensely successful in controlling 
and perverting the current of American thought with respect to 
China, and thus preparing the way for Communist conquest of that 
great nation. All these things the committee had a perfect right to 
inquire into, as it did also with respect to the question of Mr. 
Norman’s participation with an American diplomat in an enterprise 
which the committee has been told materially aided the Communists 
in Japan. 

In connection with the subject matter of this section of its report, 
the subcommittee submits the following conclusions: 


CONCLUSIONS 


Communist activity on a regional basis in the United States is 
well organized and highly conspiratorial. 

Many regional Communist leaders are “imports” from other areas, 
but the rank and file in each region is largely indigenous. 

The growing ranks of “second generation’? Communists constitute 
a new and increasing problem. 

Ste ate activity in both investigation and prosecution of subversives 
is desirable from the standpoint of internal security. 











SECTION VIII 
MONEY AND SOVIET INFLUENCE 


In a continuation of the inquiry begun last year by the subcom- 
mittee into a situation which indicated that moneys in great volume 
and of undisclosed ownership coming into the United States might 
conceivably be of Soviet, or otherwise unfriendly, origin, the subcom- 
mittee has expanded this inquiry to include the other side of the 
coin—the anonymous exodus of money from the United States mar- 
ket. Senator Hruska summarized the purpose of the inquiry and the 
expansion of its scope ¢ 6 statement opening a hearing on the sub- 
ject in New York, June 11, 1957. 


For the last year aa subcommittee has been holding hear- 
ings on the potential threat posed to the security of the 
country by institutional financial devices, such as Swiss 
trusts, anonymous accounts, numbered accounts, and other 
fiscal arrangements. 

In February of this year the subcommittee made an interim 
report which sketched the anonymous nature of an increas- 
ing flow of foreign capital into the United States. 

The hearings commencing today will be a continuation of 
what has already been undertaken by the subcommittee. 
Under consideration will be devices whereby money is taken 
out of the United States by anonymous sources. 


In an effort to pinpoint existing controls in this field and to define 
areas in which further legislation may be necessary, the subcom- 
mittee has heard testimony from various Government agencies, com- 
missions, and experts on the subject. 

At the close of last year’s hearings, the subcommittee heard the 
testimony of Arthur I. Bloomfield, the senior economist of the Federal 
Reserve Bank of New York, indicating that it would be possible for 
Soviet sources to cause capital to come into the United States and to 
buy into American industry, including some vital defense projects. 
Switzerland was constantly mentioned throughout the hearing as a 
particularly troublesome point of origin since, in accordance with 
Swiss law, it is impossible and even illegal for a Swiss bank to disclose 
the identity of the owner of an anonymous account.’ 

Mr. Bloomfield further testified that the Federal Reserve banks are 
not able to trace the ultimate owners of stock, and under present 
laws and regulations there is no way to do so. Mr. Bloomfield also 
stated that, if Soviet sources were in fact buying American securities, 
it could be done in such a way that the transactions could not be 
traced by the Federal Reserve bank or any other United States agency. 

Further testimony taken from M. Joseph Meehan, Director of the 
Office of Business Economics, Walter Lederer, Chief of the Balance of 


1 This secrecy, however, was broken this year when, to clear its own name, Ferrier Lullin et Cie., Geneva, 
testified before representatives of the attorney general of New York. 
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Payments Division, and Samuel Pizer, Chief of the International 
Investments Section of the United States Department of Commerce 
corroborated the testimony of Mr. Bloomfield in that they also said 
there is no way, under existing regulations, to determine the source 
of foreign money being invested in increasing quantities in the United 
States. 

Furthermore, they brought out that many of the investments now 
listed as foreign may, in fact, be secret American investors (corporate 
officials, tax evaders, and underworld elements) drawing capital from 
a foreign source. Mr. Meehan testified that neither the Department 
of Commerce, the Department of the Treasury, nor the Federal 
Reserve System has any means of determining the real source of 
foreign funds invested in the United States, which he estimated to be 
$26.8 billion. 

On February 12, 1957, Senator James O. Eastland, as chairman of 
the subcommittee, sent a letter to J. Sinclair Armstrong, then Chair- 
man of the Securities and Exchange Commission, stating the interest 
of the Senate Internal Security Subcommittee and requesting of 
Chairman Armstrong and his Commission information concerning 
anonymous ownership and other problems posed by foreign banking 
devices in the administration of the securities and exchange laws. 

Senator Eastland wrote: 

Unitrep States SENATE, 
CoMMITTEE ON THE JUDICIARY, 
SuBCOMMITTEE To INVESTIGATE THE 
ADMINISTRATION OF THE INTERNAL SEcuRITY ACT AND 
OTHER INTERNAL Security Laws, 
February 12, 1987. 
Hon. J. SrnctarR ARMSTRONG, 
Chairman, Securities and Exchange Commission, 
Washington, D.C. 

Dear Mr. Armstrone: The Senate Internal Security Subcom- 
mittee of the Senate Judiciary Committee has been, for the last 6 
months, making a study of possible subversive forces buying anony- 
mously into American industry to the detriment of the internal se- 
curity of this country. The subcommittee has prepared an interim 
report on this which will be released in the near future. 

One device that is of particular concern to the subcommittee has 
been that of Swiss trust with which I know that you are acquainted. 
We are carefully looking into the immediate problems posed by this 
banking device which makes its possible for an anonymous position to 
flourish in American industry. I wonder if you would advise us at 
an early date whether or not the Swiss trust is now posing problems to 
the Securities and Exchange Commission. It would be appreciated 
if you would inform this committee of Congress of the general extent of 
anonymous ownership in American corporations. Have particular 
instances of this come to the attention of the Exchange? Also, we 
would like to know whether there are any examples found of what are 
known as numbered ownership and fingerprint ownership of holdings 
in American corporations. 

The subcommittee is greatly concerned lest persons allied with or 
friendly to the Soviet Union or other alien forces hostile to the United 
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States are, by the device of financial holdings, infiltrating our defense 
corporations. 
I write this letter to ask you for an early reply to all of the above. 
Sincerely yours, 
James O. Eas tuanp, 
Chairman, Internal Security Subcommittee. 


Armstrong replied: 
SECUKITIES AND ExcHANGE COMMISSION, 
Washington, D. C., April 2, 1957. 
Hon. James QO, EAsrianp, 
Chairman, Internal Sccurity Subcommittee, 
Committee on the Judiciary, 
United States Senate, Washington, D. C. 


Dear Senator Eastianp: This is with further reference to your 
letter of February 12, 1957, with respect to anonymous ownership in 
American corporations and the problems posed by so-called Swiss 
trusts 

We would like to say at the outset that the primary responsibility 
of the Commission is the administration and enforcement of the Fed- 
eral securities laws and information of the character to which you refer 
would ordinarily be developed by us only insofar as it is obtained in 
the administration of these acts, either from documents filed with us 
or in the course of investigations of actual or suspected violations of 
such acts. 

You ask three principal questions—first, whether or not Swiss trusts 
are posing problems to the Securities and Exchange Commission; 
secondly, the general extent of ‘anonymous ownership” in American 
corporations, and whether particular instances of this have come to 
the attention of the Commission; and thirdly, whether we have found 
examples of what are known as ‘‘numbered ownership and fingerprint 
ownership” of holdings in American corporations. 

Swiss trusts and similar financial institutions and devices have 
created a serious problem for the Commission in the enforcement of a 
number of the provisions of the Securities Act of 1933 and the Securi- 
ties Exchange Act of 1934. The problem arises from the fact that, 
as you realize, under the laws and customs of Switzerland, Swiss banks 
and similar institutions do not disclose the names of the persons for 
whom they are acting. Similar problems arise in connection with 
American securities held in the names of banks, brokers, or other in- 
stitutions in other foreign countries, since such institutions are not 
subject to the jurisdiction of this Commission and there is no way in 
which we can require them to disclose the identities of their principals 
if they do not choose to, or are under instructions from their principals 
not to do so. 

It is often importeat for the Commission to ascertain the identity 
of the owners of securities of American corporations in order properly 
to administer and enforce the Federal securities laws. For example, 
section 16 (a) of the Securities Exchange Act of 1934 requires every 
person who is directly or indirectly the beneficial owner of more than 
10 percent of any class of any equity security which is registered on 
a national securities exchange, and every director or ofhcer of the 
issuer of such a security, to file certain reports of his holdings of any 
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equity security of such issuer and of changes in such holdings. In- 
ability to ascertain the identity of the be neficial owners of securities 
of American cor porations held by various foreign financial institutions 
makes it difficult, in some cases, to determine ‘whether or not persons 
in fact subject to the requirements of section 16 (a) are complying 
with these requirements. 

The Commission’s proxy rules, issued pursuant to section 14 (a) of 
the Securities Exchange Act of 1934, require, among other things, a 
disclosure to stockholders in proxy statements in connection with the 
election of directors, of securities of the issuer benefic ially owned by 
directors and nominees for that office and, in certain cases, beneficially 
owned by associates of such persons, together with the interest of 
such persons and their associates in material transactions with the 
issuer. In the case of a proxy contest for the election of directors 
all participants in the contest are required to furnish rather detailed 
information about the mselves and their interests in securities of the 
issuer. The term “participant’’ is broadly defined in the rule to cover 
persons and groups who solicit proxies, and persons who finance or 
otherwise enter into arrangements with such groups to induce the 
purchase or voting of securities in support of, or in opposition to, a 
participant. In order to obtain for investors the disclosures required 
by these provisions, it is often necessary to ascertain the amount of 
securities held beneficially, directly or indirectly, by specified persons, 
or to ascertain the identity of pe rsons engaged in purchasing or acquir- 
ing securities which will be voted for one side or the other in a proxy 
contest. The holding of voting securities in the names of foreign 
financial institutions which do not reveal the identity of their clients 
in some instances complicates the task of obtaining the required 
disclosure. 

Section 5 of the Securities Act of 1933 requires that securities 
offered in the United States be registered with this Commission by the 
filing of a registration statement and that prospectuses meeting the 
requirements of the statute be delivered to investors purchasing such 
security, unless an exemption from registration is available. Fre- 
quently the question of whether or not an exemption is available may 
depend upon the identity of the person for whose account the securities 
are being offered. Thus, section 4 (1) of the Securities Act of 1933 
exempts from the registration requirements, transactions by any per- 
son other than an issuer, underwriter, or dealer, and tr: ansac tions by an 
issuer not involving any public offering. The term “underwriter, 
as defined in the statute, includes any person who has purchased 
securities from an issuer or controlling stockholder with a view to dis- 
tribution or who sells for such a person in connection with a distribu- 
tion of any security or who participates in such an undertaking. 
Where securities are distributed in this country on behalf of a Swiss 
bank or other foreign financial institutions, a question immediately 
arises as to whether or not such institution is an underwriter within the 
meaning of the statute, or whether it is acting for a person who is such 
an underwriter, and this in turn may frequently depend upon the 
identity of the person for whom it is acting. If such person is an 
issuer, underwriter, or controlling person of an issuer, registration may 
be required, while if the person for whom the institution is acting is in 
none of these categories, the transaction may be exempt from regis- 
tration. In some instances an exemption has been claimed and the 
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Commission has had great difficulty in determining whether or not 
such claim was justified and in assembling evidence which would 
enable it to show in court that the exemption was not available. 

The identity of beneficial owners of securities may also become 
material in connection with the antifraud and antimanipulativ e provi- 
sions of the statutes. For ex xample, under the antifraud provisions of 
the statutes and the Commission’s rules, it may be unlawful for a 
person to purchase or sell securities without disclosing so-called inside 
information—that is, material facts of which such person has obtained 
knowledge because of his relationship to the issuer. In such instances 
the identity of a purchaser or seller for whom a foreign financial 
institution is acting may become material in determining whether or 
not such person is in possession of inside information and is under a 
duty to disclose it. 

Under the antimanipulative provisions of section 9 of the Securities 
Exchange Act of 1934, it is unlawful for any person, for the purpose 
of creating a false or misleading appearance with respect to the 
market for a security, to engage in so-called wash sales or matched 
orders—that is, transactions which involve no change in the beneficial 
ownership of the security or substantially simultaneous purchases 
and sales of such security. It is also unlawful under this provision 
to effect a series of transactions for the purpose of creating actual or 
apparent active trading or raising or depressing the price of a security 
for the purpose of inducing the purchase or sale of such security by 
others. Where securities are purchased and sold by or on behalf of 
foreign financial institutions acting for undisclosed clients, it may be 
very difficult to determine whether or not the client may have violated 
the foregoing provisions of law. 

During the past year or so we have found increasing evidence of the 
use of foreign trusts and institutions in transactions which may violate 
these laws. For example, in 3 transactions which occurred in the 
middle of 1956, over $4 million worth of speculative securities were 
distributed to the American public on behalf of several Swiss trusts 
in probable violation of the registration and antifraud provisions of the 
Federal securities laws. The Commission is now actively investigating 
a number of such cases, including the ones referred to above. In 
some cases it is possible for the Commission, by lengthy and difficult 
investigation, and by following all leads available in this country, to 
obtain direct or circumstantial evidence with respect to transactions 
involving foreign trusts or other financial institutions where violation 
of the Federal securities laws may exist. In some of these situations, 
however, we have been so far unable to ascertain the full facts. 

The Commission has also encountered, within the last year or two, 
instances where Swiss financial institutions appear to have been 
utilized in major proxy contests for the purpose of accumulating shares 
which are subsequently acquired by one or more participants in such 
contests. It has been suggested that the fact that foreign financial 
institutions are not subject to the margin rules of the F ederal Reserve 
Board may be a principal reason for their use in these situations. 
Another reason advanced for such use is that by employing foreign 
institutions a person may avoid disclosure of his activities or his 
interest. We feel, however, that the problem has been perhaps less 
serious in the proxy area than in the area of enforcement of the 
registration and antifraud provisions of the statutes. 
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With respect to the extent of anonymous ownership in American 
corporations, American corporation law requires that shares be regis- 
tered in the nathi of some identified person, firm, or corporation. 
Bonds and other debt securities are very frequently made payable to 
the bearer and the corporation is entitled to treat any person in pos- 
session of the security as the owner. Bearer stock certificates are 
rather commonly used in Europe and in other foreign countries but 
are rarely encountered in American corporation law. Thus wholly 
anonymous ownership of stock in American corporations is not a 
factor, as it is in Europe. 

However, a person in whose name shares of American corporations 
are registered frequently holds them as agent, nominee, or trustee, for 
some other person who is the beneficial owner. Banks, trust com- 
panies, and corporations customarily register corporate stock owned 
by them in the name of a nominee. In addition, a large number of 
shares, particularly of those issues which are actively traded on securi- 
ties exchanges, are registered in so-called street names—that is, in the 
names of securities brokers or dealers who hold the securities for the 
account of their customers. The usual reason for holding shares in 
the name of a nominee or a securities firm is to facilitate the transfer 
of the security if the owner desires to sell. 

According to studies made by the Brookings Institution in 1952 
and by the New York Stock Exchange in 1956, approximately 10 per- 
cent of the shares of publicly held corporations in the United States 
were registered in the names of nominees, and about an additional 10 
percent were registered in the names of brokers and dealers. About 
15 percent more were held in the names of fiduciaries. 

Where the registered owner is located in the United States, identifi- 

cation of the beneficial owner where necessary is usually not a serious 
problem for the Commission. The names of persons who hold securi- 
ties as nominees for partic ‘ular banks and trust companies are gen- 
erally known and the Commission is advised of them. The regulations 
of the Commission require brokers and dealers subject to its jurisdic- 
tion to maintain records showing, among other things, the name and 
address of the beneficial owner of all securities held by such brokers 
and dealers for the account of customers, and these records are avail- 
able for inspection by the Commission at any time. 

Where the registered owner of a security is located in a foreign 
country, these means for ascertaining the identity of the beneficial 
owner are not available. Accordingly, we have no information as to 
the extent to which securities registered in the names of persons 
abroad are beneficially owned by such persons and the extent to 
which they are held for the account of others, According to the 
studies of the New York Stock Exchange referred to above, about 3% 
percent of the shares of publicly owned corporations in the U nited 
States were registered in the names of foreigners in 1956. This is 
an increase from about 1 percent reported in the 1952 study by the 
srookings Institution. 

Data collected by the Treasury Department with respect to capital 
movements furnish some indication of the extent to which American 
corporate securities are purchased and sold by foreigners. According 
to these studies during the year 1955 foreigners purchased an aggre- 
gate of $1,561 million of domestic corporate stocks and sold an aggre- 
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gate of $1,434 million, making a net purchase of $127 million. During 
this period residents in some countries were net sellers and in others, 
particularly Switzerland, were net purchasers. In 1955 residents of 
Switzerland purchased a total of $571 million of domestic corporate 
stocks and sold an aggregate of $460 million, resulting in net pur- 
chases of $111 million. Net purchases of the rest of Europe were $34 
million. 

Foreign purchases of corporate stocks increased in 1956, aggregat- 
ing $1,618 million, and sales decreased to $1,366 million, resulting i in 
net purchases of $252 million. During 1956 residents of Switzerland 
increased their purchases to $590 million and their sales to $472 
million, resulting in net purchases of $118 million. Other European 
countries appreciably increased net purchases, which rose to $113 
million. 

Finally you inquire as to whether there are any examples of what 
are known as numbered ownership and fingerprint ownership of hold- 
ings in American corporations. We have found no examples of these 
and believe that it would not be permitted by American corporation 
law. Itis, of course, possible that foreign financial institutions which 
are registered owners of American securities identify the accounts of 
the beneficial owners for whom they hold securities by these means, 
but these institutions do not inform us as to the manner in which 
they identify accounts. A few instances have come to our attention 
where arrangements have been made for the issuance of so-called 
depository receipts evidencing a beneficial interest in the shares of 
American corporations. Under such arrangements shares are ac- 
quired by a foreign or domestic bank which issues depositary receipts 
evidencing ownership of such shares, which depositary receipts are 
bearer instruments not registered in the name of any person. We 
understand that such arrangements are usually entered into in order 
to permit trading in the shares of American corporations on foreign 
stock exchanges such as the Amsterdam Stock Exchange or the Brus- 
sels Stock Exchange, upon which exchanges securities are customarily 
traded in bearer form. We do not believe that the amount of Ameri- 
‘an securities held under such arrangements is significant. 

We hope that the foregoing will be of some help to you, and, if we 
can be of any further assistance, please do not hesitate to call upon us. 

Sincerely yours, 
J. Sinctarr ArmstroneG, Chairman (pp. 3819-3823). 


This exchange of letters led to the appearance of Chairman Arm- 
strong, the five commissioners, and members of their staff as witnesses 
before the subcommittee on April 9-10, 1957. At this hearing Chair- 
man Armstrong read a statement prepared by the Commission which 
outlined the several facets of the problem posed by the use of foreign 
banking devices as confronted by the Securities and Exchange 
Commission. 


PosITION OF SECURITIES AND EXCHANGE COMMISSION 


Mr. Armstronc. We, as I mentioned, are happy to have 
this opportunity to appear before this subcommittee in con- 
nection with your inquiry concerning the use of foreign 
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financial institutions and other foreign devices to acquire 
securities of American corporations, and the problems which 
result from these acquisitions. 

The Securities and Exchange Commission is charged with 
the administration and enforcement of the Federal securities 
laws and, in the performance of these functions, we have 
encountered certain problems arising from the purchase or 
sale of securities in the United States by or on behalf of 
persons or institutions in foreign countries. We recognize 
that the subject matter of your committee’s inquiry is “sub- 
stantially broader than the questions presented under the 
Federal securities laws, involving as it does problems of 
international finance and capital movement, as well as ques- 
tions of national security. We would like, however, to tell 
you about some of the problems which we encounter in the 
fields which are within our jurisdiction. 

Speaking in broad terms, the purchase or sale of securities 
in the financial markets of the United States by or on behalf 
of foreign interests presents for the Commission two principal 
problems. Jn the first place, persons engaged in such trans- 
actions may violate the Federal securities laws and we may be 
unable to obtain the necessary evidence or to punish the violators 
simply because they are beyond our territorial jurisdiction. 
In the second place, where transactions are initiated by or on 
behalf of institutions in foreign countries, we may be unable to 
ascertain the identity of the persons on whose behalf the trans- 
actions are consummated, who may be either Americans or 
foreigners; and we are thus handicapped, both in obtaining the 
disclosures contemplated by the Federal securities laws and in 
determining whether or not the transactions in question involve 
violations of these laws. 

As I will point out in a minute, it frequently happens that 
a determination as to whether or not a particular transaction 
is a violation of the Federal securities laws depends upon the 
identity of the persons involved in the transaction. 

The first problem that I mentioned—the difficulty in ob- 
taining jurisdiction over persons in foreign countries who sell 
securities into this country in violation of our laws—has been 
of concern to the Commission practically since the beginning of 
the Commission’s existence, which was in 1934. This prob- 
lem has attained its greatest magnitude in connection with the 
sale of securities from Canada because of ease with which securi- 
ties transactions may be consummated across the Canadian 
border, the lack of exchange and currency restrictions and the 
interest of American investors in Canadian securities, and the 
investment opportunities which they present. According to 
the latest available Government figures, the value of Cana- 
dian securities held by American investors at the end of 1955 
amounted to over $3,600 million, of which over $200 million 
was acquired in 1955. The present status of our enforcement 
problems with respect to Canadian securities is described on 
pages 202 to 205 of the 22d Annual Report of the Securities 
and Exchange Commission, submitted to the Congress on 
January 3, 1957, and if I may suggest, Mr. Chairman, I 
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believe it would be helpful to the record if those brief pages 
from our annual report would be included in the record. 
Chairman Eastuanp. Yes, sir. They will be included in 
the record at this point. 
(The 22d Annual Report, Securities and Exchange Com- 
mission, 1956, pp. 202-205, is as follows:) 


‘‘—"NFORCEMENT PROBLEMS WITH RESPECT TO CANADIAN 
SECURITIES 


“Tn general the initiation and conduct of investigations 
with respect to violations which have their origin in Canada 
parallel other enforcement procedures. The principal differ- 
erence arises from the territorial limitations of the Commis- 
sion’s authority and the fact that in a large majority of such 
cases the evidence is located, as are the violators, in a foreign 
country. ‘The Commission staff cannot examine these per- 
sons under oath or inspect their books and records nor is it 
possible to obtain proof of the falsity of their representations 
concerning the issuers of the securities being offered for sale. 
Even where evidence is available, sanctions such as criminal 
or civil prosecution or administrative proceedings cannot be 
effective unless personal jurisdiction over the defendants is 
obtained. The difficulty in obtaining the requisite personal 
jurisdiction is highlighted by the narrow construction given 
by the Canadian courts to the Supplementary Extradition 
Convention between Canada and the United States. In the 
first case, U. S. v. Link and Green (3 D. L. R. 386 (1955)), 
brought ar the new extradition arrangements which had 
been designed to permit extradition from Canada of persons 
engaged in the fraudulent sale of securities by mail and tele- 
phone to United States residents, the Canadian courts denied 
extradition. At the conclusion of the 5 weeks hearing, the 
extradition judge announced that he was satisfied that a 
prima facie case of fraud had been made out against the de- 
fendants involved, but nevertheless denied the extradition 
request because he did not approve of the extent of the evi- 
dence which might be admissible in the prosecution of these 
defendants in the United States. Application was made to 
the Supreme Court of Canada for leave to appeal the de- 
cision, and that application was denied by the court for lack 
of jurisdiction, U. 8. v. Link and Green (1955) (S. C. R. 183). 
Negotiations aimed at a solution of the problem have been 
continued through the Department of State. Meanwhile, 
enforcement efforts are nec essarily dependent to a very large 
degree upon the cooperation of appropriate Canadian Fed- 
erel and Provincial officials which, as mentioned in this Re- 
port under “Enforcement Program,’ has been excellent. 

“Despite these difficulties, the Commission and other 
Federal agencies have made aggressive efforts to cope with 
the overall situation. Hundreds of investigations have been 
made, injunctions have been secured whenever jurisdiction 
over the violator could be obtained, a substantial number of 
criminal indictments have been entered, and over 80 postal 
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fraud orders have been issued. A central clearinghouse for 
information concerning violators has been established within 
the Commission, whereby information in the possession of 
numerous law enforcement agencies is compiled and ex- 
changed. 

“Early in 1956, there was reason to be optimistic con- 
cerning the progress being made. Available information 
indicated that fraudulent offerings from Canada had 
decreased very substantially since the peak of 1949-52, 
both in number and in magnitude. This progress was the 
more encouraging because the past year or two have been 
a period of activity in the securities market and relatively 
high public interest in speculative securities when an in- 
crease rather than a decrease in the fraudulent offerings 
from Canada might reasonably have been anticipated. 

“The favorable trend which was noted earlier in the year 
was reversed in the succeeding months of 1956 and is a 
cause for serious concern. ‘The recent instances of fraud- 
ulent activity seem to be largely attributable to a small 
coterie Operating in western Canada. There is reason to 
believe that this newly troublesome group includes notorious 
‘stockateers’ from eastern Canada who were forced to dis- 
continue activities there because of the vigilance of Quebec 
and Ontario ee es. 

“The migration of persons engaged in illegal sales activities 
from one province to another in Canada creates a problem for 
the Canadian authorities who have been vigorously cooperat- 
ing with the Commission; and points up the inadequacy of 
provincial regulation to bring this illegal activity under con- 
trol. The limitations of provincial law did not, however, 
prevent effective action by Canadian provincial authorities 
against 6 broker-dealers and 3 securities issuers whose regis- 
trations were either canceled or not renewed upon expiration 
following complaints submitted by the Commission. In 
particular, the cooperation of the provincial authorities of 
Ontario and Quebec and their positive attitude toward the 
enforcement of their respective securities regulations have 
contributed greatly to the measure of success that has re- 
sulted from the cooperative enforcement program. In this 
connection, enactment of new legislation has enabled Quebec 
authorities to take forceful measures to halt traudulent sales 
activities in that province. The Quebec Legislature which 
created the Securities Commission for that province was 
fully aware of the need for its Commission to be in a position 
to deal effectively with securities violators and therefore 
armed it with summary power to penalize and halt the 
activities of those persons who did not comply with the 
2p fae a of the law. It should also be mentioned that 
the Canadian provincial and Federal authorities have con- 
tinued to cooperate with the Commission by making avail- 
able evidence from their official files for use in proceedings 
initiated by the Commission, as well as by furnishing the 
assistance of members of their staffs in some instances. The 
Commission has cooperated with and assisted Canadian 
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authorities by obtaining and making available evidence neces- 
sary for enforcement actions in that country. 

“In April 1956 the Commission revised its Canadian 
restricted list,* initially issued in September 1951, which 
contains a list of Canadian issuers whose securities the 
Commission has reason to believe recently have been or 
currently are being distributed in the United States in viola- 
tion of the registration requirements of the Securities Act of 
1933. The Commission’s release published the list also, and 
for the first time specified the conditions under which a name 
would be deleted from the restricted list. Deletions are 
effected after a reasonable time if it appears that the issuer 
has ceased to exist and there appears to be no trading in the 
securities in the United States. Deletions may also be made 
upon compliance with the Federal securities laws by effective 
registration under the Securities Act of 1933, or qualification 
for an exemption under the Commission’s regulations. 
Normally, a security will not be removed from the list until at 
least a year after the unlawful distribution is completed, 
absent an appropriate filing under the Securities Act. In 
the originally revised restricted list the names of 79 issuers 
no longer i in existence were deleted and the names of 30 issuers 
were added, making a total of 135 issuers on the restricted 
list. In June 1956 the first supplement to the revised list 
was issued, adding the names of 14 Canadian issuers. It is 
the intention of the Commission to issue additional current 
supplements as the need appears, in keeping with the primary 
function of the list to put brokers and dealers, as well as the 
investing public, in the United States on notice of the fact 
that securities of Canadian issuers named thereon appear to 
be the subject of illegal distributions. 

‘The list, even as supplemented, does not purport to in- 
clude all Canadian securities being illegs ully distributed in the 
United States. It does serve as notice with respect to the 
securities of the issuers named which have come to the atten- 
tion of the Commission. Before executing transactions in 
such securities, brokers and dealers are expected to satisfy 
themselves that any such security purchased by them for 
resale or acquired in the execution as broker of a customer’s 
order is not a part of the unlawful distribution, since other- 
wise the broker or dealer himself may be regarded as par- 
ticipating in an unlawful distribution. The list, among other 
things, discourages a particular technique of illegal distribu- 
tion by which investors in the United States are solicited to 
place orders with their own brokers or dealers instead of 
directly with Canadian brokers, and the securities being 
distributed are used to fill the resulting orders from brokers 
and dealers in the United States.” 

Armstrong continued: 

This problem continues to be with us despite the excellent 
cooperation which we are receiving from many Canadian 
federal and Provincial officials. We are continuing our 
active use of the various enforcement techniques which are 


*See appendix OC. 
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described in the portions of the 22d annual report to which I 
just referred. 

The second problem which I mentioned—the difficulty of 
ascertaining the identity of the beneficial owners of securities 
purchased or sold in the American capital markets by or on 
behalf of foreign interests—does not relate exclusively to any 
particular foreign country. Whenever the registered owner 
of a security is a person outside the jurisdiction of the United 
States, we are generally unable to examine the books and 
records of such person or to question him under oath in 
order to ascertain the identity of the beneficial owner for 
whom he is acting and the other relevant details of the 
transactions. The practical importance of the problem 
varies from country to country, both because of the varying 
number of securities transactions emanating from such 
countries and because of varying degrees of difficulty in 
obtaining information. Jn some countries we are able to obtain 
a certain amount of information through the cooperation of local 
officials, while, in other countries, local laws or customs interpose 
particular obstacles to the disclosure of such information. It is 
by reason of such a combination of circumstances that the prob- 
lem of transactions from Suntzerland has been a source of par- 
ticular concern. Residents of Switzerland have been rela- 
tively large purchasers of American securities. For example, 
according to data collected by the Treasury Department, net 
purchases of American corporate stocks by residents of 
Switzerland in 1955, amounted to $111 million as compared 
with $34 million for the rest of Europe, and in 1956, net 
purchases by residents of Switzerland were $118 million, as 
compared with $113 million for the rest of Europe. Jn the 
second place, the laws of Switzerland prohibit the disclosure of 
so-called banking secrets which inelude the identity of individuals 


for whom a Swiss bank or similar institution is acting and 


specifically prohibit the disclosure of such information to govern- 
ment agencies outside Switzerland. 

These Swiss laws are the outgrowth of a long established 
custom in that country which, in turn, arose out of the 
disturbed conditions which have existed in Europe for so 
long. We understand that the primary purpose of the 
present Swiss laws was to safeguard assets entrusted to Swiss 
financial institutions from confiscation by Nazi, Fascist, or 
Communist authorities which might come to power in the 
country where the owner of such assets resided. In other 
words, it is not our belief that these Swiss laws and customs 
were designed to facilitate securities frauds or the violation 
of American laws by Americans or foreigners, although un- 
fortunately we have reason to believe that they have, on occasion, 
been resorted to for that purpose by unscrupulous persons. 
Such abuses pre esent a di ficult problem, not only for us but for 
the Swiss authorities themselves. We are hopeful that, with 
patience and understanding, some reasonably acceptable solution 
may be worked out, or at least the present unsatisfactory con- 
dition of affairs may be improv ed. 
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There are a number of types of cases in which it is necessary 
or important for the Commission to ascertain the identity 
of the owners of securities offered in the United States in 
order properly to administer and entorce the Federal securi- 
ties laws. For example, section 16 (a) of the Securities 
Exchange Act of 1934 requires every person who is directly 
or indirectly the beneficial owner of more than 10 percent 
of any class of any equity security which is registered on a 
national securities exchange, and every director or officer of 
the issuer of such a security, to file certain reports of his 
holdings of any equity security of such issuer and of changes 
in svch holdings. Inability to ascertain the identity of the 
beneficial owners of securities of American corporations held 
by various foreign financial institutions makes it difficult, in 
some cases, to determine whether or not persons in fact 
subject to the requirements of section 16 (a) are complying 
with these requirements. 

The Commission’s 3 proxy rules, issued pursuant to section 
14 (a) of the Securities Exchange ‘Act of 1934, require, among 
other things, a disclosure to stockholders in proxy statements 
in connection with the election of directors, of securities of 
the issuer beneficially owned by directors and nominees for 
that office and, in certain cases, beneficially owned by asso- 
ciates of such persons, together with the interest of such 
persons and their associates in material transactions with 
the issuer. In the case of a proxy contest for the election of 
directors, all participants in the contest are required to 
furnish rather detailed information about themselves and 
their interests in securities of the issuer. The term “partici- 
pant” is broadly defined in the rule to cover persons and 
groups who solicit proxies, and persons who finance or other- 
wise enter into arrangements with such groups to induce the 
purchase or voting of securities in support of, or in opposition 
to, a participant. In order to obtain for investors the dis- 
closures required by these provisions, it is _ necessary to 
ascertain the amount of securities held beneficially, directly or 
indirectly, by specified persons, or to ascertain the identity 
of persons engaged in purchasing or acquiring securities 
which will be voted for one side or the other in a proxy con- 
test. The holding of voting securities in the names of 
foreign financial institutions which do not reveal the identity 
of their clients in some instances complicates the task of ob- 
taining the required disclosure. 

Section 5 of the Securities Act of 1933 requires that 
securities offered in the United States be registered with 
the Securities and Exchange Commission by the filing of a 
registration statement and that prospectuses meeting the 
requirements of the statute be delivered to investors pur- 
chasing such security, unless an exemption from registra- 
tion is available. Frequently the question of whether or not 
an exemption is available may depend upon the identity of 
the person for whose account the securities are being offered. 
Thus, section 4 (1) of the Securities Act of 1933 exempts 
from the registration requirements, transactions by any 
25011—58——-9 
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person other than an issuer, underwriter, or dealer, and 
transactions by an issuer not involving any public offering. 
‘he term “underwriter,” as defined in the statute, includes 
any person who has purchased securities from an issuer or 
con trolling stockholder with a view to distribution or who 
sells for such a person in connection with a distribution of 
any security or who participates in such an undertaking. 
When securities are distributed in this country on behalf of a 
Swiss bank or other foreign financial institution, a question 
immediately arise S Os to whether Or Ti ot such aN stitution 18 an 
underwriter within the meaning of the statute, or whether it is 
acting for a person who is such an underwriter, and this in 
turn may frequently depend upon the ide ntity of the person for 
whom it is acting. If such person is an issuer, underwriter, 
or comtremne person of an issuer, registration may be re- 
quired, while if the person for whom the institution is acting 
is in none of these categories, the transaction may be exempt 
from registration. In some instances an exemption has been 
claimed and the Commission has had great difficulty in de- 
termining whether or not such claim was justified and in 
assembling evidence which would enable it to show in court 
that the exemption was not av: ails ible. 

The identity of be née ficial owners of securities may also become 
material in connection with the anti fraud and antimanipulative 
provisions of the statutes. For ext ample, under the antifraud 
provisions of the statutes and the Commission’s rules, it may 
be unlawful for a person to purchase or sell securities without 
disclosing so-called inside information—that is, material facts 
of which such person has obtained knowledge because of his 
relationship t o the issuer. In such instances the identity of 
a purchaser or seller for whom a foreign financial institution 

s acting may become material in determining whether or not 
veah person is in possession of inside information and is under 
a duty to disclose it. 

Under the antimanipulative provisions of section 9 of the 
Securities Exchange Act of 1934, it is unlawful for any per- 
son, for the purpose of creating a false or misleading appear- 
ance with respect to the market for a security, to engage in 
so-called wash sales or matched orders—that is, transactions 
which involve no change in the beneficial ownership of the 
security or substantially simultaneous purchases and sales 


of such security. It is also unlawful under this provision to 
ffect a — of transactions for the purpose of creating 
actual or apparent active trading or raising or depressing 


the price sig a security for the purpose of inducing the pur- 
chase or s nae of such securities by others. Vi ‘here securities 
care Pr urchased and sold by or on behalf of foreign financial in- 
stitutions acting for undis close d clients. it MAY be vETY diffic ult 
lo determine whether or not the client may have molated the fore- 
going wiebdintas of law. 

During the pas st Ye ar or So we have found increasing evide 7ce€é 
of the use of foreu n trusts and institutions in transactions 
which may violate these laws. For example, in three transac- 
tions which oecurred in the middle of 1956, over $4 million 
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worth of speculative securities were distributed to the 
American public on behalf of several Swiss trusts in prob- 
able violation of the registration and antifraud provisions of 
the Federal securities laws. The Commission is now actively 
investigating a number of such cases, including the ones re- 
ferred to. In some cases it is possible for the Commission, 
by lengthy and difficult investigation, and by following all 
leads available in this country, to obtain direct or circum- 
stantial evidence with respect to transactions involving for- 
eign trusts or other financial institutions where violations of 
the Federal securities laws may exist. In some of these situ- 
ations, however, we have been so far unable to ascertain the full 
facts. 

The Commission has also encountered, within the last year 
or two, instances where Swiss financial institutions appear to 
have been utilized in major proxy contests for the purpose of 
accumulating shares which are subsequently acquired by one or 
more particupants in such contests. It has been suggested 
that the fact that foreign financial institutions are not sub- 
ject to the margin rules of the Federal Reserve Board may 
be a principal reason for their use in these situations. An- 
other reason advanced for such use is that, by employing 
foreign institutions, a person may avoid disclosure of his 
activities or his interest. We feel, however, that the prob- 
lem has been perhaps less serious in the proxy area than in 
the area of enforcement of the registration and antifraud 
provisions of the statutes. 

Under American corporation law, shares of stock in Ameri- 
can corporations are generally required to be registered in 
the name of an identified individual who appears on the books 
of the corporation as the owner of such security. Bonds and 
other debt securities, on the other hand, are frequently made 
payable to the bearer and the corporation is entitled to treat 
any person in possession of a security as the owner. 

While, as indicated above, equity securities of American 
corporations are generally registered in the name of an indi- 
vidual, that individual mé ry be, and frequently 1 is, acting as 
agent or nominee for someone else, and the name of the per- 
son for whom such an agent or nominee is acting is oo 
generally available. 

Banks, trust companies, and corporations customarily 
register corporate stock owned by them in the name of a 
nominee. In addition, a large number of shares, particu- 
larly of those issues which are actively traded on securities 
exchanges, are registered in so-called street names—that is, 
in the names of securities brokers or dealers who hold the 
securities for the account of their customers. The usual 
reasons for holding shares in the name of a nominee or a 
securities firm is to facilitate the transfer of the security if 
the owner desires to sell. 

According to studies made by the Brookings Institution vn 
1952 and by the New York Stock Exchange in 1956, approxi- 
mately 10 percent of the shares of publicly held corporations in 
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the United States were registered in the names of nominees, and 
about an additional 10 percent were registered in the names of 
brokers and dealers. About 15 percent more were held in the 
names of fiduciaries. 

It will thus be observed that the identity of the beneficial 
owner of a substantial amount of American securities is not 
disclosed by public records and, to that degree, Americans 
also enjoy a certain amount of privacy with respect to their 
holdings of corporate securities. It is usually possible, 
however, for the Commission and other law-enforcement 
agencies in this country to ascertain the names of beneficial 
owners in the United States. The names of persons who 
hold securities as nominees for particular banks and trust 
companies are generally known and the Commission is 
advised of them, so that, where necessary, it is possible for 
us to go to the bank and obtain from it the name of the 
person for whose account the securities are held. Banks 
are cooperative with the Commission in this regard, though 
for their own protection they usually require the service 
upon them of a subpena requiring them to furnish the infor- 
mation. 

The regulations of the Commission require members of 
national securities exchanges and brokers and dealers who 
transact a business in securities through the medium of any 
such member, and brokers or dealers registered with the 
Commission pursuant to section 15 of the Securities Ex- 
change Act, to maintain and preserve specified books and 
records, including a record containing the name and address 
of the beneficial owner of each account maintained by any 
such member, broker or dealer, and such records are avail- 
able for inspection by the Commission at any time. 

In order legally to transact a securities business in the 
United States otherwise than on a stock exchange, but by use 
of the mails or the facilities of interstate commerce, a foreign 
broker or dealer is required to be registered with the Com- 
mission and a number of such brokers and dealers have been 
registered. At December 31, 1956, there were 48 foreign 
dealers registered with us, of whom 41 were Canadians. 
On July 16, 1956, we amended our regulations with respect 
to the maintenance of books and records, to require all non- 
resident broker-dealers registered with us either to maintain 
at a place within the United States, true, correct, and current 
copies of the books and records which they are required to 
maintain or, in the alternative, to enter into a binding under- 
taking with the Commission to furnish to it upon demand, 
at a place designated within the United States, true, correct, 
and current copies of any or all, or any part of such books 
and records. 

Where the registered owner of a security is located in a foreign 
country, these means for ascertaining the tdentity of the beneficral 
owner are not available. Accordingly, we have no information 
as to the extent to which securities registered in the names of per- 
sons abroad are beneficially owned by such persons and the 
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extent to which they are held for the account of others. Accord- 
ing to the studies of the New York Stock Exchange referred 
to a minute ago, about 3% percent of the shares of publicly 
owned corporations in the United States were registered in 
the names of foreigners in 1956. This is an increase from 
about 1 percent reported in the 1952 study by the Brookings 
Institution. 

The principal sources of overall information concerning 
the holdings of American securities in foreign countries are 
the data collected by the Treasury Department with respect 
to current capital movements and the periodic studies made 
by the Department of Commerce with respect to the inter- 
national trade position of the United States, including for- 
eign investments in the United States, as well as American 
investments in foreign countries. 

The Treasury Department figures which are published 

monthly in the Treasury Bulletin show purchases and sales of 

American securities in the aggregate and by residents of 
various individual foreign countries. According to these 
figures, the total purchases of domestic corporate stock by 
residents of foreign countries in 1956 are estimated at ap- 
proximately $1,619 million, and sales at $1,363 million, 
resulting in net purchases of $255,900,000. This [ecm 
a material ‘act over net purchases in 1955. Of the net 
purchases by residents of all foreign countries in 1956, resi- 
dents of Switzerland accounted for approximately $118 
million, or nearly half of the total. 

I would like to introduce at this point, Mr. Chairman, a 
table showing such purchases and sales, derived from the 
Treasury Department figures. That is table I which appears 
at the back of the statement. 

Senator JenNreR. It may go in the record and become a 
part of the official records of this committee 

(Table I referred to was marked “Exhibit No. 456” and is 
as follows:) 

ExuiBit No. 456 
Summary of transactions in domestic corporate stocks by foreigners, 1955 
and 1956 


i illions of doll enced 
































1955 1956 
aa endl ——_—-|— — a ioditad 
Pur- Sales Net pur-} Pur- Sales | Net pur- 
chases chases chases chases 
_ a | ————E Se — 
Grand total... ..cssaos } 1, 561. 3 Ay 433. 7 7 5 _ 32 7.5 } 41, 618. 9 il, 36; 3. 0 1 255.9 
MOTOS BONERS o.ccectncucunce 1, 023.3 877.8 ei “145. 5 5 i 079. 0 847.8 231.2 
Switzerland _._.- xa 571.1 459.5 “411.6 "590.6 472.6 118.0 
Other Europe... 452.2 418.3 | 33.9 488. 4 375.2 113. 2 
: | = —_—— <== 
: a ag " | 
Canada ; 1 286.6 | —51.5 234.3] 255.5) 21.2 
Latin America ‘fo¥. 20) 5 202.8 | 17.7 226.7 197.8 28.9 
Other__. - 82.3 66.5 15.8 78.9 61.9 17.0 
| | 


! Adjusted preliminary figures include final figures through September. 
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The Commerce Department studies provide information 
with respect to the value of foreign investments in domestic 
corporate stocks. The latest such survey contained in the 
Survey of Current Business for August 1956, shows the 
aggregate market value of United States corporate stocks 
held by residents of foreign countries, excluding estimated 
holdings of United States citizens resident abroad, at the end 
of 1955 to be $6,325 million. Figures for 1956 are not yet 
available. The largest holding by residents of any particular 
foreign nation was that of residents of Switzerland which was 
valued at $1,796 million at the end of 1955. 

I would like, Mr. Chairman, to introduce at this point a 
table showing the value of such investments by foreign 
residents for the years 1954 and 1955 in total, and for certain 
individual areas and nations. 

Senator JENNER. It may go into the record. 

(Table II, above referred to, was marked ‘Exhibit No. 457” 
and is as follows:) 

Exuipit No. 457 
Value of foreign investments in domestic corporate stock, excluding hold- 
ings of United States citizens resident abroad, year ends 1954 and 1956 
{Millions of dollars] 
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| Net pur- Price 

chases change 
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SFO OID. ccwccncwecdsnece 1, 153 32 276 | 1, 461 
Gi awe ddseccncn ea 979 2 230 1, 211 
Western European dependents.-........--| 118 6 29 154 
Canada....... de esi dlliaaesilt ca ingpnahee te Ribinanin dha 910 | —5l 207 1, 066 
I a ei oan 377 17 91 | 484 
edibhninackbatinndas scagtiescoainialiaaieaieaaia 114 | li | 28 | 153 





In considering these figures, it should be borne in mind 
that they merely show purchases by individuals and institu- 
tions resident in the particular countries and do not neces- 
sarily reflect beneficial ownership. Thus, the securities 
credited to Switzerland may well include substantial amounts 
held by Swiss financial institutions for the account of persons 
who in fact reside in other countries. 

We hope that the foregoing general statement will be of 
some assistance to the committee. We have with us cer- 
tain members of our staff who are prepared to furnish fur- 
ther information with respect to certain specific aspects of 
our problem (pp. 3824-3836). 





In the discussion that followed Chairman Armstrong’s prepared 


statement, Robert Morris 


, 


chief counsel for the subcommittee, in- 


quired about the SEC’s problems in connection with disclosure in 
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proxy fights for control, and the Commission’s suggestions for legisla- 
tion to alleviate these problems: 


Mr. Morris. Mr. Armstrong, other witnesses before this 
committee have testified that, because of the anonymous 
possibilities that may arise in connection with the purchase 
of stock in American corporations and the subsequent proxy 
fights, it is of some concern to the various executive depart- 
ment agencies in that they do not know and cannot know, in 
some instances, exactly who are taking over some of our vital 
defense industries. 

I think you have testified regarding that somewhere, or 

made some comments in this regard on some occasion, have 
you not, Mr. Armstrong, that the Securities and Exchange 
Commission has likewise been concerned with that possi- 
bility? 
Mr. Armstrona. I think, Mr. Morris, that our concern 
has been directed particularly to the possibility of violations 
of the law which we administer. I do not believe that we 
have directed or focused our attention particularly on any 
defense industry aspect of the problem. 

I think I might mention, however, to you, Senate Resolu- 
tion 22, in this Congress, which was introduced by Senator 
Dirksen, referred to the Armed Services Committee, in which 
reference is made to defense industry problems, and to the 
securities-and-exchange problem in this area, so that the two 
are not unrelated. We have not r ‘ally been focusing on 
anything other than our eee problem, as I stated in 
our opening statement (p. 3836). 

* K * * * 


ee ener nen 


Mr. Morris. In that connection, Mr. Chairman, the con- 
cern of the subcommittee—I think 1 speak for the subcom- 
mittee and the interests of the sube ommittee—is such that it 
might be helpful to the gentlemen here testifying to know 
that we have taken up ‘with the De partment of Defense 
witnesses, as well as the other witnesses before the committee 
today, and have pointed out that it is now possible for 
anonymous sources to purchase stock in a defense corpora- 
tion, a corporation engaged in defense work, and as the result 
of the subsequent proxy fight wherein anonymous sources 

can well, under existing regulations, take control of a com- 
pany, which could again conceivably then be run by stock- 
holders who would elect directors, which directors would be 
running the particular defense industry. 

Now, I think we have had 5 or 6 witnesses testifying that 
that had led to an impassé, that further legislation was 
necessary in order to really plug up this possible loophole in 
the laws. 

We wondered, Mr. Armstrong, if you could tell us what 
practical legislation could be recommended by Congress in 
order to plug up this particular loophole; namely, the pos- 
sibility of a foreign source buying into American industry 
and then, after a subsequent proxy fight, wherein the foreign 
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sources would prevail, you have a foreign anonymous source 
acting in one of our v ital defense companies (p. 3837). 


Mr. Harry Heller, Assistant Director of the Division of Corporation 
Finance, in a further development of the disclosure problems, cited 
Senator Capehart’s two bills now before the Senate Banking and 
Currency Committee. The first of these calls for the registration of 
all stockholders beneficially holding 5 percent or more of the stock of a 
corporation; the second bill calls for the disclosure of all beneficial 
owners in cases involving proxy fights for control. 

Mr. Morris inquired if the second bill would not be unnecessarily 
restrictive. 

Mr. Hetter. The problem, Mr. Morris, is this: You do 

not necessarily restrict it. How do you know you get the 
beneficial owner, if there are Swiss owners, for example? 
As Mr. Armstrong says, the Swiss bank may even tell you 
that the man they regard as the owner is so-and-so. He may 
not be, in fact, the real beneficial owner. It is a real prob- 
lem of enforcement. The fundamental thing is: You have 
to deal with the foreign countries. You may have a law 
calling for that and may or may not get it, depending on 
whether the foreign country wants to compel their nationals 
to do that; that is, to disclose those facts. 

Mr. Armsrrona. If I may supplement that, Mr. Morris, 
we have visualized this problem up to now from our stand- 
point under the Federal securities laws as being the problem 
of the enforcibility of existing laws. We have run into 
difficulties of enforcement because our jurisdiction runs out 
where the territorial limits of the United States run out, 
and where, by voluntary means, we are not able to obtain 
the information from the people abroad, we don’t visualize 
at the moment a problem which could necessarily be helped, 
except perhaps in degree, by legislation. 

Senator Capehart’s proposal, in his legislation affecting 
section 16 (a), to reduce that to 5 percent, would be a good 
idea, but you could still get a combination of 10 groups 
holding 4.9 percent ~ that would not help. 

The problem is: If the holders are abroad and refuse to 
give out the ee or there were hidden successive 
beneficial owners, we would not be any further along than 
we are now (pp. 3839-3840). 

Another phase of the problems offered by the use of foreign banking 
devices was found out to be the difficulty, if not impossibility, of trac- 
ing the flow of stocks from issuer to ultimate owner once the stock has 
passed through a foreign account. This information is essential in 
determining cases of suspected fraud. The subject came to the atten- 
tion of the subcommittee in response to a question of Chief Counsel 
Morris: 


Mr. Morris. I wonder, Mr. Armstrong, if you could tell 
us how you check on the movement of securities which are 
sold within the United States generally; and by that we mean, 
perhaps a stock might be privately listed, or sold with an in- 
vestment company, and possib ly an exemption would be 


claimed under section 14 of the Securities Act. 


| 
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Mr. Armstrone. I would like, in answer to that question, 
to give Mr. Loomis and Mr. Heller and Mr. Windels a free 
rein to give you some detailed information about that. 

Mr. Morris. Senator, I might point out in connection 
with this question that the problem the subcommittee has 
encountered in this study relates not only to the flow of for- 
eign money into the United States, but now that we have 
gotten into many specific cases, we find that these foreign 
trusts and, as I say, notably the trusts in Switzerland, do 
take out quite a bit of money from the United States; and 
we have not been able to identify the nature of persons, the 
identity of the persons, taking the money out of the United 
States; so that 1s an added factor to the ones we have been 
discussing so far, Senator. 

Mr. Loomis. Judge Morris, may I ask if your inquiry 
relates generally to the foreign transactions or general 
approach we have? 

Mr. Morris. I think if you tell generally and very briefly 
and then concentrate on the foreign aspects of it, it would be 
most helpful. 

Mr. Loomis. Generally we do not get reports of the 
issuance of securities and transactions except from registra- 
tions, so that we don’t know all that specifically. However, 
there are various means by which we may find that certain 
securities have been distributed. A listed company may 
report that fact, or investors may advise us or it may appeal 
in some financial source. In any number of ways we find out 
that securities have been issued, and our regional office then 
customarily makes some check to endeavor to see if that 
transaction is lawful. 

Also, we inspect brokers and dealers, and in that way we 
can find securities passing through their accounts and deter- 
mine again whether those securities transactions appear to be 
proper. 

It is done primarily by the inspection of broker-dealers’ 
records and by investigations. Once we find the transaction, 
we examine the books and records of the transfer agent, the 
issuer, the officers and directors of the issuer, the person who 
poses as a stockholder of record, as well as the books and 
records of broker-dealers in this country, and we endeavor 
to trace these transactions. 

Where a foreign trust or bank is involved, we endeavor to find 
out who in this country is acting for it, and we question him; 
though very frequently we find he knows very little about the 
transaction. 

Now, for a more specific discussion of the matter, I might 
refer you to Mr. Windels who has actually done that in a 
number of cases. 

Morris. Mr. Windels is the regional administrator 
for the New York area. 

Mr. Armstrona. Covering the States of New York and 
New Jersey. 

Mr. Winpvets. The great States of New York and New 
Jersey. 
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Ordinarily, Judge Morris, we enter into an investigation 
upon complaint by the purchaser or because of information 
which has come to our attention that certain broker-dealers 
are peddling certain securities. We then go to the purchasers 
of the securities or the broker-dealer and identify the cer- 
tificate number and, of course, the issuer, and we ascertain 
how it happens that the registration of these securities is 
maintained. Virtually all American equity securities are 
registered with the issuing corporation, usually through an 
agency; it might be a trust company or an organization set 
up just to register securities. A difficulty to which I may 
allude is the fact that certain countries, particularly Liberia, 
favor corporations with bearer securities, and you can see 
how that would make it difficult to trace a distribution of 
securities. 

We then try to follow the securities, tracing them back to 
their source to see just how it happened that they came on 
the market—through whose hands these securities passed 
and in that way we can determine whether or not there has 
been a violation of our registration requirements, and whether 
or not there has been fraud, and if so, who has been respon- 
sible for the fraud. 

Of course we face a number of difficulties in ordinary do- 
mestic transactions because, if the security is actively traded, 
if it has passed through a brokerage office, no control is main- 
tained by exact certificate number. In short, if you should 
sell a hundred shares of X corporation on the New York 
Stock Exchange today, and I should buy them, it may be 
that the price would be the same and the time identical, but 
I would not necessarily be the assignee of your particular 
documents. 

This is a knotty problem, but the techniques employed 
by us to overcome it have been fairly effective, particularly 
when there is a pattern of distribution. Jf we can show that 
there has been a major flow of securities, we don’t have too 
much trouble checking the domestic transactions hack to the 
source. But I think you can see now the part which foreign 
trusts might play. They act as circuit breakers in our line of 
proof. When securities come to a foreign trust, they may be 
distributed to other forergn trusts, they may be thereafter dis- 
tributed to a number of nominees 1n Canada and then filter 
back anto this country. We know that there is a scheme 
about the whole thing but we can’t produce the evidence. 

We have recently gone into court on such an occasion. 
We were successful simply because we showed a particularly 
convincing pattern. This happened to be a civil case, and 
we have yet to try this tec hnique in a criminal case, but I 
am relatively confident about our ability in this instance. 

Now, it may be that if we are successful, then their tactics 
will just become that much more dece ple, instead of coming 
through Canada they moght come throug! Mexico or other 
countries, and Venezuela seems to be qaini in po pularity. 

Mr. ArmstronG. Tell us about a hypoth ‘tical case. 
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Mr. Morris. I was just going to suggest that in the 
interests of the subcommittee, on that last point you spoke 
of, I know you don’t want to disclose the identity of the 
civil cases you have prosecuted, but it would be most help- 
ful if you could give us some more details and more specifi- 
cations of these things, because that is exactly what the 
subcommittee is looking for. 

Mr. ArmstronG. Excuse me, I don’t mean to be hyper- 
sensitive, but anything that we have prosecuted is in the 
public record, and we would be delighted to give you the 
information on it. However, the ones that are now pending, 
under investigation—— 

Mr. Morris. I am not asking you to identify a case. 

Mr. Armstrona. We appreciate that. 

Senator Hruska. Mr. Armstrong, in order that I can get 
that narration which is about to come forth into my think- 
ing, is that the type of case to which you refer on page 9 of 
your statement, the three instances there which probably 
are violations? 

Mr. Armstrong. Yes. 

Mr. Loomis. Yes; that type of case, it may not be that 
exact case, but some of them are. 

Mr. Armstrrona. I don’t like to be hypersensitive, but he 
used the word “know,” and that should be “suspecting.” 
We get an aggregate of that which causes us to know. 

Senator Jenner. All right, proceed. 

Mr. Morris. Mr. Windels. 

Mr. Wrinpvexs. The first example I would like to give you 
involves an American corporation which is engaged in look- 
ing for and drilling for oil. This corporation had need for ad- 
ditional financing. It wanted approximately a million dol- 
lars and had outstanding 250,000 shares of stock held by 
various existing stockholders. Jt went to a Swiss trust and 
the Swiss trust, for $1,300,000, purchased 750,000 shares of the 
er The Swiss trust, of course, then became a control person 
and if it sold these shares it should have registered them. In 
nddita yn, having taken them without registration, they 
must have, under the law, taken them with an investment 
intent, otherwise public distribution without registration 
would be easy—a private taker could immediately turn 
around and sell the share publicly. The statute calls such 
a private buyer an underw aioe In this particular case, the 
shi res we re sok | almost immediately, commencing within a 
matter of 2 or 3 days and having been purchased for $1 to $3 
a share, eat were sold to the American public at between $10 
and $12 a share. the value of the stock has since fallen to 
below the price paid by the Swiss trust, so you can appre- 
ciate the extent of the loss, and also the extent of the profit 
to the insiders on that transaction. 

Mr. Morris. Jn this case there is no way to ascertain at that 
point, by either your agency or the United States Government, 
as to precisely who it was that made the money? 


133 








134 





INTERNAL SECURITY—1957 REPORT 


Mr. Winpets. That’s right. And of course we particu- 
larly are not able to connect by evidence the management of 
the corporation with the public distribution. 

Mr. Morris. Now, what can you now do in order to en- 
force the provisions of law that now exist with respect to the 
situation you have just described? 

Mr. Winpexs. Well, our present techniques are generally 
these: In order to market a block of stocks, the principals 
must empley broker dealers, and in order to market securities 
under the circumstances that I described, the broker dealers 
would have to be of a certain type, we call them boiler- 
rooms. By “‘boilerroom’’ I mean a security retailing organi- 
zation employing high-pressure telephone salesmen. We have 
gone into a number of such boilerroom organizations in New 
York and have found up to 40 meninaroom. Last summer I 
happened to visit one. The salesmen were stripped to the waist, 
many of them tattooed, and I would say two-thirds of them had 
criminal records. They were former circus pitch men, 
confidence men of all sorts, usually the type of men who would 
be one hop ahead of the sheriff, and these men were on the tele- 
phones and selling securities. 

So, we start with our unraveling of this problem with the 
boilerroom. Our attitude has been that they violate cer- 
tain criminal statutes, and we prosecute them. Then we 
try to use what leverage we might gain in such a prosecu- 
tion to move into the next echelon. This problem is not 
unlike other problems in criminal enforcement, similar to 
narcotics retailing for example. The principals are never 
people who handle the narcotics personally, it is only by 
prosecuting the people who do that you can move into the 
higher echelons. 

It is extremely difficult and frustrating. We always want 
to bring in the principals, the architects; and we hope in this 
particular case that we can. Most cases of this type must 
be developed, in the final analysis, before the grand juries. 
That seems to be the atmosphere most conducive to co- 
operation by operators of boilerrooms with the Govern- 
ment. 

That, such as it is, is our present approach. 

Mr. Morris. You say, by holding to the pattern of these 
operations, you are able to make some headway. 

Mr. Wrinpets. We have been able to make some, Judge 
Morris. We have obtained a number of injunctions. In a 
criminal case, a fraud case such as this, we regard an injunc- 
tion as only a stopgap. If there has been a criminal viola- 
tion there should be criminal prosecution, and we are of a 
mind to see that there will be, if possible (pp. 3845-3849). 


UNITED STATES-SWITZERLAND-CANADA—THE ETERNAL 
TRIANGLE 


Mr. Morris. I wonder if Mr. Windels could tell us how an 
anonymous Swiss trust and these boilerroom operators get 
together, if there 1s a connection, 


' 
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Mr. WIinpeEts. Yes, sir. In the first place we can’t trace 
the source of the beneficial ownership of the securities. We 
can’t put our fingers on the individual who makes the money; 
and, in a criminal case, the most compelling element of evi- 
dence of fraudulent schemes is always: Who makes how 
much money? 

The broker dealers, by and large, sell for a certain com- 
mission over the table, but most of the money is coming to 
them under the table. If the profit is made by a Swiss trust, 
we can’t examine the books, we don’t know how much profit 
was made, and how that was allocated to the various parties; 
and, of course, we can’t link the Swiss trust in with the issues 
of the securities. All that we know is there must be some- 
thing—some sort of link if the Swiss trust buys the shares at 
between 1 and 8 and sells them a few days later at 10 and 12. 
It seems to us that the issuer, or the principals behind the 
issuer, might well be the beneficial participants in the Swiss 
trust. 

Mr. Morris. Must the Commission wait until the stock 
has gone to market, or is the Commission’s mechanism such 
that it can prevent distribution in violation of section 5, even 
before it is open? 

Mr. Loomtis. Well, it depends on how fast we can learn of 
it, of the situation. As I mentioned a moment ago, pecple 
sell stock under a claim of exemption and they do not have to 
notify the Commission in advance. Therefore, we can stop 
the distribution while it is in progress only if we are able to 
find out about it and to assemble evidence about it quickly 
enough. 

Our regional offices are quite alert to what broker dealers 
are doing, as Mr. Windels mentioned, and when they find a 
broker dealer distributing large blocks of stock, either from 
an inspection or investigation of an investor’s complaint, 
they immediately ask where the stock comes from, where did 
they get it, and we can stop it by injunction in the Federal 
court, before it goes very far. 

Where a Swiss trust is interposed, that at least causes a delay 
because of the problem of short-circuiting the «investigation 
process which Mr. Windels described, and the distribution can 
go on considerably further before we are able to assemble 
sufficient information to stop it in the Federal court. 

Mr. Winpe ts. The hit-and-run technique is used and we 
are not told beforehand that a block of these securities is 
coming on the market, so frequently it does happen, unfor- 
tunately, that we don’t hear about them until members of 
the public lose money. 

Mr. Morris. Mr. Windels, do you find this in the admin- 
istration of the New York office—do you find that this is now 
an expensive condition, and do you find that it takes up a 
large portion of your time, this particular problem we have 
been discussing just now? 

Mr. Winpvets. As far as I am concerned, it is expensive 
as long as it exists at all, and I can’t say now that we have 
completely—I might say pasteurized, or we have completely 
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eliminated this element. As far as taking up enforcement 
strength, J think that virtually all of our criminal cases—they 
are the ones with which I am most concerned right now—involve 
some sort of a foreign transaction; perhaps half of them are 
Swiss and half of them purely Canadian. But then there has 
been, I would say, a great overlapping, probably two-thirds 
involve Swiss and two-thirds Canadian, and one-third would 
involve a combination of both. I’m speaking of criminal cases 
now (pp. 3850-3851). 


Senator Hruska then asked if the commission could tell the sub- 
committee to what extent—dollarwise—this Swiss-Canadian-boiler- 
shop operation has hurt the United States market. In reply to this 
Chairman Armstrong stated: 


* * * Yesterday Senator Hruska inquired as to the amount 
of securities which may be the subject of investigation by the 
Securities and Exchange Commission in enforcement of the 
various provisions of the Federal securities laws which 
involve transactions by foreign persons, particularly pur- 
chases or sales by Canadian or Swiss persons or institutions. 
An analysis of 40 cases presently under investigation for 
possible violation of such laws in the Commission’s New York 
regional office discloses that the aggregate dollar amount of 
issues in which transactions by Swiss or Canadian persons or 
institutions appear somewhere in connection with the issue 
is $72 million, of which $43 million involves the appearance of 
a Swiss institution. These 40 cases represent approximately 
20 percent of all of the cases presently under active investi- 
gation in our New York regional office (p. 3863). 


CASE OF FOREIGN CONTROL 


The subcommittee continued its hearing with the members of the 
Securities and Exchange Commission on April 10, at which time 
William A. Rusher, associate counsel for the subcommittee, read por- 
tions of an article from the New York Times of that date: 


A foreign syndicate headed by a Dutch investment bank 
may shortly acquire control of an American utility company 
which sells ice, fuel oil, and bus service in the South; gas in 
Puerto Rico, the Canary Islands, and the Phili ippines; and 
electricity in Haiti. 

A spokesman for Burnham «& Co., a New York brokerage 
house, yesterday confirmed it holds some 27 percent, or 270,- 

000 shares, of the Central Public Utility Corp., of St. Louis, 
on behalf of N. V. Bankierskantoor van Mendes Gans «& 
Co., of Amsterdam (p. 3864). 

Chairman Armstrong said that this was a very unusual case and 
to his memory unique in Commission history, and that the Commis- 
sion has no real problem in this area. Mr. Rusher asked Mr. Arm- 
strong if the mechanism for such undisclosed takeovers does not, in 
fact, exist: 


Mr. Rusuer. However, if a person wi anted to acquire more 
than 10 percent of the stock of an American corporation, it 
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| would be a considerable help to him to do it through the 
technique of a numbered account, wouldn’t it? 

| Armstrona. I do not know about the numbered account, 

but I could certainly conceive, and it is perfectly obvious to con- 


ceive, where it might be possible to do vt through some of these 

: foreign institutional purchases. There 1s no question about 

| that in our minds. That is the reason that we would like to be 

able to get information from those countries. 

: Senator Hruska. Mr. Armstrong, yesterday and again 
today you refer to some foreign laws which prohibited the ‘dis- 
closure of certain information. 

Mr. Armstrona. Yes, Senator. 

Senator Hruska. Would any of that information which 
they are prohibited from disclosing fall within the substance 

of the material that is required to fill out properly form 8—K? 

Mr. Woopsipx. Mr. Chairman, I think that it is conceiv- 
able that such a question might arise. To my knowledge, 

except in the tangential aspects of certain proxy matters, I “do 

not recall that the reporting requirements by American com- 

| panies have been defeated by statutes such as appear on the 
Swiss books. 

It has occurred, as testified hereto yesterday, and as indicated 
in the chairman’s statement, that, in certain investigatory and 
enforcement activities, where you are inquiring as to a particular 
individual who is beyond your jurisdiction, you may have some 
difficulty in securing all the information you want. But except 
in the proxy matter, and except in this matter of certain fraud 
cases that we have referred to, I do not know of any serious 
problem that has been posed to the Commission’s administration 
of securities laws by the Swiss financial institutions or other 
foreign financial institutions. 

This subject has received an awful lot of attention because 
of the notoriety of certain proxy contests. But when you 
analyze those proxy contests, the problem, as we see it, in 
the ‘enforcement of our laws, is not one which I would 
characterize as a major one on the basis of the facts we 
have so far. 

Senator Hruska. With due deference to your desire to 
give the committee information here, Mr. Armstrong, I do 
not know that I can be very impressed with that paragraph 
appearing on page 3, that says, assuming no deliberate viola- 
tion of laws, these provisions for reporting are good, and 
they are fine. Now, assuming no deliberate violation of our 
law, they are good for domestic purposes and there isn’t any 
trouble with them whatsoever, is there? In other words, if 
you make the assumption that the law is not being violated, 
these reporting statutes are very fine and they are ideal and 
they are working perfectly, and yet we know that is not true 
domestically nor, conceivably, it does not have to be true as 
to foreign owners (pp. 3767-3768). 


Mr. Byron D. Woodside, Director of the Division of Corporate 
Finance, replied to Senator Hruska by stating the SEC’s position on 
the subject of reporting of stockholders. Reporting, he said is the 
responsibility of the corporation—the corporation, being American, 
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he contended, the stockholders would be known: 


Mr. Woopsipr. Mr. Chairman, we are talking about com- 
panies which are registered and listed on American ex- 
changes and which are subject to our jurisdiction by virtue 
of the Securities Act. Except where you are dealing with a 
foreign issuer, the company, itself, is within the jurisdiction 
and reachable. The duty of reporting in large measure rests 
on the company. 

Senator Hruska. The company is reachable, but not the 
owner or the purchaser of the security, is it? 

Mr. Woopsipr. Our reporting requirements largely refer 
to the corporation, and the corporation reports. Now obvi- 
ously, we could not appear before any congressional com- 
mittee and say that everybody is complying with the law. 
There are people who, by mistake or deliberately, do not 
comply with reporting requirements, and that is part of our 
job to make sure that they do, and that the wrongdoer is 
caught. But that is the only reason for that qualification. 

Senator Hruska. Well, would that company be in posses- 
sion of enough information to determine who are the parents, 
for example, as defined in the statute? 

Mr. Woopsipe. I know of no case where the management 
of an American company is not very much aware as to whom 
it looks for control. That is one of the most sensitive areas 
in American business, and it is the first thing we hear about 
at the mere suggestion that someone is seeking to acquire a 
position in a company. And it is the fact that that occurs 
which we are trying to say to you comes to our attention 
promptly, early and usu: ally we can deal with it. The fact 
of a change of a control in one of these companies almost 
immediately is a matter of public record. 

Now you may have some difficulty in identifying the ulti- 
mate person behind that, but the fact of control, the fact of 
a change in control, the fact of the acquisition of a major 
interest in a company, even though that does not relate to 
control, becomes a matter of notoriety promptly—— 

Senator Hruska. Of course, those are not necessarily 
beneficial owners, are they? 

Mr. Woopsipr. They may not be beneficial owners, but 
from the point of view of the security of the United States, 
the fact is the important thing, and not who the particular 
person is. 

Senator Hruska. On the contrary, I think we would be 
interested, certainly, the subcommittee would be interested in 
the beneficial owner. They are not interested in knowing that 
a Swiss trust, or a Swiss trust officer, or a Swiss bank, owns 
certain stock, they would want to know who is issuing instruc- 
tions to that bank, how to hold that stock and what to do with 
it. It is that with which the committee is particularly inter- 
ested. 


therefore, must 
In this way, 
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Mr. Woopsipzr. What I am saying, Senator, is that, when 
that situation occurs, then if there is a security problem you 
know about it, and I presume that the people who are re- 
sponsible for the security of this country do not lightly deal 
with people they do not know. 

Senator Hruska. Say that again? 

Mr. Woopsipe. Do not lightly deal with the people they 
do not know in matters affecting the country’s security. 
But the fact of a change in control is a matter of public 
record in any case that I know of, promptly. 

Senator Hrusxa. Well, they do know them, they know 
the acting purchaser, or the person with whom they are 
dealing and they have no way of knowing his principal, 
and I presume that that falls within the provision of the 
statutes of Switzerland or Holland or England, where they 
would be not only not required to disclose the beneficial 
party, but would be prohibited from doing so. 

Mr. Woopsipr. I am sorry, sir, I am not sure whether 
you are talking about the American company or someone 
else. 

Senator Hruska. I am talking about the purchase by a 
Swiss bank, for example, of stock in an American company. 

Mr. Woopsipr, Let’s assume that a foreign interest, 
whether it be Swiss or otherwise, acquires a major position 
in an American company, that can be an investment posi- 
tion or it can be something more than that. For it to be 
effective as a measure of dictating management, they have 
to do something more than own it, they have to approach 
someone for representation on a board of directors. And 
when that approach is made, it is known, the fact is known, 
and it is a subject of wide comment. It is one of the first 
things we hear about because the people who are approached 
are down to see us about whether or not our statutes, in fact, 

npinge upon the problem, 

We have had companies which are not subject to our 
jurisdiction come in and subject themselves to our jurisdic- 
tion by the listing process in order to put the whole matter 
of a proxy contest under our rules, 

sut the thing I am trying to say to you is that the ac- 
quisition of a major position by a foreign interest in a domestic 
corporation that could conce ‘ivably affect the security of this 
country, as I understand it, is not something that can be 
long concealed. 

Senator Hruska. Well, it would not be concealed but its 
full and true nature would not be necessarily disclosed? 

Mr. Woopsiwr. What I am trying to say to you, though, 
is the fact that you might have a security problem is public 
knoweldge and can be dealt ith 

Senator Hruska. Suppose a Swiss bank controlling an 
interest in a given corporation comes over and selects a board 
of directors and elects them at the meeting. How can that be 
dealt with? If that is accomplished, we know we have a 
security problem, but how can it be dealt with? 
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Mr. Woopsipr. Senator, all I am trying to say is that the 
fact would be known, the fact would be one which would be 
brought to the attention of the authorities that have the 
problem of security, which is not our problem. But so far as 
reporting is concerned, the disclosure to the public of the facts 
concerning the fact of the change of control, it would be there. 

Senator Hruska. Well, you see that is where this com- 
mittee starts. Apparently, where you wind up, we start, and 
we are interested in knowing who it is that is asking, or 
directing that Swiss b: ark, w ho is the actual legal owner and 
the registered owner of that stock—who are the people who 
are directing that bank to elect certain directors or fix certain 
corporate policies. That is where we come in. 

That is why | said I was not too much impressed with this 
idea that, while the assumption is that the statute is not 
violated, it still does not help us in our problem very much. 
That is what I am trying to get at. 

Mr. Woopsipr. Well, | am not sure that your problem is 
a problem of securities legislation at all as 1 understand it, 
but I think, based upon our experience with the reporting 
prob lem, that the i wrance of a controlling interest in an 
American corporation would be immediately reportable. 
The burden is on the company to provide such information 
as it has about beneficial ownership. It might conceivably 
occur that we could not, because of jurisdictional limitations, 
pursue beneficial ownership to its ultimate conclusion. It 
might be that we could not, but certainly we would have 
the investigatory power, so far as the securities legislation is 
concerned, and we could stop any sale of securities if we 
believed there was not correct disclosure, we could delist if 
we thought it was not properly reported, and the fact of the 
foreign control would become known. And from the point 
of view of the security of this country, that is assuming that 
the company is a defense company, I would presume that all 
the forces of our Government that have to do with the ac- 
quisition of intelligence that is material to the security of the 
United States would be brought to play upon that. And I 
have no doubt that it would not be long before they knew 
who they were dealing wit! 

But I do not think it would come through us; I do not 
think it could come through us. We are not international 
polic emen, we do not have the power to issue search warrants 
even in this country, and, obviously, we cannot cross inter- 
national boundaries to secure process. But there are other 
agencies of the Government that have that power and use it 
very effectively. And I cannot conceive that the acquisi- 
tion of any major company by a foreign interest, the con- 

rol of that company being acquired by a fore ion interest, 
would present a problem whic h could not be dealt with as 
a security problem. 

What I am trying to say is I think there is a limit to which 
you can push dis ure statutes in the business W orld, having 
to do with securities, in terms of a broader concept of Govern- 
ment control over “national defense and national security. 
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There are certain things a disclosure statute cannot be made 
to do. 

Senator Hrusxa. That is right. 

Mr. Woopstpr. But the fact that you would have a prob- 
lum, securitywise, would be brought to your attention so 
quickly, that I do not think that——— 

Senator Hrusxa. Of course, what we are interested in is 
not so much the bringing of it to our attention, as to have im- 
plements with which to work to meet that situation. That 
is what this part of the legislative process that is going on 
right now is for. And, of course, your sphere is not quite 
that broad and it does not quite go that far. It is part of the 
general pattern. But we are interested in equipping the 
necessary authorities with such implements as are necessary 
to get the job done (pp. 3868-3870). 


In further pursuit of the elusive subject of Soviet economic penetra- 
tion and the international flow of money, the subcommittee went to 
New York and held hearings on June 11. 

The first witness in this series of hearings was Dr. Gabriel Kerekes, 
faculty member of the Babson Institute and of the New York Institute 
of Finance, who had, prior to this hearing, been asked to prepare a 
report for the subcommittee on the possibilities and techniques of 
economic penetration. 

Dr. Kerekes, a former research assistant with the Senate Banking 
and Currency Committee, spent 11 years of Federal service in the 
Treasury Department, Department of the Army, and as a Foreign 
Service Reserve officer. He also served as financial chief of the 
United States special mission to Austria. 

Dr. Kerekes was first confronted with the problem of economic 
penetration when it was used by Nazi Germany, and since that time, 
has followed its development, in both practice and theory. 

In his testimony before the subcommittee, Dr. Kerekes traced the 
activity of Hitler’s ‘economic braintrust,’’ known as the Claudius 
group, whose members and records were later moved bodily into 
Russia, as were many of Germany’s top scientists. 

Mr. Morris. Dr. Kerekes, I wonder if you would tell us 
whether or not it was a fact that, during World War II when 
the forces of the free world were arr: ayed against Nazi Ger- 
many and its allies, the Nazis had made efforts to use financial 
devices to penetrate the framework of the Allied Govern- 
ments? 

Dr. Kerexes. Very definitely so. 

Mr. Morris. Will you tell us about it? 

Dr. Kerexes. Yes. The Nazi government established an 
office which was called the Claudius office. At the head of 


the—— 
Mr. Morris. That is Claudius? 
Dr. Kerexkes. Claudius, yes. Claudius was the head of 


the office and it was always referred to as Claudius. He was 
the expert on economic grand strategy for Hitler, at least of 
international economic grand strategy, and Claudius’ office 
was in charge of hiding Nazi assets abroad and hiding Nazi 
penetration. 
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It was clear to the Nazis that, with popular feeling in the 
free world running against them, and with their being 
watched by the governments with whom they did not main- 
tain friendly relations, they could not, under their own name 
or under the name of Nazi Germany, conduct the campaign 
of economic penetration, and they used for this purpose 
financial intermediaries in countries neutral which, of course, 
as there were less and less neutral countries, they had to 
concentrate on Switzerland which remained neutral all dur- 
ing the war. So they used largely Swiss intermediaries in 
order to hide Nazi ownership of assets and of bank accounts 
and of credits and of industrial interests in countries with 
which they were at war or neutral countries where such pene- 
tration would not have been tolerated or would have been 
neutralized as a result of disclosure. 

It was the Claudius office which really brought to a per- 
fection the use of financial intermediaries. ‘These financial 
intermediaries resulted from the desire of the liberal 19th 
century to are protection of anonymity to capital and 
transferability, but they were perverted to the use of de- 
stroying or at least perverted to the use of using them by 
totalitarianism for the destruction of the free institutions 
which they were originally intended to serve. 

So, there was totalitarian penetration through Swiss inter- 
mediaries and the classic examples of it were brought into 
life by the Alien Property Custodian in the United States 
who found that many business corporations in the United 
States which were allegedly owned by neutral interests were 
actually and beneficially owned by nationals of countries 
with which the United States was at war from 1941 on. 

Mr. Morris. Now, was there any kind of a report made? 

Dr. Kerexes. Yes; I understand there was, sir. 

Mr. Morris. Are you acquaint ted with the report at all, 
Dr. Kerekes? 

Dr. Kerekes. I am acquainted with its conclusions, and 
those conclusions said that there was no way to ascertain the 
real beneficial ownership of assets in the United States held in 
the name of international financial intermediaries. 

Senator Hruska. What is this report to which you refer, 
Mr. Witness? By whom was it made? 

Dr. Kerexes. I[ understand it was made by the Treasury 
Department which conducted extensive hearings. 

Senator Hruska. Do we have that available, Mr. Morris? 

Mr. Morris. Senator Hri iska, after we heard that this 
report was in being, we wrote to the Secretary of the Treasury 
and asked him to make it available. We have since heard 
from the Department of Justice that the report is now in the 
possession of the Department of Justice and it will be avail- 
able to us. 

Senator Hruska. It will be made available? 

Mr. Morris. That isright. I think that was 6 or 8 weeks 
ago, roughly. 

Senator Hruska. But you have not had access to it, 
Mr. Witness. for the purpose of your preliminary study? 
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Dr. Kerexes. No, sir, I have not. 

Mr. Morris. Inasmuch as some of it may still be classified, 
I think it just as well that we not ask the witness anything 
further about it because then when it comes out, it oil sean 
out in its formal form and declassified, if that be necessary. 

Senator Hruska. Very well. Let us be governed accord- 
ingly. 

Mr. Morais. The fact of the matter is that the Treasury 
Department did in fact learn that the Nazis were using 
financial institutions and financial devices to penetrate our 
economy? 

Dr. Kerexes. Certainly. 

Mr. Morris. And it was very difficult to ascertain the 
identity of these intermediary forces, is that right? 

Dr. Kerexes. That is right. The ultimate beneficiaries, 
which it is difficult to ascertain. The intermediaries are 
easy to ascertain. They are the people we deal with. What 
we cannot ascertain is who are the beneficial owners of the 
assets. Who are the people who pull the strings behind the 
puppets. 

Mr. Morris. What in fact happened to this whole struc- 
ture that the Nazis made, the organizational structure that 
they possessed in order to effectuate that? 

Dr. Kerexes. On the first day that the Russians entered 
Berlin, the Russian Army rounded up all the files of the 
Claudius office, all the members of the Claudius office down 
even to the nonpolicymakers, purely clerical or technical 
help, and this office was cauinael with its files and its mem- 
bers, and in some cases I understand even the families of the 
members later on followed. This whole organization was re- 
moved to Moscow, was given a villa, a relatively spacious 
villa, I understand, outside Moscow, and the members of the 
organization have been assisting the Russians and the satellite 
countries to put into effect the same kind of policies in the 
field of international finance and international trade which 
Hitlerite Germany followed. 

As a matter of fact, the whole external organization of 
Russian trade and finance is still patterned upon the Nazi 
organization except in some cases it is subjected to the 
somewhat different power potential of Russia. 

These members of the Claudius office not only served as 
advisers to the Russians who were put in these posts, but in 
some cases actually acted for them. 

I was told by a member of the Trade Ministry of one of the 
countries which are now satellites of the Soviet Union that 
he had to face, in a negotiation in 1944, a German official 
member of the Claudius office who made demands on him in 
behalf of Nazi Germany, and in 1946 the very same indi- 
vidual, acting for Soviet Russia, was negotiating a so-called 
commercial treaty with him. 

Senator Hruska. Dr. Kerekes, have you any idea as to the 
size of the staff of this Claudius office that was transplanted in 
the fashion you have just described? 
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Dr. Kerexes. Not exactly, sir, but it runs into about three 
figures. More than a hundred, surely. Only two members 
of the policymaking staff escaped. They didn’t happen to 
be in Berlin. They were in West Germany at the time and 
naturally they never gave an opportunity to the Russians to 
take them. But with the exception of those two, the whole 
office, except those who were there, of course, as a result of 
bombardment, and so forth, were sent to Moscow. 

Senator Hruska. Did that staff include the policymaking, 
as well as the ministerial, the clerical help? 

Dr. Kerexes. Yes. 

Senator Hruska. And they were all transplanted? 

Dr. Kerexes. All transplanted over there. 

Mr. Morris. In other words, just as the Soviets took 
German scientists and all kinds of experts on ballistics, and 
so on, and transported them over to the Soviet sector, they 
did likewise with financial experts? 

Dr. Kerexes. Exactly the same. 

Mr. Morris. What were you doing at that time—1945, 
1946? 

Dr. Kerexes. At the beginning of 1946 I was in Vienna, 
sir, as Deputy Chief of the Finance Division of the American 
military government in Austria. In 1945 I was still in the 
Army. 

Mr. Morris. And you were able to observe in 1946 all of 
these things you are telling us about? 

Dr. Kerexgs. Yes, sir, and I also spoke to the two men 
who escaped. 

Mr. Morris. And they told you many of the things that 
you have testified to here today? 

Dr. Kerexes. That is right, sir. 

Mr. Morris. Now, Dr. Kerekes, can you tell us anything 
about what the Soviets have been doing, having made this 
transfer, since that time? 

Dr. Kerexes. Well, they indoctrinated the trade and 
financial people with the ideas of Germany, and most im- 
portant for our purposes is the fact that they indoctrinated 
them with the use of financial intermediaries. In other 
words, it was the use of the free institutions of the free 
countries for the benefit of a totalitarian and subversive 
force, and in many of the dealings that we had with the 
Russians and with the satellites, it became evident that 
Russians learned these techniques and the satellites these 
techniques. And certainly the satellites do use financial 
intermediaries in all their international dealings. To what 
extent the Russians use them I cannot say but I can say that 
the probabilities are that they would use them because it 
would fit into the whole pattern of Soviet ideology toward 
economic warfare, external Soviet relations of economic 
warfare. 

It is part of their doctrine. Trade is not conducted for 
the purpose of maximizing the benefits accruing from inter- 
national exchange, but it is conducted for the purpose of 
maximizing the power position of the Soviet Union. And it 
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would be unthinkable that the Soviets would not make full 
use of international intermediaries. 

Mr. Morais. Now, in the financial field the use of an 
intermediary is quite standard; is it not? 

Dr. Kerexkes. Yes, sir. 

Mr. Morris. And by the same token the fact that the 
Soviet Union, operating in an area of infiltration, would use 
an anonymous source, it is very likely that a financial inter- 
mediary would be a good device for their purposes? 

Dr. Kerexkes. As a matter of fact, it is their only device 
because if there would be full disclosure, there could not be 
penetration. The only way open for penetration is the use 
of financial intermediaries. 

Senator Hruska. Dr. Kerekes, a little bit ago you said 
that this whole mechanism had been transplanted, the 
Claudius office and all its men had been transplanted to 
Russia. 

Dr. Kerexgus. Yes. 

Senator Hruska. And it bas been available since that 
time? 

Dr. Kerexus. Yes, sir. 

Senator Hruska. For the development in similar fashion 
as that to which Germany had put it? 

Dr. Kmrexkes. Yes, sir. 

Senator Hruska. With the exception, you said, or with 
the supplement that they are now operating under their own 
power potential? 

Dr. Kerexes. Yes. 

Senator Hruska. Would you like to describe some of the 
characteristics of the Russian power potential or viewpoint 
that would differentiate their operations from those of the 
Germans when they ran the outfit? 

Dr. Kerrxes. Yes, sir. There are four main areas in 

which the Russians have much greater potential than the 
Germans had. For one thing, the German resources were 
relatively small. Russian resources are immense. Because 
of the small potential of Germany, time was running against 
Germany. ‘Time, as far as economic development is con- 
cerned, is unfortunately running in favor of Russia. 
The Russian economic development goes on at a much 
ister rate than economic development in the free world 
ecause, due to the higher living standard in the free world, 
less of our own production goes back into industrialization. 
So, Russia with its enormous undeveloped resources, includ- 
ing enormous undeveloped human resources, has a power 
potential in this field that Germany never had. So this is 
No. i. 

No. 2, and this is perhaps the most important point from 
the viewpoint of these hearings, German financial resources 
were meager. Germany had very little gold, had very little 
foreign exchange, and had very little international credit. 
Russia is holding a gold reserve. We don’t know exactly 
how big it is, but the lowest estimate I ever heard was $5 
billion, and about 2 years ago the New York Times, through 
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one of its best correspondents, estimated it to be $12 billion, 
which is almost as much as the free world outside the United 
States has. 

So, it is somewhere between $5 billion and $10 billion, if 
any of these estimates are correct. 

This gold reserve is purely for the purpose of transactions 
in the free world, because gold is not being used as a medium 
of exchange in the Soviet orbit nor for the backing of Russian 
currency. So, very clearly, this huge gold hoard can serve 
the Soviets for only one purpose and that is buying things 
with it or accomplishing their objectives with it in the free 
world. 

Now, in addition, we do not know how much real bank 
balances and other liquid resources the Soviets have in the 
free world. We don’t know how much bank notes they 
possess. We don’t know how much of this money, in the 
name of international financial intermediaries in balances in 
our own banks, are beneficially owned by them, but certainly 
it can be assumed that these amounts are large. 

Now, the third point is that, while German manpower was 
technically highly qualified, it was quantitatively limited. 
Russia not only has enormous manpower at its disposal, but 
manpower is also expendable in Russia. The result is that 
the cost factor in international trade and international 
finance doesn’t matter. 

If, for instance, the Russians find it to their interest to 
increase their gold hoard by mining gold in Russia, it doesn’t 
matter to them that they are maybe mining a poor grade. 
The human factor is expendable. They are only interested in 
how much gold they may get out of it; and, in all trading with 
the satellites and with the Russians, the interesting part is 
that the cost factor on the other side doesn’t seem to matter. 

If they want something, they will buy it regardless of cost. 
If they want to dump something, they will dump it. 

Senator Hruska. If it has strategic value, economic cost 
doesn’t mean anything, does it? 

Dr. Kerexes. That is right. Germany couldn’t afford it; 
so that is the third point in Russia’s favor. 

Now, the fourth point is that Germany had to maintain 
some semblance of free economy. It had to maintain 
competing firms. True, they were cartelized; but still it had 
to maintain competing organizations. 

Russia is not bound by any of those pse udo- niceties or any 
of those niceties of capitalism. It can simply give a task to 
the trade monopoly and the Russian trade monopoly or one 
of the satellite trade monopolies will execute the task. 

Russia can resort to monopolies and monopolistic practices 
on the one hand while it can fully exploit the competitive 
element of the free world. 

As a result, we had an enormous change in terms of trade 
in favor of the Soviet Union and its satellites over the last 10 
years. If we look at what the Soviet exports are and what 
the satellite exports are on one side, and we look at what they 
buy on the other side, we find that in traditional terms they 
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are buying very cheaply and they are selling very expensively 
because, with this great competitive advantage, they can 
exploit the free economies. And it is impossible to estimate 
the size of resources which were transferred to the Soviet 
Union, but we can say that they were enormous over this 
period. 

So, these are the 4 basic differences in the German poten- 
tial and in the Russian potential, and each of these 4 points 
makes Russia and the Soviets much more dangerous and 
much more powerful opponents in international economic 
warfare than Germans ever could have been. 

Now, Dr. Kerekes, have you anything to say about the 
committee’s finding that there is an increased flow of foreign 
capital of an anonymous source coming in, and then if you 
could, make a transition from that to the subject of today’s 
hearing as outlined by Senator Hruska as to the possibility of 
money being taken out of the country by anonymous 
devices? 

Dr. Krerexes. Well, I just heard about the increase of the 
deposits. Asa matter of fact, the large increasing deposits in 
recent months to anonymous accounts, in other words, to 
accounts in the names of intermediaries, and that could 
mean many things. 

From the viewpoint, however, of my own study here, it 
could mean an increased amount of transfer of liquid resources 
in the United States and its allies to the ultimate beneficial 
ownership and control of forces that are unknown to us and, 
therefore, could be subversive forces. 

Senator Hruska. At this point in the record it might be 
well to say that Mr. Fred Scribner, Assistant Secretary of 
the Treasury, estimated that these deposits, in cash alone, in 
currency alone to these numbered anonymous accounts ap- 
proximate $500,000 a week and have done so for the last 2 or 
3 years, and it would be well to put that in the record at this 
point so we know what we are dealing with. 

Mr. Morris. Those are only the larger ones. 

Senator Hruska. Yes, those deposits approximating 
$25,000 and up, and those coming under the particular 
scrutiny of the Internal Revenue Service for their purposes. 

Dr. Kerexes. Of course, these devices could be used for 
various purposes. They could be used for frauds, for 
domestic fraud which may not involve subversion. They 
could be used for illegitimate commercial financial purposes. 
We have no way of telling. The accent should be on the 
fact, I think, that they could be used for purposes that are 
inimical to the country. 

Just as the study of which you asked me before, Senator, 
pointed out that there was no telling how much of a given 
group of assets in the United States were held for individuals 
or institutions or nationals of countries with which the United 
States at that time was at war. 

Today we cannot say about these sums and about these 
transactions what percentage of them and which of them is 
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being used for the ultimate benefit of a country or an institu- 
tion which harbors hostile intention toward the United 
States or to its allies. 

Now, from their viewpoint we also should look at the out- 
flow of funds as well as the inflow of funds. The state of 
the Claudius inspired Soviet economic machine does call for 
the exploitation of western and free economies in favor of 
the Soviet economy and for Soviet purposes. ‘The purposes 
are not fully confined to just being strategic materials, al- 
though it may be an important part of the Soviet’s economic 
aims in the free world. 

But the scheme could also bring about a transfer of 
resources from the free world to the Soviet world. 

Now, just to use a very crude and extreme example, for 
instance, money collected from members of the Communist 
Party, Communist Party dues, could be deposited in cash 
into such an anonymous account and ultimately reach the 
Soviet Union. I am not at all implying that this is the case, 
but I am pointing out that this could be the case. 

Senator Hruska. Well, the committee is interested in 
that certainly as a potential; if that does exist, we would 
like to know. 

Dr. Kerexes. That is right. The potential of these inter- 
mediaries is enormous, and almost any kind of economic 
action could be taken or can be taken in a free economy 
through financial intermediaries with the intent of injuring 
the free economy and undermining its foundations. 

Mr. Morris. I have no more questions, Senator, of this 
witness. 

Senator Hruska. Now, Mr. Witness, what about activity 
in the purchase of stock, for example, or equities in Ameri- 
can plants or in American economy generally by foreign 
funds? Can you go into that subject a little bit? 

Dr. Kerexes. Well, I think we ought to start on that 
again from the Nazi activities because that is the starting 
point probably of our present inquiries. That is the de- 
velopment of modern sophisticated economic and financial 
warfare. 

We knew that the Nazis did that. They bought American 
stocks here. They bought into companies through Switzer- 
land, when they wanted to control those companies or influ- 
ence the policy of those companies, getting hold of some in- 
995 Ne particularly in the chemical field and optical field. 
The Nazis having done that, we should not doubt that the 
Russians can do it, too. 

As a matter of fact, we know the Russians can do it, too. 
Now comes the question as to what extent they are doing it. 
It is almost impossible to say except we ought to take a look 
at the amount of securities of each of our large corporations 
which is held in the name of undisclosed foreign beneficiaries. 
There is a very great danger, in my opinion, with the medium- 
sized corporation. I would not be too much perturbed about 
somebody abroad holding American Telephone & Telegraph 
because it would be almost impossible to get enough stock 
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together abroad to have a management influence on American 
Telephone & Telegraph for subversive purposes. 

Also, the personalities of the directors in these companies 

could be a guaranty against any such influence exerting itself. 
3ut I think there is a very great danger in regard to the 
medium-sized companies. 

Senator Hruska. Many of which are engaged in very 
vital defense activity, aren’t they? 

Dr. Kerexes. That is right. And in the suitable develop- 
ment of influences on American corporate life that they 
could hardly measure, and I am not talking about proxy 
fights at this time because the blare of publicity that attends 
a proxy fight, the pressure that is being put on by the people 
whose interests may be injured by the new party getting 
control, does, in iy opinion, offer a certain amount of 
protection. 

But I am talking about a subtle buying of an influence in 
the medium-sized corporation, which incidentally doesn’t 
cost very much money either. It doesn’t cost as much money 
as getting hold of a many hundred million dolls wr corporation. 
There I see a very definite field of danger and I rather regret 
that plans that I have seen for amending our corprorate pro- 
cedures do not provide against this contingency. Most of 
the plans are made with a view of disclosure once a proxy 
fight is on; they do not call for disclosure before the fighting 
gets out into the open (pp. 4190-4197). 


During the sessions held in New York, other testimony regarding the 
operation and possible evils of undisclosed foreign accounts were dis- 
cussed. Leslie Gould, financial editor of the New York Journal 
American, testified that, as financial editor, he has made a study of 
anonyn 1ous Mone ys operating in the United States. He told the sub- 
committee that Switzerland does not stand alone in this field, but has 
been joined by other countries attracted by the lucrative business of 
“secret banking.’’ He named Lebanon, Mexico, Tangiers, Curacao, 
Monte Carlo, and Liechtenstein as other countries active in this field. 

Mr, Gould said that he felt that it was quite possible for foreign 
interests to either take control of, or exert more subtle influence on 
United States corporations, especially those of lesser size. Corpora- 
tions of great size, he stated, are too much in the public eye, but smaller 
corporations doing research or subcontract work for the larger, de- 
fense-involved companies, could be penetrated and vital information 
thereby gained. 

Other evils mentioned by Mr. Gould, performed with the aid of 
foreign accounts, were (1) undisclosed participants in proxy fights; 
(2) trading i in stocks by corporate insiders; (3) the distribution of un- 
registered stock; (4) violation of the New York Stock Exchange 
margin re quireme nts; (5) tax evasion and (6) legitimatizing of rackets 
money. ‘The basic evil in the foreign banking setup, according to Mr. 
Gould, is that one can never find out with whom he is ultimately 
dealing. 

At this point Mr. Rusher placed in the record suggestions for 
legislative relief of the undisclosed account = m as proposed by 
G. Keith Funston, president of the New York Stock Exchange, in an 
article carried by the New York Herald Tribune. 
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[From the New York Herald Tribune, June 4, 1957 
Wau. Street, U. S. A. 
By Donald I. Rogers 
IDENTIFYING ForrEIGN HoLpines 


G. Keith Funston, president of the New York Stock 
Exchange, has come up with a solution to the problem of 
identifying foreign owners of American securities which, 
Wall Street leaders believe, merits serious consideration by 
Federal authorities. 

It has been known for years that unnamed and unknown 
foreign interests possess huge holdings of American stocks. 
Only the extent of the ownership i is known to the authorities, 
not the identity of the owners. It could be Americans who 
have deposited money abroad—usually in Swiss banks 
where disclosure of depositors is not mandatory—and who 
thus avoid American taxes. 

On the other hand it could be foreign industrial interests 
acquiring direct ownership of American enterprises. It could 
even be money from behind the Iron Curtain. 

Speaking at the General Management Conference of the 
American Management Association, Mr. Funston proposed 
a broad program designed to stre ngthen the rights to stock- 
holders in proxy contests and to give shareholders in all 
publicly owned companies the benefits of “full disclosure.’ 


CURB ON VOTING 


As part of the program, Mr. Funston recommended that 
the Securities and Exchange Commission be empowered to 
take court action to block the vote of any stock where the 
Commission believes its disclosure rules are being violated. 

This, he said, would provide an effective means, during 
proxy contests, of piercing the anonymity of foreign holdings. 

At present the SEC can enforce its disclosure rules gov- 
erning proxy contests of companies listed with the stock 
exchanges, where domestic stockholdings are concerned. 
But where shares are held in the name of fore eign institutions, 
either for American citizens or the nationals of other coun- 
tries, the SEC finds itself thwarted in its efforts to get the 
facts. It has no enforcement outside the country. 

Apparently he was speaking for the membership of the 
stock exchange when Mr. Funston said: ‘We believe that 
the SEC should be empowered to go to court and seek a 
temporary restraining order barring the vote of any stock in 
which it has reason to believe any proxy participant has an 
undisclosed interest, either direct or indirect.’ 


WAY OF GETTING FACTS 


[t is solid reasoning, and it illustrates again the leadership 


the New York Stock Exchange has taken during the years 
in policing its own markets. 
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Mr. Funston’s proposal, if adopted by Congress, will help 
get the facts about purchases made through foreign banks 
without directly fmt the foreign institutions. 

It would have the effect of putting the true owner—the 
anonymous holder of American securities—right on the spot. 
He would have to decide whether to make full disclosure of 
his identity, or sacrifice his proxy vote. 

This has the added charm of not invading unnecessarily 
the privacy of the many investors who register their shares 
in the names of banks or brokers—they call the practice 
“registering in street names’’—and who do not participate 
in proxy contests. 


Reference has been made to testimony by Fred C. Scribner, Assist- 
ant Secretary of the Treasury, that the Internal Revenue big 1 wt 
has found that approximately $500,000 per week in cash was being 
deposited in United States banks to the credit of Swiss accounts. 
The actual amount could be a great deal higher since this figure, 
according to Mr. Scribner, accounts only for deposits of $2,500 or 
more. 

More curious than the fact of $26 million in cash being deposited 
annually to Swiss accounts, is the finding of the Internal Revenue 
Service as related by Mr. Scribner, that, in a number of these cases, 
the depositor is a fictitious person—a John Doe. 

Mr. Scribner, on behalf of the subcommittee, checked with the 
Internal Revenue Service and reported— 


There has been a definite increase in the last 2 or 3 years 
in the number of cases involving cash deposits to foreign 
accounts which have come to the attention of the Internal 
Revenue Service (p. 2408). 


According to Mr. Scribner, the Internal Revenue Service, to cope with 
the increasing problem of foreign banking devices, has recently 
established an International Operations Division with a primary 
responsibility for the operations of the service abroad. 


A CASE IN POINT 


To specifically define the use of the foreign trust or account in the 
evasion of United States laws, the subcommittee’s staff made a de- 
tailed investigation of many cases of suspected security law violations. 
In the series of hearings held in New York testimony was taken in 
connection with one of these cases. 

The particular transaction under study by the subcommittee was 
the sale, in September of 1956, by Basic Atomics, Inc., of a block of 
its common stock to the Huettonwerk Trust of Liechtenstein. 

The subcommittee gathered many facts on this one particular trans- 
action. It has not been able to verify these because Mr. M. Mac 
Schwebel, counsel for Basic Atomics, has been unable to testify, ask- 
ing to be excused on three occasions. 

Basic Atomics, through its counsel, Mr. Schwebel, negotiated the 
sale of 750,000 shares of stock at $2 per share to the Liechtenstein 
trust—a transaction for which an exemption from registration with 
the SEC was claimed by virtue of section 4 (1) (2) ) of the Securities 
Act of 1933, in that the sale was “for investment or resale outside the 
United States, its territories and possessions.” 
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The stock certificates were issued and physically delivered to the 
office of Mr. Schwebel in New York on August 26, 28, and 29, and 
from there, the subcommittee was told, were sent to the Royal Bank 
of Canada in Toronto for delivery to the Swiss-Israel Trade Bank 
which was acting on behalf of the Huettonwerk Trust. Thereafter, 
the Huettonwerk claimed, it effected a public distribution in Europe, 
and, in fact, supplied a letter to this effect. Investigation by the 
subcommittee showed that securities whose certificate numbers cor- 
responded to those sold to the trust were being sold by New York 
brokers in volume 8 days after issuance, and at prices ranging from 
$3.25 to over $4.00—better than a 100 percent profit. In the follow- 
ing months, a total of 652,000 shares were transferred from the Swiss- 
Israel Trade Bank to the Bank of America for delivery against sales 
in New York. 

Mr. Schwebel, due to illness and other reasons, was not available 
to the committee for public testimony. However, the subcommittee 
took testimony from Irwin R. Frumberg, at that time an attorney 
in Mr. Schwebel’s office. 

Mr. Frumberg testified that he went to Switzerland to obtain 
information so as to render a legal opinion in connection with Basie’s 
exemption. He said that there he contacted Raymond Gasoliba, 
representative of the Huettonwerk Trust, and officials of the Swiss- 
Israel, and was assured by them that the stock was for European 
distribution. 

However, Mr. Frumberg testified in response to a question by 


Mr. Rusher: 


Mr. Rusuer. Did you ask them who the distributees were? 

Mr. FrumBere. Yes, I did. 

Mr. RusHer. What did they say? 

Mr. Frumpera. Let’s say I tried to but I was met with a 
veil of secrecy and a shrug of the shoulders and it was ex- 
plained informally they don’t tell who their clients are. 

* k * + « * * 


Mr. Rusuer. Did they tell you the number of distributees? 

Mr. Frumpera. No, they didn’t; and I gathered that there 
had been in fact a public distribution. 

Mr. RusHer. How do you gather that? 

Mr. Frumserc. From their conversation because I was 
very insistent on the point that it was not to be 1, 2, 3, or 4 


? 
or a small select number of persons. 
Mr. RusHer. What did they say in response to your 
making that point? 
Mr. Frumpera. A number of European investors, Mr. 
Frumberg. I don’t think you have to concern yourself with 
the Securities Act (pp. 4232, 4233). 


The situation represented by the Basic Atomics case is one with 
which our law enforcement agencies are constantly confronted. The 
key question is ‘Who, beneficially, is the Huettonwerk Trust?” If, 
as they claim, they did, in fact, distribute the stock to various Euro- 
pean stockholders who, in turn and within 8 days, sold them in New 
York through the same Swiss bank, then, technically, no violation of 
United States law was committed. If, however, the selling of the 
stock to the Huettonwerk Trust was merely a formality and a device 
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used by the company to avoid registration, and the Huettonwerk 
was acting on behalf of the company or any of its officers, then the 
Securities Act of 1933 has been violated, and over a million dollars 
in tax free (or tax evaded) profit has been made in Switzerland for 
the account of “principal unnamed.” 

Literally scores of cases of this type confront the SEC and the 
Internal Revenue Service yearly—and involve sums running into the 
hundreds of millions of dollars. 

The subcommittee has Mr. Schwebel under subpena and fully 
intends to follow up this and similar cases. It also has been reported 
that the SEC and the Internal Revenue Service are now investigating 
this transaction. 

A $6 MILLION DEAL 


On October 1, 1957, Louis J. Lefkowitz, attorney general of the 
State of New York, testified before the subcommittee in New York. 
Attorney General Lefkowitz told of some of the problems and findings 
of his securities fraud division in connection with their dealings with 
Swiss trusts. Specifically he testified on the Charles Stahl-Green Bay 
Mining & Exploration case which involved two Swiss banks and more 
than $6 million of investors’ money. 

Attorney General Lefkowitz outlined the situation, briefly, to be 
this: His office filed an affidavit in the Supreme Court of New York, 
the chief subject being a Swiss bank, S. A. De Placements Mobilier of 
Geneva, which was directly implicated in the fraudulent sale of Green 
Bay Mining stock. Furthermore, the affidavit charged, Placemobile, 
as it is known, was 50 percent ope rated for persons residing behind the 
Iron Curtain, this 50 percent being held in a numbered account in 
another Swiss bank, the highly re putable Ferrier Lullin et Cie. 

Testimony of an official of Ferrier said oak the 50 percent of 
Placemobile that was held at Ferrier was in a numbered account for 
Charles Stahl, a person who has been permanently enjoined from the 
securities business in New York. 

Though Placemobile acted as a dealer in securities in New York, 
Mr. Lefkowitz said, it had never legally qualified as a dealer. Besides 
selling the stock of Green Bay, it was issuer and chief distributor of 
Canabuilt, Ltd., securities. Canabuilt is a Canadian fund, the 
proceeds from its securities being used to buy stock in American, 
Canadian, British, and Dutch corporations. In a short period, less 
than 2 years, Canabuilt had $2 million worth of securities of major 
concerns. 

The situation as outlined was that of a Swiss bank, Placemobile, 
owned 50 percent by persons residing behind the Iron Curtain, con- 
trolling a Canadian fund, Canabuilt, which, in turn, had bought 
up to $2 million worth of securities of major corporations of America, 
Britain, Canada, and Holland. 

Expanding on the charges Attorney General Lefkowitz testified: 


Placemobile was charged with conspiring to commit 
fraudulent practices involving the distribution of Green 
Bay Mining & Exploration, Ltd., stock, which caused a great 
loss to American investors. In addition, it is our opinion 
that, by concealing from the American public that Green 
Bay had large deposits of money in a Swiss firm, Placemobile, 
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which was being operated for the benefit of persons behind 
the Iron Curtain, Placemobile committed a fraudulent con- 
cealment in violation of our State law. It was our feeling 
that, even if these interests were innocent and not Com- 
munist-dominated, any interest behind the Iron Curtain is so 
subject to government control that Communist governments 
could sasily deceive the persons acting in Switzerland for the 
benefit of the Iron Curtain residents into following false 
instructions. 

I am sure that the peril of such a situation is obvious to 
anyone upon careful examination. Moreover, I wish to 
emphasize that Placemobile was trustee for the Canabuild, 
Ltd., fund which fund was, for a few years, consistently 
purchasing rather large amounts of securities in American, 
Canadian, and Dutch firms. 

While only a few New Yorkers purchased units in Cana- 
build, my office thought it important to examine thoroughly 
the officials of Placemobile to determine this aspect of their 
operation. (pp. -‘eain 4671). 

* * * * 

Our investigation thus far has not disclosed the identity 
of the persons behind the Jron Curtain. I will say, however, 
that the methods used to effectuate these investments dis- 
close a chain of transfers of many thousands of dollars 
throughout the world to cover up, I believe, the true nature 
of the transactions. (p. 4672). 


At present the attorney general’s office is in contact with the Swiss 


officials and Mr. Stahl, who has returned from Brazil and put himself 
within the jurisdiction of the State of New York, and is working 
swiftly toward a completion of the case and a more full disclosure of 
the circumstances. ‘The subcommittee is not as interested in this case, 
or any particular case, as it is in confirming the existence of the 
mechanism for economic penetration. 


GUARDING INSURANCE MONEY 


A more direct phase of the movement of United States money to 
countries behind the Iron Curtain was brought to the subcommittee’s 
attention by the testimony taken in New York from certain insurance 
companies. Testifying were Daniel J. Reidy and John Walsh on 
behalf of the Guardian Life Insurance Company of America; J. Edward 
Dowling, Metropolitan Life; Charles F. Andolsek and Edw ard Bohne, 
Equitable Life Association; and Wendell J. Drobnyk and William A. 
Leese of the Prudential Life Insurance Co. 

The problem that has faced the insurance companies, Mr. Reidy 
testified, is that of preventing the proceeds of American life-insurance 
policies payable to beneficiaries residing in Iron Curtain countries 
from falling into Communist hands. 

The policy followed by almost all insurance companies was to 
withhold payment where it was believed that the beneficiary would 
not, because of Iron Curtain country intervention, receive full value 
had the moneys been transmitted to them. 
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This policy was developed from past experience of many insurance 

oan in which they found that beneficiaries residing behind the 

Iron Curtain, upon notification by the company that they were to 
recelve certain payments, would contact the insurance company and 
advise them to hold the money in this country until circumstances 
were such that they would actually be able to receive payment. This 
policy of the insurance companies was guided by the policy of the 
United States Government in its dealings with payments to Iron 
Curtain countries. The policy served well until June 12, 1957, at 
which time the Treasury Department dropped Poland from the list 
of Communist countries to which our Government would pay no 
funds. 

Certain lawyers working for the Polish consul had been appearing, 
on behalf of Polish nationals, with powers of attorney in an effort to 
get payment. In the case of the Guardian Life (and this was later 
found to hold true for the other life-insurance companies) these powers 
were not recognized because investigation showed that they were not 
freely given powers, but powers which had been given under duress. 

Polish law makes it a crime for a Polish national not to report 
moneys he has outside the country and not to make every effort to 
have these moneys returned to Poland. When money is transmitted 
to a Polish national, the beneficiary would not receive the foreign cur- 
rency but would receive payment in Polish zlotys, and, due to the 
discrepancy between the real rate of exchange and the official rate, 
the beneficiary would receive not more than one-twentieth of the true 
value—a rate of exchange tantamount to confiscation. 

In support of this contention, Mr. Reidy submitted to the sub- 
committee an affidavit from Joseph Dolina, onetime judge in Polish 
courts under Communist rule, and who has since defected. Among 
other things in Mr. Dolina’s affidavit was this statement concerning 
a motion by Paul Ross, attorney representing some Polish nationals, 
for letters rogatory: 


I wish to concur in the assertions made in the papers oppos- 
ing the letters rogatory both originally and on this motion, 
that the named plaintiffs will be subjected to annoyance, 
embarrassment and oppression if they are subjected to inter- 
rogation on these matters by requisition of this court and 
through the procedures of the Polish courts. The named 
plaintiffs will have to testify they wish this money collected 
through a Polish consul or they will subject themselves to 
criminal penalties and prosecution. In this connection | 
wish to point out, from my own personal experience, that a 
judicial officer of the courts of Poland under the present Com- 
munist regime is not free to administer justice as he sees it or 
to protect the interests and property rights of Polish people 
coming before him. The courts are under Communist dom- 
ination and are mere instruments for carrying out the policy 
of the Communist government. In my own case during the 
year I served as judicial officer under the Communist regime 
in Poland I was subjected to constant interrogation by the 
secret police (Security Office). This occurred sometimes 2 
or 3 times a day and sometimes even during the night and 
on some of these occasions they attempted to influence my 
decisions. Moreover, they wanted me to act as an informer 
25011—58——11 
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for them with respect to matters, among others, which came 
under my judicial cognizance. I know from my acquaint- 
ance with my associate judicial officers that they were sub- 
jected to the same kind of constant government pressure. 
Moreover, as a matter of policy, all judges were frequently 
summoned to conferences at which they were lectured on the 
policy which should govern their judicial determinations. I 
an therefore assure this court that the fact that the proposed 
interrogatories were presented to the named plaintiffs in or 
under the auspices of the Polish courts would be no guaranty 
whatsoever they would be answered freely and truthfully. 
Just the contrary is the case. This is the sad state to which 
judicial administration has fallen under the regime of the 
People’s Republic (pp. 4727, 4728). 


Mr. Reidy further testified that beneficiaries had indicated that 
they would not get money at all but, rather, they would receive 
parcels through a firm known as the Peako Trading Corp., of 25 Broad 
Street in New York. Investigation showed this to be a branch of the 
Polish National Bank. Money given to Peako would be deposited 
and would remain in a New York bank for the use of the Polish 
National Bank. Orders would then be sent to Poland and some sort 
of parcel would be given to the beneficiary. 

Further testimony showed that Paul Ross, who himself has been 
named before the subcommittee by a competent witness as a secret 
member of the Communist Party, and whose firm, Wolf, Popper, 
Ross, Wolf & Jones, along with C harles Recht, handle most of these 
Iron Curtain claims—the Ross firm havi ing some 87 cases representing 
Hungary, Poland, Czechoslovakia, Rumania, Bulgaria, and Soviet 


Russia—has indicated that the Treasury action of dropping Poland 
from the list has encouraged him to pursue more vigorously these 
cases, and perhaps open the floodgates to a lot more applications— 
at least so far as Poland is concerned. 

In connection with the subject matter of this section of its report, 
the subcommittee submits the following conclusions: 


CONCLUSIONS 


Communist money is finding its way into the United States in 
increasing amounts, through Swiss banks and other intermediaries, 
to become investment capital i in American industries. 

American money flows behind the Iron Curtain through many 
channels, all benefiting the world Communist conspiracy. 








SECTION IX 
HUNGARIAN PEOPLE’S REVOLT AGAINST COMMUNISM 


In the latter part of 1956, the subcommittee was enabled, through 
defectors who had reached these shores, to lift the curtain on the 
memorable events of October 23, 1956, in Hungary. These hearings 
showed that the spontaneous revolution against the Hungarian Com- 
munist regime had been provoked in large part by the cruelty of 
the AVH, the Hungarian secret police. 

The hearings revealed the part played by Russian troops in the 
Hungarian Communist regime, their decisive role in the suppression 
of the uprising, and the defection of Soviet military forces in out- 
standing instances. There was evidence of the type of torture devices 
employed by the AVH against their own people. Extensive evidence 
of the deporting of Hungarians to the U. S. S. R. on a considerable 
scale was presented. All this testimony was made available to Henry 
Cabot Lodge, American Ambassador to the United Nations. The 
General Assembly of the U. N. established a Special Committee on 
the Problem of Hungary on January 10, 1957. To provide the special 
committee and the Senate of the United States with the full facts on 
the Hungarian situation as part of the general picture of world com- 
munism, the Senate Internal Security Subcommittee decided to call 
in additional informed witnesses, some of them actual participants 
and eyewitnesses of the uprising of the Hungarian people on October 
23, and thereafter. In certain cases precautionary measures such as 
the use of assumed names, etc., ek to be employed to safeguard 
relatives in Hungary from reprisal. 

On that memorable day Sabo Karlor was an employee of the 
American Legation in Budapest. He testified that, to his own knowl- 
edge, the Hungarian secret police (AVH) had placed its agents on the 
Legation staff. Every individual who worked for the Legation was 
constantly under the surveillance of these agents, who included two 
private chauffeurs and a maid. 

Mr. Karlor was instrumental in exposing Gregory Lang, a lawyer 
and a refugee at Camp Kilmer, who was shown to have been a member 
of the Communist Party in the suburban section of Budapest and a 
card clerk in the office of the political secret police. Lang claimed he 
had left the party in 1948. When asked why he had not revealed 
this information to immigration authorities, he said he feared he 
might not be admitted into the United States. The matter is now 
in the hands of the immigration authorities. 

The witness told the subcommittee about an incident regarding 
Cardinal Mindszenty who has been given asylum at the American 
Embassy. We will let the witness telf his own story: 

Mr. Kartor. I was in a coffeeshop while Cardinal Mind- 
szenty was upstairs, and he called down for a piece of bread. 
The elevators did not function because the electricity was 
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disconnected, as a result of the revolution. I picked up a 
piece of bread and took it up, walked up three flights, and 
took it to the Cardinal’s room. 

The Cardinal says: “Well, you are not my servant here, 
how come that you brought this?” 

“Well, the elevators are not functioning, I just brought it 
up for your Eminence, this piece of bread.” 

“Thank you very much,” the Cardinal said, and then he 
said, ‘‘What are these people doing outside?” 

“They are all waiting to buy up bread.” 

He said: ‘‘Oh, in that case, take this to them, too.” 


Sabad Karoly, a construction engineer in Budapest was another 
witness. He had been arrested by the Hungarian Communist 
regime for his share in a ‘free Hungary’”’ movement headed by a 
former colonel in the Hungarian Royal Army. Karoly was arrested 
at the Austrian border and taken to secret police headquarters. He 
described the tortures to which he was subjected as follows: ‘for 3 
weeks, every day, they beat me, the bottom of my feet and my 
kidneys.” 

After a few weeks he was taken to a prison camp near Buda where 
he and his associates were subjected to most inhuman tortures which 
the witness described: 


Mr. Karotry. Of this particular prison, the headmaster 
and torturer was a fellow by the name of Rushak Mate. 

We are a very deeply religious people, and Christmas has 
the same meaning to us, of course, as in America. A lot of 
families come over to visit prisoners. When he saw them— 
amongst them was my wife and baby, my little girl—he 
opened up the faucets, the fire faucet hoses, and sprayed us in 
the cold winter, the children and women; chased them away 
from the prison. 

Mr. Morris. With fire hoses? 

Mr. Karoty. Fire hoses. 

Mr. Morris. On Christmas? 

Mr. Karory. On Christmas. 

On one occasion my mother came over to see me, and she 
kissed me and embraced me, and then he saw that. He sub- 
jected me to 6 times 6 hours—they call that. They got an 
iron and tied the right hand to the left foot and the left hand 
to the right foot, and I had to be like that for 6 times 6, 36 
hours, as a punishment for kissing my mother. 

Mr. Morris. What else happened? 

Mr. Karouy. On another occasion they called us together 
and they told us that somebody smuggled letters out to the 
citizens from the prison. On this occasion they would pick 
up 45, 50 men, and take them up to the tower, the torture 
tower they called it, which had no windows, and water was 
constantly dripping on them, and they would chain them in 
this tower, where always a few men would die—not all of 
them would come back—as punishment. 

But in one batch they would take 45 to 50 men into this 
tower and make water drip on them, and tie them with the 
chains to the concrete wa 


1 Boope of Soviet Activity, pt. 48, pp. 3307-3314, 
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I even know the names of those that did not return from 
that tower. 

Mr. Morais. Now, would you be willing, if we could con- 
vey your story, say to the United Nations, to give us the 
names of these people in executive session—with the assur- 
ance that we would conceal your identity—the names and 
some of the atrocities that these people have performed? 
Would you tell us in executive session those names? 

Mr. Karoty. Not only myself, Your Honor, but at Camp 
Kilmer we had 300 persons, like I am, that were subjected 
to the same beating and imprisonment. We would all go 
before the United Nations and testify against the atrocity 
and brutality of the Soviets. 

Senator Jounston. Proceed. 

Mr. Karony. Just to describe in a little detail the brutality 
of this man. We were standing, the prisoners, in the prison 
yard, and this man passed by in his buggy, and the horse 
broke the centerpiece on the wagon. He zot so mad that 
he had his horse shod, front feet to one shoe, and back, and 
tortured the horse in front of all of them. And his wife just 
said a word to one of the prisoners, and he also put his wife 
in the same prison. 

Mr. Morris. And can you tell us more things like this 
that these people performed—— 

Mr. Karory. After I was released from this prison for 
2 months, they got a hold of me again on the same charge, 
on conspiracy, and they took me to another prison. They 
tied my hands, our hands—several of us—to the back, and 
then they put under our arms, in the back, a Sam Browne 
belt, on which they tied a rope, ‘and they hoisted us up, hang- 
ing, until we fainted, and then they dropped us. They 
poured water, and hoisted us up again until we fainted. 
For 2 days this torture was going on. 

* * K * * 


Mr. Morais. Well now, you told us in our staff interview 
that the particular effective way of forcing information from 
prisoners was to use strong floodlights, having strong flood- 
lights focused on your eyes. Could you tell us about that 
here for the public record? 

Mr. Karory. The lights were so strong that when they 
threw that in anybody’s face, your eyes immediately blacked 
out and your ears were piercing with terrific pain and you had 
to tell. And as soon as they threw it on me, I told them I 
would tell them. Then they took the lights off. I had noth- 
ing to tell them because I was completely innocent of any- 
thing. 

Senator Jonnston. What did they do then? 

Mr. Karory. They locked me up, as other prisoners, for 6 
days into a solitary pen, and they gave us a piece of bread 
baked twice in salt and salted water, that we could dip that 
into salted water, and eat it only that way, but no fresh water 
to drink for 6 days. 
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It wasn’t a case for me, that I was strong; I had nothing to 
tell. But if they told me under those lights that I killed my 
own mother, who was alive yet, I would have said ‘‘Yes.” 


According to Mr. Karoly, these operations were directed by torture 
specialists brought in from the Soviet Union. These specialists would 
handle exceptional cases like that of a priest who was subjected to the 
third degree including the blinding rays of a klieg light focused on his 
face. Mr. Karoly gave the subcommittee the name of a man presently 
at Camp Kilmer who personally saw two electric furnaces at Red 
army headquarters on Street No. 140, which were used to burn bodies. 
This man was the leader of a group which captured the building during 
the revolution. It was Mr. Karoly’s estimate that out of a total! of 
35,000 prisoners at the Temesvar prison camp, 18,000 died within 5 
months in 1944 and 1945.” 

Imre Nagy, 2 14-year-old boy, indoctrinated in the Communist 
schools of Hungary, took part in the uprising from October 23 to 
November 9. His father was the m anager of arestaurant. His testi- 
mony gives the story of one who was there. 


When we came back to the square, we climbed up on the 
building, and we began to tear down the Red stars. I tore 
1, then I broke about 20 windows. This happened before 
the headquarters of the secret police, AVO’s. They came 
out armed and started to shoot at unarmed people. We 
jumped them, and we took their guns away from them. 

This time we got the guns from the AVO’s. We jumped 
aboard the trucks and we immediately went to Belojamis 
ammunition dump to get more guns. When we were on our 
way there, workers from Csepel Works joined us, and we 
went after the ammunition but the *y were already armed well. 

Then we heard that, on Brody Sandor, radio studio, they 
call it, that there was shooting and blood. being spilled. We 
immediately joined those people fighting at this Brody 
Sandor Street. 

It was about 12 o’clock when I got there, at night, and 
guns were being distributed. I got a hold of one, a Russian 
guitar (a tommygun). It had 70 shots in it. 

I was shooting until about 6 o’clock in the morning, but 
then I found out that my mother did not see me since night, 
so I went back because I am the only son. When I arrived 
home, my father got hold of me and told me, ‘‘What am I 
doing out in the streets, such a young kid,” and he ordered me 
to stay in the house. 

I stayed in the house until the next day, and at 4 o’clock 
I escaped from my house and joined my gang. When I 
= I joined my gang there, and the shooting was going 

, but not as fierce as before and I decided that I should 
ais doing something about it, so I got the gasoline in the 
bottles and I began to throw at tanks. But then I went 
back and told my mother and father that I was still fighting. 
My father got hold of me and beat me up. 

The next morning I escaped again and joined my gang 
again, to fight. When I escaped the second time, [ went 
to Prater Street School, where we assembled again, and 


2 Ibid. pp. 3316-3322. 
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heard that there was fierce fighting in the square. Two 
hundred of us went there to help them out because the 
\VO’s were shooting down people all over the streets. 

At this time Russian tanks began to enter the city, and the 
fire began again from freedom fighters. We had a particular 
job to do. We were hunting down the secret police. But 
then when we saw so many tanks come in, we got hold of a 
couple of boys, and the three of us drew the fire of the tanks. 
[ sneaked up on the back and threw a Molotov cocktail at 
them. 

Mr. Morris. Each of the times? 

Mr. Naay. Yes, when the tank got on fire, the Soviets 
would get out of the hut, and the other buddies would pick 
them off. And we continued this fighting for 3 days without 
sleeping, without eating—4 of us in a gang. 

Mr. Morris. How many tanks did your particular gang, 
as you put it, destroy? 

Mr. Naay. We are sure of about 16 to 18; there might have 
been more. 

I would place the other 3 men, 3 boys like myself, in the 
shot-out and burned-out buildings. When we saw the tank 
coming, they fired at the tank. The tank would open up 
the fire, and then I sneaked up on the back and threw the 
bottle, and then repeated the same thing. When they got 
out of the hut of the tank, they would “shoot them down. 
And they continued this operation right along. 

We also captured from secret police nitroglycerine. We 
had to watch so that the bottle would be tight. They were 
stored in thermos bottles, and these were a great help to us. 

Senator Jonunston. I believe you were using the Molotov 
bomb, which has gasoline, and when you throw it and it 
strikes something, it explodes. Is that right? 

Mr. Naay. That is right. They call it Molotov cocktail. 
You throw it, and naturally these wheels, the chain, it sparks 
and it burns immediately and the whole tank catches on 
fire. 

When the Russian tanks spotted us, our headquarters was 
at Prater Street School. They threw—they fired mines at 
us, and they destroyed the building completely, disregard- 
ing anything. They were just shooting and tumbling down 
building after building. 

And we escaped to Rakoveci Vasaresarnok, where we fought 
again for 2 days, constantly firing. They surrounded us, 
and we were unable to shoot our way out. But when they 
got tired, 400 of us escaped from the solid steel ring, and 
ve began to shoot our way all the way to Austria. 

Going to Austria, we were attacked twice. The first time 
they attacked us, out of 400 only 17 of us remained alive. 
The rest were taken prisoners or shot. The second time 
when they attacked us, only three of us remained alive, 
and we came to Austria. 


Imre Nagy wants to remain in the United States and become an 
officer in the American Army.° 


§ Ibid., pp. 3322-3324. 





162 INTERNAL SECURITY—1957 REPORT 


On October 24, Frank Kossuth, a leader of the freedom fighters, 
ran into a number of Russian soldiers in a square in Budapest. A 
number of Hungarians had already been killed the day before. Their 
bodies lay in the public square. Mr. Kossuth speaks Russian fluently, 
He approached a Russian major who offered the revolutionists 3 tanks 
and 3 armored cars ‘‘to shoot the Communists.” The cars were 
already loaded with loot stolen from the stores of Budapest by the 
Russian soldiers. Nevertheless the cars were turned over to the 
freedom fighters. 

Mr. Kossuth testified that he was the leader of a group which 
attacked Communist Party headquarters which was also the head- 
quarters of the secret police. Among those captured there were 7 or 
9 members of the secret police and a Mongolian. So intense was the 
hatred of the freedom fighters for the minions of the AVH that they 
were mercilessly mowed down as they tried to flee. 

This building, according to Kossuth, had four stories underground. 
On the second story was a beautiful room lined with thick rugs and 
mirrors so that the outcries of victims could not possibly be heard 
outside. In another room was a machine with knives like a meat 
grinder. The opinion among the freedom fighters was that this was 
a machine to cut up human beings. It was conveniently connected 
with a sewer to the Duna River.‘ 

Another Hungarian aged 24, using the assumed name of Janos 
Szekely, told the subcommittee that he had escaped from Hungary on 
November 21, 1956. Although his entire school had been instructed 
to join the Hungarian Communist Party, he declared he has never 
joined. 

One day Szekely was at Nyiredhaza station to arrange transporta- 
tion to Budapest. He saw 20 cars packed with people. Letters and 
notes were dropped from the train and those on the train were shout- 
ing, ““‘What kind of Hungarians are you, that you are letting us be 
shipped to the Soviet Union?” Soviet train crews were substituted 
for Hungarians at the station. ‘The train was heavily guarded by 
Soviet troops. 

Szekely was also a witness of Soviet brutality toward Hungarians, 
as told in his own words: 


Mr. ScnroepEerR. Do you know of any brutality being ad- 
ministered to any persons? 

Mr. Szexey. In 1956, October 27, I was in church, in a 
Roman Catholic church at Nyiredhaza, and Soviet tanks 
were passing by going to Budapest. And as they were pass- 
ing by, 2 of them got into an accident, and 2 Red Army 
soldiers were killed in this incident. 

And as people were coming out of church, completely 
without weapons, the Soviets got so mad that 2 people got 
killed, 2 of their soldiers, that they opened fire and killed on 
the spot 18 people,before the church.® 


Imre Mogar, the next witness, was a soldier in the Hungarian Red 
army. On October 23, 1956, an alarm was sounded in his barracks 
and the riot squad of which he was a part, was ordered out. While 
riding in the army trucks, the soldiers agreed not to fire upon the 
rioters but to shoot the officers. 


4 Ibid., pp. 3325-3327. 
*Ibid., pp. 3328, 3329 
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On November 4, 1956, he and his associates encountered 11 car- 
loads of Hungarians being deported to the Soviet Union. Mogar 
and his group opened the cars and the deportees fled to the hills of 
Budapest. The soldiers then dynamited the cars with hand grenades.® 

Istban Szep was caught in Vienna after World War II and charged 
with being a war criminal. He was shipped to Sopron, Hungary, and 
sentenced to 25 years’ imprisonment. Roane 8,000 to 10,000 of the 
inmates of the Sopron prison camp were entr ained for Lw ow, to Kiev, 
Moscow, and the Orcut prison camp near Novaia Zemlia near the 
North Sea. Hundreds of those on the train died before reaching this 
destination. Only 800 finally arrived. Szep became a slave laborer 
in the Orcut coal mines. In 1953, 1,400 Hungarians were given 
amnesty. 

In the central prison camp near Kiev, Szep, in May 1953, came 
across 200 or 300 prisoners, who he learned were German and Spanish 
engineers including specialists in chemistry, electronics, and atomic 
research. These men were all deaf anddumb. Szep got his infor- 
mation from those who could communicate with the specialists in 
sign language. He learned that these men had been used by the 
Soviet Government in their special fields and in order that they 
might never divulge the nature of their activities their tongues were 
cut out and their eardrums punctured.’ 

Dezso Fonagy appeared before the subcommittee as the official 
representative of the Hungarian Revolutionary Parliament, repre- 
senting the workers of the Csepel lron Works; Mav, the Hungarian 
Government steel factory; Ganz Iron Works, Egye sult Izzo Lamp 
Works; Kabelgyar, manufacturing wires and electric cables; Lam- 
pagyar, manufacturing lamps, and various smalltown revolutionary 
councils; Peasant and Farm Workers of Greater Hungary and the 
Revolutionary Council of Students and Intellectuals of Greater 
Hungary. 

Mr. F onagy revealed that at a place called Czegle, the revolutionists 
tore up the ‘railroad track so that cars carrying deportees to Russia 
could not proceed. At Godolo, a few miles outside of Budapest, they 
broke open railroad cars and fr eed 340 unive rsity students on their way 
to Russia. Persons at the border at Zahony reported 5 trains con- 
taining 400 to 600 students passing through during the latter part of 
November and December 1956. The cars used for transportation were 
actually cattle cars. These deportees ranged in age from 15 to 17 
years. Some of the younger group were release d as a result of 
pressure. Mr. Fonagy spoke to some of those released. His reports 
disclose that the deportees were taken to the lead mines around 
Vladivostok and the Urals. 

Fonagy had been captured by the Ukrainian secret police in 1949. 
He escaped and was recaptured in 1950 or 1951 and was in continuous 
confinement from 1953 to 1956, at seven different prison camps. 

Fonagy testified to tortures inflicted upon him under the direction 
of Soviet General Gabor. He told of thumbtacks being pressed into 
his skin and of his hands being tied to his feet for 75 days and of the 
beatings he received.’ 
~ €Thid., pp. 3330, 3331, 
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Capt. Andras Turani had fought with the Hungarian Army against 
the Russians in World War II. He was a functionary of the Small 
Land Owners Federation. He was an active participant in the events 
of October 23, 1956. It was he who made the appeal to ‘civilized 
people of the world” for aid over radio station Petofi on Sunday, 
November 4, 1956, declaring “Your turn will also come, once we 
perish. Save our souls.”’ 

As a trained military observer he had an opportunity to note the 
behavior of the Russian troops. He was living close to the Russian 
barracks. These soldiers and officers told him they saw no difference 
between Rakosi in Hungary and Khrushchev and Bulganin in Russia. 
They were hated by the Russian people as much as Rakosi was hated 
by the Hungarian people. They seemed to have some faith in General 
Zhukov. 

When the uprising started, the Soviet troops displayed visible hesi- 
tancy. Some shot over the heads of the people. He had actually 
seen Soviet officers in civilian clothes seeking to escape. The Hun- 
garian people gave shelter to some of these defectors. Many joined 
the freedom fighters. He recalls that a Soviet general at Papai was 
liquidated because of his reluctance to oppose the freedom fighters.® 

Jeno Szerdasi, executive vice president of the Hungarian National 
Revolutionary Council organized October 24, 1956, was a member of 
a parliamentary delegation which submitted 22 points to President 
Imre Nagy. Among the demands submitted were the abolition of the 
one-party system, the denunciation of the Warsaw Pact, the immedi- 
ate withdrawal of Russian troops, the declaration of Hungarian neu- 
trality, that the Hungarian Government tell the United Nations it 
cannot fulfill Hungary’s obligation under the peace treaty while under 
Soviet domination, free elections supervised by the Four Powers, the 
denunciation of all industrial and commercial treaties with the Soviet 
Union, rewriting of labor laws, freedom of travel to the West, and the 
expulsion of Hungary’s representatives to the United Nations. These 
demands were accepted by Nagy. He reshuffled his government to 
include representatives of various political parties. Soviet troops 
came in when Nagy showed his weakness between October 27 and 
November 3, 1956. 

Szerdasi also testified that several Russian armored cars and two 
tanks joined the Hungarian revolutionists. The Hungarian Revolu- 
tionary Council offered Russian soldiers Hungarian citizenship to 
stimulate defections. 

According to this witness the uprising in Poland, of which the 
Hungarians learned through underground channels, did much to 
encourage the Hungarian revolt.’ 

The subcommittee was privileged to hear an analysis of the Hun- 
garian events from Andrew Marton, Associated Press reporter in 
Budapest from 1947 to 1957. Unwittingly, he became a pawn in the 
great game of world politics being played by the Soviet Union inside 
Hungary. 

In January 1955, NKVD Colonel Ivanzov was dispatched from 
Moscow with specific orders to stage a show trial against Mr. Marton, 
who was to be portrayed as the No. 1 American spy and particularly 
to prove that the United States influenced Imre Nagy to try to estab- 


*Ibid., pp. 3353-3360. 
8 Tbid., pp. 3360-3368 
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lish a new look or more liberal atmosphere in Hungary. The show 
trial was planned to occur before the Geneva Conference. Marton 
and his wife were arrested in February 1955, 4 months before the 
conlerence, to put the United States on the spot. For some reason 
the plan was dropped and Marton was freed in July 1956, after 
Rakosi was ousted. 

Mr. Marton went into some detail regarding the use of Russian 
tanks. He recalled that the Russian tanks arrived in Budapest at 
4 o’clock in the morning of October 24, 1956. The revolution itself 
had started at 2 or 3 in the afternoon of October 23 with a peaceful 
demonstration. The tanks arrived from eight bases in Hungary. In 
order to get to Budapest when they did, they must have been alerted 
by noon of October 23. On November 11 or 12, Marton met 2 
Russian Army officers who spoke some German. They were part of 
the reinforcements which attacked Budapest on November 4. They 
came from Rumania and Bessarabia. They said they had been 
alerted on October 21, 2 days before the first peaceful demonstration 
took place on October 23 

The Russian Government claimed that it had been asked by the 
Hungarian Government to intervene. But when the Russian tanks 
were already rolling on October 23, Prime Minister Hegedes and the 
Communist Party first secretary, Gero, were still on the train coming 
from Belgrade to Budapest. They could not bave made the request. 
It was evident that the Russians were fully aware of the unrest among 
intellectuals, university students, writers and journalists in the 
Potoefi Circle and had long decided to intervene at the propitious 
moment. 

An incident told by Marton reflecting on the morale of Soviet 
officers is worth retelling. At a Budapest. hotel where newspapermen 
gathered, he had engage .d in conversation with a young Russian officer 
who spoke good German. The officer said, “I am scared.”’” Marton 
scoffed at the possibility that a professional soldier, an officer of the 
glorious Red army might be scared of teen-age boys blowing up tanks. 
The officer continued: “I’m scared. I have a tank unit, four tanks. 
And they guard the four corners of the huge square in Budapest. 
And I am watching the people, women and children, day after day, 
how they just ignore my huge T—54 tanks, the huge muzzle of my guns. 
They go around it and they don’t even look at me, and if they look, 
there is only hatred in their eyes, but usually they don’t look. They 
just ignore us and that is what I just can’t bear.” 

With the advent of the Kadar regime which is detested by the 
Hungarian nation, Stalinism in its darkest form was restored to 
Hungary. The features of this period include internment or arrest 
without trial, the opening of numerous internment camps packed 
with victims, the banishment of so-called unreliable or undesirable 
elements to the countryside and the reimprisonment of all political 
prisoners freed before and during the revolution. 

That is one side of the coin. But Marton held that there was 
another, more encouraging side. 


The Hungarians do not fear any more, and fear, as you will 
agree with me, is the basis of every totalitarian system in 
general and every Communist state in particular. They do 
not fear. They realized during the revolution that they can 
trust each other. They are not alone. There are 10 million 
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allright. And they can lick the secret police, and they did it, 
and they can lick the modern armor of a great power and 
they did it." 


Mr. Marton, as an active reporter, interviewed many Hungarians 
who felt sorely disappointed in the West, relating the type of help 
which they felt could have been extended, such as: 

1. Retaliation in the diplomatic field; ouster of the representative 
of the Kadar regime from the United Nations. 

2. Retaliation in the economic field. 

3. Demand that the Kremlin recognize Imre Nagy’s neutrality 
proclamation. 

4, Insistence by Mr. Hammarskjold, Secretary General of the United 
Nations, that he be permitted to enter Hungary. 

They felt that the timing of the attack on Egypt by certain western 
powers was a stab in the buck of revolutionary Hungary and a direct 
encouragement to the Russians. Mr. Marton pointed out that while 
the Russian tanks disappeared during the last days of October and 
the first days of November, they returned immediately after the 
abortive Suez invasion. 

Mr. Marton believes that the Hungarian revolution was entirely 
spontaneous and unplanned. ‘The Hungarians,” he declared, ‘“‘have 
a tradition in revolting against a power that tries to suppress them.” 
He maintained that ‘The geographical position of Hungary just does 
not tolerate an underground movement. It is a plains country with- 
out woods, without mountains. We just can’t hide.”’ 


MARTON MEETS NOEL FIELD 


It will be remembered that Noel Field, an American citizen who 
had been involved in the underground Communist ring operating 
within the American Government including Alger Hiss and Harry D. 
White, had asked for political asylum in Hungary just before Christ- 
mas 1954. He had come to central Europe in the spring of 1949 to 
write a book. He had been arrested at the Prague airport in May 
and was brought to Budapest to be used as a witness in the famous 
Rajk trial of 1949. Rajk was sentenced to death as the result of 
Field’s testimony, which the latter sought to withdraw when it was 
too late. 

Marton interviewed Field, who had spent the weeks of the Hun- 
garian revolution in a hospital in Budapest. The latter was con- 
vinced that Kadar had saved Hungary from what he called white 
terror. He said he was quite satisfied to live in Hungary, that his 
American passport had expired and that he finds life behind the 
Iron Curtain rather interesting. 

Field and his wife, Herta, had been held for more than 5 years 
without trial. In 1953-54, when the Imre Nagy government started 
to rehabilitate Communists who had survived the previous purges, 
the fact that this American couple was rotting in an AVH prison was 
remembered and they were released. 

During World War II Field was in Switzerland where he worked 
for a relief organization and simultaneously for Allen Dulles, then 
Chief of the United States Intelligence Service in Switzerland. When 
this Agency decided that German Communist underground groups 


4 Scope of Soviet Activity in the United States, pt. 61, p. 3039, 
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could not be used as resistance organizations, Field informed the 
German Communists about this decision made in Geneva and thus 
earned the gratitude of the Communist organization. 

Field preferred to remain in Hungary rather than the United States 
because he felt that he was too deeply involved in the Hiss case. Mar- 
ton stated that both Noel and Herman Field, his brother, had received 
considerable money from the Polish Government after release. Noel 
Field acknowledged that he was still a Communist with reservations. 


THE AMERICAN LEGATION IN HUNGARY 


While reporting the news for the Associated Press in 1954, Marton 
obtained a copy of the Hungarian budget adopted by Parliament. 
He passed it on to friends in the American Legation. While in jail 
Marton was told by AVH secret police officials that they knew all 
about this. Marton, of course, when he was released, warned his 
Legation friends about the incident, as showing clearly that the 
Hungarian Communists maintained a very effective counterintelli- 
gence organization. 

Msgr. Bela Varga, former speaker and President of the Hungarian 
Parliament in 1945, 1946, and 1947 and former acting president of the 
Smallholders Party, appeared before our subcommittee again in 1957. 
His testimony before the subcommittee in 1956 dealt chiefly with the 
problem of victimization of Hungarian defectors. He had left Hun- 
gary to escape imprisonment by the Communist government. 

Monsignor Varga was in a position to testify from firsthand knowl- 
edge as to the attitude of the Russian leaders toward the United States. 
After World War II, Marshal Voroshilov was the head of the Control 
Commission in Hungary. He often invited the monsignor, as Vice 
President of the Republic and President of the Parliament, to confer 
with him. On such occasions he would declare quite openly, ‘“‘We 
will destroy America. Don’t believe in America. America is in our 
hands. America is infiltrated.’ 


THE CASE OF MIKLOS SZABO 


Press dispatches of September 1957 mentioned the fact that Miklos 
Szabo had defected from Vienna back to Communist Hungary and 
that he had taken with him lists of names of refugees whose relatives 
could thus be the subject of victimization. In view of the fact that 
Szabo’s action could result in Communist pressure upon the relatives 
of Hungarian refugees now residing in the United States, and in view 
of the fact that the incident disclosed details as to Communist meth- 
ods, the subcommittee sought further information regarding this in- 
dividual, which Monsignor Varga was able to supply. 

Monsignor Varga first met Szabo in 1946 when the latter knocked 
at his door and asked for food and shelter. He then posed as a friend 
of Bela Kovacs, former general secretary of the Smallholders Party, 
a stanch anti-Communist who had been deported to Siberia, an 
intimate friend of Varga. The Monsignor made Szabo welcome. 
Thereafter he called Kovacs, who was furious at Szabo’s use of his 
name. Kovacs referred to Szabo as a ‘‘most dangerous man,” who at 
one time smuggled some old rifles into the headquarters of the Small- 
holders Party, and thus laid the basis for prosecution by the Hungarian 
Government on the ground that the party was preparing a revolution. 


3 Scope, p. 4650 





168 INTERNAL SECURITY—1957 REPORT 


Varga met Szabo at a meeting in Vienna after the Hungarian revolt 
of 1956. Present were such Hungarian leaders as Anna Kethly, Mayor 
Kavago, General Kiraly and other refugee leaders. Szabo was most 
solicitous. He offered Varga his car, saying “I know that you love 
your country and your native village, which is not far from the border, 
Why don’t you come with me? I have a car, and you can have 
binoculars and you can see even your village, which is not far from the 
Iron Curtain.”” Varga and his associates were firmly convinced that 
Szabo was seeking to kidns ap the monsignor. 

Monsignor Varga stated that Szabo arrived in Vienna in 1955 
mysteriously. Nobody knew from where or the circumstances of his 
escape. He became, after the 1956 revolution, the official representa- 
tive of the Strassburg Revolutionary Council in Vienna which was 
organized by such leading personalities as Anna Kethly, Mayor 
Kovago, and General Kiraly. In addition, Szabo was the secretary 
of the Hungarian Culture and Relief League, which gave him control 
of relief funds, enabled him to visit refugee camps, and interview 
those who had participated in the Hung arian revolution. He was 
thus in possession of information and contacts invaluable to the 
Hungarian Communists when he defected. 

The defection occurred just at the time when the U. N. General 
Assembly met to discuss the Spec ial Committee’s Report on Hungary. 
According to Monsignor Varga, “Every sign indicates that Szabo’s 
defection was well timed by its organizers in order to raise suspicion 
against political exiles.” The attempt was to destroy the Hungarian 
people’s faith in their exiled leaders to whom they look for help in the 
free world. 

Monsignor Varga also offered a translation of a letter signed by Szabo 
to one Stephen I araczky, i in Vienna, in which it was alleged that the 
refugees are just working for money in America, an ev ident attempt to 
spread distrust of the refugees. 

It will be remembered that the revolution in Hu ingary owed its 
inspiration in large part to the uprising in Poland. Szabo, according 
to Varga, conducted propaganda among the refugees to the effect that 
Hungary should not follow the example of Poland, but rather that of 
Czechoslovakia, which was a consistently submissive Soviet satellite. 

The monsignor called attention to the significant fact that Szabo 
had a car, an unusual luxury in Vienna. He also seemed to be well 
supplied with money from unknown sources. 

Eugene Szeredas, a refugee and a former vice president of the 
Hungarian Revolutionary Council, also testified as to his knowledge 
of the mysterious Miklos Szabo. Szeredas first met Szabo at the 
Rothschild Hospital in Vienna. At a later appointment Szabo was 
accompanied by a photographer and two newspaper people, who have 
since returned to Budapest. Szabo and the reporters were also seen 
later entering the Hungarian Legation in Vienna. 

Szabo won Szeredas’ confidence to the extent that the latter revealed 
the nature of his own participation in the October uprising as well as 
the activities of Joseph Dudas, head of the Hungarian Revolutionary 
Council, who has since been hanged by the Hungarian Government. 
Mr. Szeredas believes that the information he divulged to Szabo was 
used to convict Dudas. 

Giving the excuse that he desired to extend relief, Szabo asked 
Szeredas for the names and addresses of those who had participated 
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in the revolution and had remained in Hungary. He suggested that 
Szeredas move out of the Rothschild Hospital and into a oe 
apartment w hich he would furnish, together with a typewriter. Claim- 
ing that he was writing a history of the Hungarian revolution, Szabo 
asked Szeredas to compile a full report and offered remuneration for 
these services. After observing that Szabo and his associates were in 
touch with the Hungarian Legation, ‘Szeredas grew suspicious and 
stopped his work. Immediately he was asked to leave the apartment 
on Dorothy Street and his typewriter was taken away. 

When Szabo heard that Szeredas was leaving for the United States. 
he urged that the latter contact Ferenc Nagy.” 

In its desire to secure the full details regarding the activities of 
Miklos Szabo, the subcommittee heard the testimony of Ferenz 
Vidovies, a theologian, former secretary general of the Hungarian 
Small Landholders Party, a man who spent 10 years in jail under the 
Nazis and the Communists. He was an active leader of the 1956 
uprising, operating a radio station in western Hungary. Over this 
station he ap ypealed to the West for aid and as a result the Russian 
military tried to locate and arrest him. 

Vidovics first met Szabo in Vienna in February 1957, the latter 
posing as a representative of the Small Landholders Party. He 
asked Vidovics’ aid in reviving the party on Austrian soil. Szabo 
claimed to represent such prominent persons as Ferenc Nagy and 
Anna Kethly and carried the official title of secretary general of the 
Hungarian Educational League as well as representative of the Stras- 
burg Conference Committee. When it suited his purpose he would 
assume conflicting roles, claiming at times to represent the Social 
Democratic Party which opposed the Small Landholders. Through 
his relief activities in the refugee camps and the many impressive 
credentials he carried, he was enabled to collect considerable data 
involving numerous former freedom fighters. Mr. Vidovics stated 
that Szabo took with him to Hungary the names of all witnesses who 
testified secretly before the United Nations investigating committee 
as well as the names of all those with whom he had been in contact. 
Many of these individuals are now fleeing in terror, fearing that they 
might be kidnaped by the Hungarian terrorist organization. 

When Szabo returned to Budapest he called a press conference, 
which was televised, at which he exposed the names of some who 
testified secretly before the U. N., with the result that their relatives 
are being persecuted in Hungary. The resultant panic among the 
refugees ‘who testified can be well im: ugined, 

Throughout his activity in Hungary, according to the testimony, 
Szabo lived in considerable luxury, mi intaining 2 automobiles and 
running up a th ‘lephone bill of 6, 000 schillings (about $200). Szabo’s 
chauffeur told Vidovies that his employer phoned to Budapest at 
least 4 or 5 times a week. He received considerable money from 
American organizations such as the International Rescue Committee, 
ostensibly for relief purposes. 

Szabo made frequent trips to the Hungarian border, leaving his 
chauffeur behind, and going across alone. Both of Szabo’s chauffeurs 
were known as members of the Communist Party Vidovies testified. 

Vidovics claims that hundreds of Hungarian secret police agents are 
being sent to the West for the purpose of working in the refugee camps 


a Scope of Soviet Activity in the United States, pp, 4662-4665. 
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along the lines so ably demonstrated by Szabo. These agents are 
well supplied with money used to buy alcohol and for other purposes, 
by means of which they are enabled to confuse and subvert the minds 
of refugees in the various camps, create dissension, spread slander and 
confusion. 

Mr. Vidovies believes that it is symbolic of the long arm of the 
AVH, that when he applied for permission to come to the United 
States, he was told that he had been ‘‘denounced.”’ He thinks it is 
significant that Mr. Hertzel of the Austrian Social Democratic Party, 
a close associate of Szabo, is also a good friend of an official of the 
American Embassy, who oncedenied Vidovicshispapers. Mr. Vidovies 
received information that two leading officials of the Austrian Social 
Democratic Party met with Szabo and decided that it would be 
detrimental to have him in the United States. Mr. Vidovics pointed 
out that his wife is still in Hungary, a fact known to very few, including 
Szabo. Mrs. Vidovics is now in prison. 


STATUS OF HUNGARIAN REFUGEES 


The free world cannot be oblivious to the present plight of refugees 
from Hungarian Communism. They are living proof of man’s un- 
shakable devotion to the principles of freedom in the face of ruthless, 
totalitarian oppression. Concern for this problem moved the Senate 
Internal Security Subcommittee to make a special staff study of the 
situation covering England, France, Germany, Sweden, and Switzer- 
land. The findings of this study are given below. 


In England 


I. The general situation.—To the end of September 1957, England 
has admitted 20,592 Hungarian refugees. Of this number about 
2,500 were still living in hostels. 

Over 100 hostels were used at the height of the refugee influx 
(January—March 1957) for their accommodations. The British Coun- 
cil for Aid to Refugees, a national organization of voluntary agencies, 
assumed control of these hostels and aided the refugees in securing 
gainful occupations or helped them otherwise. 

The language problem was solved in England by holding English 
classes in the hostels and encouraging the refugees to take advantage 
of this opportunity. 

For the information of the refugees the British Government pub- 
lished until the end of September a “Hungarian- language weekly which 
was distributed free of charge. 

At present there are still about 2,500 persons in hostels and for 
their care since October 1 the British Government assumed responsi- 
bility. Existing arrangements for the welfare of refugees in hostels 
will be continued by the National Assistance Board who in this work 
and in the general work of welfare and resettlement will have the 
cooperation and assistance of the voluntary organizations. 

II. Communist propaganda among the Hungarian refugees.—The 
English Communist Party displayed loud but ineffective opposition 
to admission of Hungarian refugees. Their continued hostility to 
the refugees is presented in their press and other publications, but 
presents no real problem. 


4 Scope of Soviet Activity in the U. S., pt. 86 
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In France 

I. The general situation.—From November 11, 1956, to the end of 
September 1957, France has admitted a total number of 12,516 
Hungarian refugees. Of this number 10,492 come from Austrian and 
2,024 from Yugoslavian camps. 

According to the statistics of the Ministry of Interior the total of 
refugees is distributed as follows: 
Are settled in France 
Left for Canada 
Left for Australia 
Left for other countries 
Are unattended students 
Are still in camps 868 
teturned to Hungary : 573 


Total ‘ 12, 516 


II. Special problems.—Because of widespread unemployment in 
France, a large number of refugees settled in France are in a very 
precarious economic position. The uncertainty of continuous em- 
ployment is the major cause of considerable restlessness among them. 

Practically all industrial workers would like to go to some other 
country, preferably to the United States of America, to Canada, or 
to Germany. 

The German Government was forced last September to employ 
special measures to prevent the illegal entry of growing numbers of 
Hungarian refugees trying to leave France. 

There is also a special problem with university students. The vast 
majority would like to attend the University of Paris. But this 
university is so overcrowded that even the admission of native French 
had to be limited. 

The wandering, restless student presents a serious police problem. 

It is the opinion of French Government officials that, unless there 
is a substantial economic improvement in France, the number of 
those who will ask for repatriation to Hungary will greatly increase 
during the winter months. 

Ill. Communist propaganda among the refugees——At first, the 
Communist Party of France vehemently opposed the admission of 
Hungarian refugees, using native unemployment as an argument. 

After the admission of refugees, the Communist Party exhausted 
considerable effort in creating restlessness and dissatisfaction among 
the Hungarian factory workers. 

One of the early methods employed was the distribution of printed 
wage scales, according to which the refugees received much lower pay 
(for the same work) than the French workers. Such material was 
printed in Hungarian, and because the refugee worker knew very 
little French or none at all, vehement arguments broke out, resulting 
frequently in dismissal of the refugee worker. 

Then the French Communists resorted to scare tactics. Par- 
ticularly the young workers were told of a secret plan of the French 
Government to force all refugees of military age to serve in the 
Foreign Legion. It was intimated that they would be used as shock 
troops in Algeria. This propaganda was most successful in creating 
disturbances and whdiiegh disappearances among factory workers. 
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In Sweden 

I. The general situation.—Sweden admitted a total of 10,358 refugees 
by September 30, 1957. 

Among these are more than 500 severe tuberculosis cases who were 
specially invited by the Swedish Government. 

The refugees are dispersed all over Sweden (there are six shepherds 
above the Arctic Circle) and they are all gainfully occupied. The 
refugees enjoy equality With the natives, they can acquire Swedish 
citizenship after 5 years residence. 

Il. Special problem in Sweden is that of religion. Sweden is a 
Lutheran country (state religion), but over 65 percent of the Hun- 
garian refugees are Roman Catholics. For the spiritual care of these 
refugees there is only one Hungarian-speaking Catholic priest and he 
was imported from Denmark. 

Once the refugees have acquired some fluency in the difficult Swedish 
language, this problem will resolve itself. 

III. Because of the strength of the Social Democratic Party, which 
is the Swedish workers party, there is no Communist propaganda 
among the Hungarian refugees. 


In Switzerland 

I. The general picture.—After the revolution of October 23-Novem- 
ber 4, 1956, Switzerland admitted about 10,500 Hungarian refugees. 
They were invited to settle in the country and were transported from 
Austria to Switzerland in Red Cross trains. 

In making this invitation Switzerland was prompted by humani- 
tarian considerations and by sympathy for another small European 
country, Austria, who so generously opened her frontiers to the 
victims of Communist tyranny. 

After their arrival in Switzerland the refugees were temporarily 
housed in barracks or in summer hotels not in operation. There 
their personal data were established, their intellectual and technical 
abilities were classified and, acc ordingly, the refugees were distributed 
among the cantons of the country. Thus they became part of the 
city, factory, or village communities throughout Switzerland. 

To aid the refugees to become as soon as possible self-supporting 
residents of their respective communities, they were given loans by the 
Government, and personal aid, such as clothing, furniture and food- 
stuffs by individuals or organizations. 

Within a few weeks all refugees became independent wage earners. 

To acquaint the refugees with the laws and customs of the country, 
as well as to keep them informed about world events, the Association 
of Swiss Newspapers has published a weekly Hungarian language 
paper for 6 months; long enough to allow the refugees to acquire 
basic knowledge of the language of the canton of their residence. The 
Hungarian Weekly was sent to each refugee free of charge. 

II. Some experiences of the Swiss Government with refugees. —(1) At 
the beginning, many of the refugees had physical difficulties such as 
continuous headaches and fatigue caused by the high elevation of the 
country. 

(2) Many of those employed in industry were unable to keep up 
the tempo of the Swiss workers because, under the Communist 
regime, which they detested, most of them had developed the skill of 
doing the least possible in a working day, 
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(3) Having been used to a currency whose value was set by the 
Government, and with which only occasional purchases could be made 
due to the scarcity of consumer goods in Hungary, most of the refugees 
had difficulty w ith managing their first earnings. The Swiss currency 
had too high value and there were much too many articles in the stores. 
But adjustment followed quickly. 

The Hungarian refugees in Switzerland may become Swiss citizens 
after the usual 12 years residence and upon recommendation of the 
natives of the community (village, town or city). 

III. Communist propaganda among the refugees.—Because the Swiss 
Government did not screen the refugees who accepted the invitation 
of Switzerland, a number of convinced Communists and AVO (secret 
police) agents came with the first train.loads of refugees. All these, 
however, returned voluntarily or were repatriated forcibly. 

Communist propaganda exists and is carried on: 

(1) officially by the members of the Hungarian Legation, who 
have the right to contact the individual refugees, but cannot use 
force in any form; 

(2) through letters sent by the relatives of the refugees from 
Hungary urging them to return and giving glowing accounts of 
the changed conditions and promising good employment and 
wages (all these are officially inspired) 

(3) by agents-provocateurs who disseminate false rumors 
about an impending war, and try to create fear and mistrust of 
the Western Powers. 

According to the Minister of Internal Security, the propaganda is 
ineffective. Of the total admitted refugees, less than 10 percent asked 
for return to Hungary, and this figure includes the AVO agents and 
the Communist Party members who originally fled the revolution. 

In West Gi rmany 

I. West Germany has received close to 15,000 Hungarian refugees; 
from Austria over 12,000 and from Yugoslavia some 2,600. 

After their arrival in Germany, the refugees were kept in camps for 
a very short time and after their classification as to profession and 
skill, they were distributed on the basis of an established percentage 
among the several states of the German Federal Republic. (Western 
Germany had absorbed between 1946 and 1956 over 12 million ex- 
pelled ethnic Germans from Central and Eastern Europe and escapees 
from the Soviet occupied German Peoples Republic.) 

From the moment of their arrival in Western Germany the refugees 
enjoyed legal equality with the native population. They received 
Government or private bank loans to establish themselves in handi- 
crafts or trades and in many cases were granted tax exemptions to 
permit them to build up reserves, 

It was the guiding principle followed by the West German Govern- 
ment that the recipient of welfare aid should become, within the short- 
est possible time, a self-supporting and economically independent 
member of the community where he is residing. 

Refugees with professions (professors, lawyers, physicians, scientists, 
artists, and writers), once their ability was established, were aided 
by the Government or Government-sponsored German organizations 
to continue in their professions and were encouraged to make their 
contributions both to the German and to the Hungarian culture. 
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It is a unique feature of the official German attitude toward the 
refugees that it wishes to conserve their native culture. 

The only refugee groups which experienced employment difficulties 
were the white-collar workers and the professional soldiers. In most 
cases, however, the acquisition of a new skill or profession, in which 
generous help was given, solved the problem. 

II. Hungarian students ——After Austria, Germany has the largest 
number of refugee students. 

The younger students, 12 to 19 years old, were helped to enroll 
in German secondary schools or in the Hungarian Gymnasium (a 
classical school). This latter school, near Munich, has a full Hun- 
garian faculty, the curriculum is that of the German gymnasiums, 
with Hungarian history and literature added. The Hungarian Gym- 
nasium is fully accredited and is authorized by the Ministry of 
education to issue certificates of graduation. 

Students who have completed a Hungarian secondary school, or 
who were enrolled in a Hungarian university prior to the revolution 
of October 23, 1956, were allowed to continue their studies in a 
German university. They were aided by German Government grants, 
by scholarships from foundations (largest single donor was the Ford 
Foundation) and from private organizations (National Catholic Wel- 
fare Conference, World Council of Churches). 

III. Communist propaganda does not exist among the refugees in 
Germany for the simple reason that there is no Communist party in 
Germany and there is no diplomatic relationship between Germany 
and the Communist countries. 


A MILITARY ESTIMATE OF HUNGARIAN EVENTS 


One of the most prominent Hungarians to appear before the sub- 
committee was Maj. Gen. Bela Kiraly of the Free Hungarian Army 
and commander in chief of the national guard established during the 
Hungarian National Democratic Revolution. 

General Kiraly first identified Col. Ferenc Ugrai, new chief of staff 
of the Hungarian Army, as a former captain of the secret police 
(AVH), trained in Moscow military schools and a top Communist. 
General Kiraly rates him as the “trustee in Hungary of the Russian 
Communists.”’ 

Maj. Gen. Pal Ilku, new head of the political department of the 
Hungarian Army, was known to General Kiraly as of Ukrainian origin, 
an old member of the Communist movement. After World War II 
he was top man in the Hungari: in Communist youth movement. In 
1948 he became one of the deputies of the political department of the 
Hungarian Army with the rank of colonel. Then he was sent to Mos- 
cow for 5 years’ education. Pal Ilku was sent back to Hungary on 
the 2d or 3d of November 1956 after the uprising, also acting as a sort 
of trustee for the Russians, fully supporting the Kadar regime. 

In 1951, General Kiraly took part in war games or staff war exercises 
of the Hungarian Army. In the spring of that year Mihaly Farkas, 
leading Communist of the Home Defense Ministry, referred to the 
coming war games as a real projection of the Russo-Hungarian mil- 
itary plans. General Kiraly described these plans as follows: 


* * * The Hungarian Army was gathered in this area 
within the Dunapentelle River, and the aims, the purpose of 





INTERNAL SECURITY—-1957 REPORT 


this attack, was to cross the Yugoslav-Hungarian frontier, 
to attack through the big cities in Yugoslavia, to cross the 
Danube River, which he has here, and occupy a mountain 
chain through Fruska Gora. 

It was the task of the Hungarian Army to make a very big 
so-called military bridgehead for the Russian Army, which 
wanted to enlarge this bridgehead, and to attack to the 
source of the Adriatic Sea, and by continuing this, of course, 
to invade Western Europe. 

* * * * * 

At this time there was great tension between the Soviet 
Party and the Yugoslavians, and therefore it was very clear 
that they wanted to attack. 1s 


According to Kiraly, Farkas was by no means a military expert. 
His chief adviser at all times was the Russian General Lieutenant 
Bojoao. 

Another war game dealt with the Ljubljana Gate on the Adriatic 
Sea. The general also stressed the strategic role of the Italian and 
French Communist Parties in Soviet military plans. He declared 
that— 


They count on a great strike in Italy, with a great strike in 
France, led by these 2 Communist Parties when war would 
have commenced, and, by these great strikes in Italy and 
France, they wanted to paralyze the mobilization of these 2 
principal western parts. 


He added that “During these strikes they wanted to run in through this 


very important strategical gate, the Ljubljana Gate.” 

General Kiraly declared that in the autumn of 1955 and the spring 
of 1956, two great maneuvers were held involving the general staffs 
of Czechoslovakia, Poland, Hungary, Rumania, Bulgaria, all under 
the personal command of Marshal Zhukov. The first was held in 
Carpathian Russia and the second in western Ukraine. 

We present herewith in full the statement by General Kiraly placed 
in our record, previously presented in part before the United Nations 
and entitled “Hungary, Base of Aggression for the Soviet Union.” 
This paper is a military expert’s analysis of the events which took 
place in Hungary during the latter part of 1956 and the developments 
leading up to them, together with the general’s summary conclusions. 


HUNGARY, BASE OF AGGRESSION FOR THE SOVIET UNION 


From 1948 to 1956 the Soviet Union has built up Hungary 
as a base of aggression against the West. At the same time 
the Soviet Union saw to it that the Hungarian armed forces 
remain dependent, incapable of undertaking any action of 
their own; that they remain completely defenseless as op- 
posed to the Soviet military mechanism and, at the same 
time, a suitable means for aggression against the W est, under 
Soviet leadership. 

one above can be proven by the following facts: 

The number and the equipment of the Hungarian Army 
was iene by the Paris Peace Treaty after World War 


4 Scope of Soviet Activity in the United States, pt. 49., pp. 3384-3385. 
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II. Accordingly Hungary was entitled to dispose of a land 
army of 65,000 and of an air force of 5,000 men. Hungary 
was allowed to own 90 fighter planes, including the reserve 
planes, but bombers were prohibited. In spite of these 
peace treaty stipulations, from late 1948 on, the Soviet 
regime started to organize a Hungarian Army, which was 
far larger in peace footing and which was equipped with 
weapons prohibited by the treaty. 

The total strength of these forces amounted to 250,000 
men (about 3% times the amount allowed). This figure, 
however, does not include the numerous reserves which 
usually are trained with already functioning regiments. The 
continuing formation of new units suggested that the strer igth 
of the standing army was to be incres ased. 

The air force consisted of 1 air fighter division, 6 single 
echelons, amounting to 1 regiment with 120 planes, 1 air 
regiment with only 50 planes and 1 fighter bomber regiment 
with 37 planes. In 1956 the true strength of the air fighter 
division certainly exceeded 500 planes. 

The feverish modernization of airfields and the speedy 
construction of numerous new military airfields indicated 
that the Russians intended to use Hungarian territory as a 
military airbase against the West. 

2. Not only the development of the army was being fur- 
thered, but great care was also given to the militarization 
of the whole country, to the training of the youth, to mili- 
tary and paramilitary training, to the military training at 
the universities, and MOHOSZ organizations (Hungarian 
partisan organization), etc. 

3. The reconstruction of the army on a Communist basis 
required that leading military personalities be replaced by 
persons who were considered trustworthy by the Soviets. 
This process started in November 1948. The top posts of 
the army were manned by party members, uneducated from 
the military point of view, and, at the same time the liqui- 
dation of the commanding officers, who had been members 
of the former army, began. 

It goes without saying that given such a supreme military 
command, the Soviet military advisers assigned to the com- 
manders of the Hungarian Army were the true leaders in 
power. 

4. The first Soviet military advisers arrived in Hungary 
in late 1948. The Ministry for National Defense and shortly 
afterward the army corps, the divisions, regiments and also 
the higher units of the military services, the central organs, 
officer schools and military academies, were all staffed by a 
horde of Soviet military advisers 

An example of the extent to which the invasion of Russian 
advisers and their control over the Hungarian Army had 
grown: On August 17, 1951, when I was arrested and sen- 
tenced to death, the Honved Academy (of which I had been 
in command) was controlled by Nikolai Voloshin, colonel of 
the general staff. The academy also had 13 Russian general 
staff colonels acting as ‘‘advisers.” This unbelievably high 
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number meant that every single action of the organization 
was directed by them and that the real commander—myself 
in this case—had to be sentenced to death, because I had 
my own independent opinion characteristic of the Hungarian 
Nation. 

It was the task of the advisers—and this task was fully 
achieved by them—to transform the Hungarian Army as 
completely as possible according to Soviet standards, to 
establish the Soviet system of training, to teach the principles 
of Soviet tactics and military operations, and to rob the 
Bata VE Army of its national characteristics. 

“As the chief period of development of the army coin- 
cided with the anti-Yugoslavy campaign of the Cominform, 
the Hungarian Army—as one of the instruments of Soviet 
power politics in its territorial structure, in the distribution 
of garrisons, as well as in political attitude—had been organ- 
ized according to requirements of an attack against Yugo- 
slavia in the first place, and against Austria in the second. 

Maneuvers and the war games, which were joined by 
higher units and organized by the general staff of the armies 
for the high command, always reveal the real aims of an 
army. The war games, arranged in January 1951 in Buda- 
pest, at the Hungarian Officer’s Club and directed by Soviet 
Lieutenant General Bojko, were attended by Mihaly Farkas 
and I, too, was present. Mihaly Farkas, then Minister for 
National Defense, declared that the week- long study was 
based on an actual operational plan of the Soviet and the 
Hungarian supreme command, 

The objectives; an attack launched from between the 
rivers Danube and Tisza against Yugoslavia; occupation of 
the towns Szabadka (Subotica) and Ujvidek (Novi Sad); 
crossing the Danube, occupying of the mountain range 
Fruska-Gora (in Yugoslavia); and holding the territory for a 
further invasion of larger Soviet forces. 

The theme of the war game arranged for an army group 
in February and March 1953, under the leadership of 
Mihaly Farkas, Minister for National Defense, was an 
oper: ution for oce cUpY ing a coastal sector near Rijeka (Fiume). 
The Hungarian Army, pushing ahead through the so-called 
Ljubjana gate, thus was to create a breach for the masses 
of the Soviet Army and a large-scale invasion of the West. 

The same picture of an attack against the West was given 
in the years 1951, 1952, and 1953 in the areas bordering on 
the southern Hung rarian frontier, which was largely fortified. 
The building of these fortifications meant an excessive 
financial strain for the Hungarian people. 

6. In order to supply the army with weapons, and also to 
increase the war potential of the Eastern bloc, the Soviet 
command, from 1948 on, tried to resurrect and expand the 
then extinct war industry. Hungarian war industry pro- 
duced almost exclusively on the basis of permits, issued at 
a high price by the Soviet Union. Establishing a Hun- 
rarian war industry also meant decentralization of the 
Soviet’s own war industry. 
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The Hungarian war industry authorized the manufacture 
first of infantry weapons and ammunition, and later, artillery 
weapons, military vehicles, communication instruments and 
technical equipment, for the Hungarian Army to begin with. 
Later still, its capacity was expanded to include supplies for 
the armies of other Soviet satellite countries. For instance, 
Hungarian tanks were delivered to Bulgaria, as well as a 
great amount of war equipment to North Korea. 

- The rapid and significant deterioration of the living stand- 
ard of the Hungarian population between 1950 and 1953 was 
partly due to Rakosi’s heavy industrial investment program. 

As is well-known, heavy industry serves as a basis for direct 

and indirect aeons of war industry. Neither was in pro- 
es to the country’s economic capacities. 

All railroads serving military operations were greatly 
cmened-ltien Budapest-Zahony line, for example. This in- 
cluded the loading facilities. Similar to the situation on the 
railroads, the highway system too had been built up accord- 
ing to military interests. During recent years, while second- 
ary road systems of the counties had been neglected, main 
trunk routes in the main North-South and East-West 
strategic directions had been built according to the most 
modern standards. 

8. Airfields capable of serving jet planes are part of the 
system of the attack bases in Hungary. Existing airfields 
were modernized and developed to this purpose and new air- 
fields established. Such are the airfields of Taszar, Papa, 
Tokol, etc. 


V. THE ARMY, NEVERTHELESS, IS NO DOCILE INSTRUMENT IN 
THE HANDS OF THE SOVIET LEADERSHIP 


In spite of the fact that the army had been developed and 
trained from its beginning according to the interests of the 
Soviet leaders, and in spite of the fact that only commanders 
trained in Soviet military schools were admitted to leading 
positions, that the whole army was constantly under the 
ideological direction of the Communist Party and under the 
strictest control of the AVH, the October Revolution in 
Hungary has proven that the Hungarian Army was far from 
being a body functioning automatically, and unthinkingly, 
a tool in the hands of the Soviets and the Muscovite Hun- 
garian leadership, a formation suitable for breaking down the 
people’s fight for freedom. 

1. The military high command, which was considered by 
the Soviets to be trustworthy, w as composed of individuals 
who had been either in the prewar Communist underground, 
and who returned to Hungary after training in Moscow after 
the war. This military leé adership was wide sly separated from 
the small units, and even from the somewhat larger ones, 
which exaggerated the innate opposition between the leader- 
ship and the rank and file. The leadership did not under- 
stand the true spirit of the army, nor did it know its striking 
power. The younger officers, who had been with the troops, 
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could not and did not disassociate themselves from the 
temper, both political and economic, which characterized 
the whole population. 

2. These were the conditions which confronted the general 
staff, when it summoned the army groups into battle to sup- 
press the revolt, and found that with few exceptions, from 
the very first moments of fighting, its men refused to use 
weapons against their people, and began actively to join 
them. Thus: 

(a) as early as the night of October 23/24, mechanized 
troops which were sent to the radio station to restore 
order handed their weapons over to the crowd. 

(b) the army men who at first displayed sympathetic 
neutrality in the early days of the revolt, in increasing 
numbers joined the freedom fighters. 

(c) the army supplied the freedom fighters, when not 
actually joining them, with weapons, ammunition, uni- 
forms, and food. 

(d) two of the Hungarian corps commanders, Major 
General Mikes (in Szekesfehervar) and Maj. Gen. Lajos 
Gyurko (Kecskemet), having given orders to fire on the 
demonstrators, had to flee to nearby Soviet units for 
protection from the burning hatred of their own troops. 

(e) the Revolutionary Council, formed by career offi- 
cers and the rank and file of the revolutionary university 
youth, deposed the following persons: General Bata 
(Minister of Defense), Lieutenant General Szabo, Maj. 
Gen. Lajos Toth, Major General Hazai and Major 
General Hidvegi. 

(f) the Budapest Zrinyi Military Academy went over 
as a body to the fighters on October 23 to obey the orders 
of the defense ministry; the entire antiaircraft division 
of the Budapest Matyas Barracks went over about Octo- 
ber 24, and the entire AAA forces gave orders to open 
fire on the Soviets on November 4. 

On and after November 4, great numbers of the officers and 
troops took part in the fight against the Russians, indi- 
vidually and in groups. North of Obuda, a battle broke out 
between Soviet and Hungarian armored units. It can be 
said that the elite of the Rakoci Officers School and the other 
officer schools and military academies distinguished them- 
selves in support of the revolution. 

3. The events of the Hungarian revolt have shown that the 
Rakosi-ite military high command made it impossible for the 
entire army to have gone over to the people and thus the old 
Rakosi military leadership remained. Accordingly, the 
revolution created its own revolutionary defense committee 
as a counterbalance. The task of this committee was to 
direct the military leadership and hasten the de-Rakosization, 
which it had nearly completed by November 4, but some anti- 
revolutionary Rakosi elements remained in the leadership, 
forming a fifth column. Beside the Army and the police, as 
opposed to the AVH, the revolution tried to form its own 
trustworthy army, within the framework of a national guard, 
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drawing on the university revolutionary units and the new 
factory militias. In course of the revolt, more and more 
organized units, including army units, joined with the 
national guard. Thus, had there been no Soviet interven- 
tion, the national guard would have developed into a power- 
ful national army. 


VI. THE AGGRESSION OF THE SOVIET ARMY 


In order to crush the Hungary revolution, the Soviet 
Army at first used only those troops which it already had 
stationed on Hungarian soil. But in order to assure a 
decisive victory, it ‘alerted divisions in Rumania and in the 
sub-Carpathian Ukraine, some of which it moved into 
Hungary immediately, for immediate use, and others of which 
it gr ouped i in positions for use in the infamous stab-in-the- 
back of the early morning hours of November 4. 

In the early days of the revolutions, Soviet troops failed to 
accomplish what their leaders had expected of them; that is, 
to drown the young revolution in blood. Accordingly, 
Soviet troops temporarily withdrew. 

Illustrative of the path taken by Soviet aggression are the 
following points: 

1. Before the revolution, the 2d and 17th mechanized 
(motorized) divisions were stationed in Hungary, having a 
strength of about 20,000 men and 600 tanks. The 2d Divi- 
sion was moved into Budapest to quell the mounting revolu- 
tion while the 17th Division was moved into western Hungary 
on an alert basis. The Soviet 32d and 34th mechanized 
divisions from Rumania were alerted on October 23, and 
thrown into battle by the 24th (92d Infantry). Simul- 
taneously, the sub-Carpathian and Ukrainian based divisions 
were alerted and moved into Hungary, battleready. Various 
reports reaching the revolutionary general staff indicated 
that by November 3, the Soviets had 7 divisions and about 
2.500 tanks. Of this number on and after November 4, it 
was possible to identify 6 divisions with 75,000 troops and 
2,500 tanks. 

2. The conduct of the Soviet elements during the first 
period of the revolution was characterized by an effort to 
retreat from their initial failure with a minimum of casualties, 
to abandon use of forces and to try diplomatic negotiations. 
On October 28 and 29, a cease-fire was negotiated and pro- 
claimed, and Soviet units withdrew to confined areas, while 
additional divisions were put in various strategic positions 
throughout Hungary. The Soviets withdrawing from Buda- 
pest were replaced by the Honvedseg and National Guard, 
and a peaceful, victorious mood took hold of the « ‘apital city. 
However, on November 1 and 2, the aerodromes and suppl) 
bases were occupied by Soviet troops. On November 2 and 
3, the Soviets ‘be gan to establish two operational bases on the 
main highway from Miskole to Buds apest in the area of the 
Matra-Bukk tate Range, and along the main com- 
munications lines lying between Budapest and Szeged, 
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around Csongrad-Szentes and Kiskunhalas and in the dawn 
of November 4, the second uprising began. 

3. Soviet intervention was characterized by its ruthless- 
ness and savagery. It has become a proverb in Budapest 
that the Russians returned the fire of a lone man equipped 
with small arms with a barrage of cannonfire. It occurred 
even after the cessation of mass armed resistance that apart- 
ment houses were arbitrarily sprayed with gun and machine- 
gun fire. This manner of fighting was coupled with the 
deportation of the young male population, and in areas of 
particularly stubborn resistance, even of older men. 


* * * * * 


My conclusions: The features and future of the Hungarian 
national democratic revolution and freedom fighters: 

A number of opinions and charges have been made about 
our movements. I should like to review the facts. 

The Hungarian people began their national democratic 
movements on their own account without any foreign 
initiative. During these movements, the nation—showing a 
unity never seen before in Hungary’s history—subdued ‘its 
inner enemies, the Communist Party and the secret police; 
subdued the armed forces of the Soviet aggressors in Budapest 
during the first aggression; and then were trampled down by 
super fluous armed forces during the second aggression. 
The Hungarian nation takes all responsibility for starting the 
national democratic revolution and freedom fight. However, 
the Hungarian people—who did not want to start a third 
world war out of this case, nevertheless hoped that the rest 
of the free world would help them by carrying out the U. N. 
resolutions in Hungary. Thus, the Soviet would not be 
allowed to interfere with the business of a free country which 
was itself a member of the United Nations. 

The Hungarian freedom fighters got neither instruc- 
tion, direction, or any other material help from foreign 
countries. 

The movement and freedom fight were national and 
democratic ones, lacking any Fascist or counterrevolutionary 
character. 

The situation was ripe for these events on account of 
the following causes: 

(a) The embitterness of the Hungarian people because of 
the exploitation and suppression; 

(6) The Hungarian people’s national pride and conscience; 

(ce) The Hungarian people’s love for the liberty which the 
country has fought for so many times in her history. 

(d) The Hungarian people’s sincere hope for a democratic 
system of life. 

The Hungarian people tried all means possible to achieve 
their purposes by peaceful measures, by evolution. Only 
when, on October 23, the security police and the Soviet ag- 
gressors opened fire against peaceful demonstrators did the 
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evolution turn into a national democratic revolution and 
freedom fight. 

5. The Hungarian people’s freedom fight was trampled 
down, but their wish for freedom is never to be subdued. 
The people at home and we who left Hungary will continue 
to work incessantly for the liberation of Hungary. The 
— will not be finished until Hungary has achieved 
complete freedom."® 


In connection with the subject matter of this section of its report, 
the subcommittee submits the following conclusions: 


CONCLUSIONS 


The evidence shows that the Hungarian revolution was spon- 
taneous and unplanned and provoked by the conditions inherent in the 
Communist regime. 

That the chief indignation of the Hungarian people, as demon- 
strated during the revolution, was against the hated secret police 
AVH). 

The secret police organization was controlled either by Russian 
officers or Hungarians trained under Soviet auspices. 

The Hungarian people were subjected to the most inhuman tor- 
tures by the Hungarian Communist regime. 

Soviet torture specialists supervised and controlled this system 
of organized cruelty. 

Thousands of Hungarians, mostly young people, were deported 
forcibly to Soviet prison camps. In some instances, the Hungarian 
people stopped the deportation trains and freed the incarcerated 
victims. 

The use of Soviet troops in Hungary was planned in advance and 
was based upon the importance of Hungary in the scheme of Soviet 
military strategy. 

On many occasions the Soviet troops, including officers, demon- 
strated their sympathies with the Hungarian revolution and their 
hostility to the Soviet regime. 

Communist agents have infiltrated into the ranks of the Hun- 
garian refugees in order to kidnap leaders, make possible the victimi- 
zation of relatives within Hungary and to create mistrust between 
anti-Communists within Hungary and abroad. 

The Hungarian people believe that the United States and the 
free world could have given decisive aid to the Hungarian revolution. 


16 Scope of Soviet Activity in the United States, pt. 49, pp. 3381-3405. 





SECTION X 
THE SOVIET REPATRIATION CAMPAIGN 


The subcommittee encountered, in 1956, evidence that Soviet offi- 
cials in this country were engaged in a vigorous campaign to force 
nationals from the Iron Curtain countries to return to their homes 
where they might be used for propaganda purposes. 

Two elements of that campaign seem to have been abandoned as a 
result of the subcommittee’s revelations and its insistence that mem- 
bers of the staff of the Soviet mission to the United Nations who 
participated be sent home. 

Nevertheless, the most poignant phase—personal letters from family 
and friends in the homeland—continues with increased emphasis. 

Msgr. Bela Varga, former Speaker of the Hungarian Parliament and 
now president of the Hungarian National Council, testified in 1957: 


One of the principal aims of the Communists is to deprive 
the exiles, and especially the Hungarians, of the active sym- 
pathy of the free world. They use the well-known methods 
of dialectical materialism to polarize both the emigration and 
the free world. Some months ago, the so-called redefection 
campaign was based on the same plans and principles, and 
might have been successful without the competent and effi- 
cient intervention of your subcommittee. ' 


The subcommittee also heard corroborative testimony from Mr. 
Roland Elliott, who participated in hearings a year ago on the re- 
defection of the 5 Soviet sailors and of Alexei Chwostow, who at- 
tempted unsuccessfully to take his American-born foster daughter, 
Tanya, then about 2% years old, to the Soviet with him. Mr. Elliott 
is director of the immigration services of Church World Service, which, 
as he estimated, has helped provide resettlement opportunities for 
more than 100,000 refugees and displaced persons. 

Mr. Elliott said: 


Mr. Extrort. I think our general observation is that that 
would be quite difficult for us to support too factually but 
it is our impression, nevertheless, that whereas a year or 2 
years ago, there was a redefection campaign that was 
largely in the nature of pamphlets, printed material, dis- 
seminated from an office in Europe, either Munich or Berlin, 
that latterly, that is, in the past 6 months and, more par- 
ticularly, in the last 3 or 4 months, that campaign has 
shifted largely to one of pressure through the relatives of 
people in this country. 

Mr. Morris. Now, was that campaign you mentioned 
that prevailed a year ago, the campaign being undertaken 
by General Mikhailov? 

i! Boope, p. 4653. 
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Mr. Exuiorr. That is right, and I am thinking also, Mr. 
Chairman, of the activities of certain agents of the foreign 
governments in this country who were, themselves, active in 
bringing pressure to bear upon people in this country. ? 


The subcommittee also heard testimony, on June 11, 1957, from 
Mrs. Nicholas Korolkoff, who with her husband, has aided more than 
“ : ere 
5,000 European emigrees to establish new homes here. ‘This is her 
testimony: 


Mrs. Koro.tkxorr. About 2 years ago pamphlets started 
to come from New York and from Europe, from a post 
office: Return home, come home—stuff like that. * * * 

And then we went to Washington and after that it stopped. 
* * * Then (there was) a different type of propaganda, as 
you call it, special to the Cossacks. After that stopped last 
fall, the letters came to families that hadn’t heard for 17 
years from their relatives. * * * 


THEY KNOW THE NUMBERS 


There are numbers on the (mail) boxes. About 2 years 
ago they changed them because the community is growing. 
Now again the mail comes in the new numbers. 

* * * * * 


Mr. Morris. They seem to know the addresses of these 
people? 

Mrs. Koro.xorr. That is right and we just can’t under- 
stand how this happens. 

Mr. Morris. Now are any of these people living under 
assumed names? 

Mrs. Koroukorr. Yes. 

4 a * * * 

Mr. Morris. * * * Under what names did they receive 
these ‘“‘come home” letters? 

Mrs. Korotxorr. Under their real names. Sometimes 
we didn’t even know that he had changed his name because 
his papers always had a different name. * * * 

Mr. Morris. Are these people now in your community 
receiving many letters now from home? 

Mrs. Koroixorr. Yes. They are receiving many letters 
now from home. 

Mr. Morris. You heard Mr. Elliott testify that the em- 
phasis now seems to be on relatives and former family mem- 
bers? 

Mrs. Koro.korr. Just family ties, calling them back. 
Mother is sick or the daughter had a grandchild and you 
should come back, and, after 17 years, people get affected 
and get homesick. 

And then Khrushchev’s speech, I think, affected a lot of 
them, 

Mr. Morris. Will you tell us about that? 

* * * * 


* Hearings, Scope of Soviet Activities in the U. 8., p. 4327. 








INTERNAL SECURITY—1957 REPORT 185 


Mrs. Koro.txorr. Well, some of the people are receiving 
mail and Khruschchev says everything is different, so he 
starts to think. He starts to believe: maybe he is right and 
then we are afraid. So maybe it has affected more people 
to go back.’ 


The first woman left her place sometime last March, Mrs. Korolkoff 
said. Up to the time of her testimony, in October, 4 men and another 
woman, with her 3 children, had left. 

The committee also learned that seven other Soviet nationals were 
waiting at Bristol, Pa., for the Soviet mission to the United Nations 
to arrange their return to the U.S. 5S. R. 

In 1956 the subcommittee found that Soviet officials in the United 
States, under the active direction of Arkady Sobolev, chief of the 
Soviet mission to the United Nations, were engaged in an effort to 
persus ade Iron Curtain refugees to return to their homelands. 

The obvious purpose was to use them for propaganda purposes as 
evidenced by the published statement attributed to the five sailors 
who went back to Moscow, a case which was discussed in our 1956 
report. 

The record is clear, also, that coercion, blackmail, and even violence, 
were elements of the program. 


SUBCOMMITTEE ACTION EFFECTIVE 


The subcommittee’s insistence on the removal of members of 
Sobolev’s staff who took part in this campaign was supported by the 
State Department and our representatives at the United Nations. 

While recent testimony indicates that open participation by the 
Sobolev staff has largely been discontinued, victims of the ‘come 
home”’ campaign are still directed to the official residence of the Soviet 
chief of mission in New York to pick up their one-way tickets to 
Moscow. 

The Soviet Union also requires a repatriation applicant to fill out a 
dossier. Mrs. Korolkoff described it as follows: 


It is a long piece of paper, a questionnaire. It says you 
have to tell, from 1937, all the places you were living. And, 
on the other side, on the bottom it says that you should 
continue living in the community where you are living 
because, whenever you send in the questionnaire—and you 
have to send 2 pictures and $1.75; I don’t know why that is— 
then you sit there and wait until ‘they let you know, because 
when you send in an application it doesn’t mean that you can 
go immediately to Russia. I have seen such a questionnaire 
because a woman wanted me to help her fill it out.* 

* * * * * 


Senator Hruska. What else can you tell us, if anything? 
You said the places of residence in this form, and where 
they worked. Do they ask about property or money or 
relatives in that blank? 

Mrs. Korotkorr. Yes, they asked who is your closest kin 
in Russia, in the Soviet Union, and that is all they asked 
mostly. 

+Scope, pp. 4329, 433: 


‘Tbid., p. 4335. 
'Tbid., p. 4336 
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She said one woman left her husband here with fine clothes and $500 
to visit her family in Russia, telling him that she would write him how 
she was received and, “if things are bad, she will say that she lost 
her wedding band from her finger.’”” The woman did write, Mrs, 
Korolkoff said, that she lost her wedding band “‘so he came to the 
conclusion that she is very poor now, has nothing left.” 

There was another redefector message from the Soviet: 


Mrs. Korouxorr. Sherbakov. I think his name was Sher- 
bakov. He had a leather jacket and all his friends said: 
you are not going to keep long that leather jacket. They 
are going to take it away from you. He wrote back a letter 
from Russia to that friend and said: You were wrong. Iam 
4 months here and I still have the leather jacket on me; and 
he proved it. He sent a picture and he still had this leather 
jacket on. 

Just after that, he received a letter—his friend—where he 
said that: You don’t like me any more and I am not going 
to write to you because I received a 10-year contract. 


Did Sherbakov mean that he couldn’t write any more because he 
was going to a slave-labor camp for 10 years? 


Mrs. Korolkoff said: 


So, you can make out whatever you want from that. We 
don’t know what it means.® 


BEREZOV DISEASE CURED 


One means used by Soviet agents for softening up emigres whom 
they regard as possible redefectors was eliminated by the Congress 
in 1957 by the enactment of Public Law 85-269. Among other 
things this statute provides a means by which Europeans, who 
assumed false identities in order to avoid repatriation under the Yalta 
agreement and to come to this country, are now safe from blackmail 
and eligible for citizenship if there is no other legal bar. 

This ‘legisl ation, which was initiated in the last Congress by Senator 
sae is now a part of the immigration law, and thousands of emigrees 
may again hold up their heads and live as freemen. Among them are 
many scientists, scholars, teachers, and skilled workmen who have 
been afraid to carry on the work for which they were trained lest 
their deception be exposed, their families disgraced and they them- 
selves face deportation and the terrible hardships of a slave labor 
camp. 

Mr. Elliott also pointed out that the children of repatriates pose a 
special problem. He said: 


In cases like that of Igor Samoilow, we believe that re- 
sponsibilities toward one’s family need. special consideration 
before departure is permitted. 

Where American-born children are involved, we believe 
that the future religious and political liberty of these 
American-born children needs to be especially studied and 
safeguarded, in connection with the return of any such 
people to the Soviet Union.’ 


® Scope, p. 4333. 
' Ibid., p. 4326. 
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Mrs. Olga Samoilow testified that her husband, Igor, went back to 
his aged mother, leaving her with a 2-year-old son and 1-year-old 
daughter to care for. She said she is working and her mother is 
taking care of the children. 

One woman left, Mrs. Korolkoff said, taking her four children with 
her. 

I wish it would stop somehow— 


Mrs. Korolkoff said sadly— 


because I feel sorry for the people. They found peace and 
happiness here and are settled down and, once they receive a 
letter, it upsets everybody around. Even if somebody doesn’t 
have anybody (to write to him, when) his neighbor receives a 
letter, he gets upset, too.® 

But the pull on the heartstrings is not the only unhappy effect of 
the redefection campaign. ‘Testifying about the redefection of Miklos 
Szabo to Hungary from Austria where he had posed as a leader in 
anti-Communist organizations and as the agent of a relief agency, 
Monsignor Varga said: 

Every sign indicates that Szabo’s defection was well timed 
by its organizers in order to raise suspicion against political 
exiles. It is a basic Communist tactic to shatter the West’s 
trust in political exiles and to touch off thereby the exiles’ 
despair. 

Also in Hungary is the Szabo case apt to destroy the 
people’s faith in their political exiles. If the Hungarian 
people lose their hope that the exiles will fight for their 
liberation, they will plunge into apathy because one of the 
principal sources of the resistance at home is the belief placed 
in political and moral integrity of the emigration.® 

Immediately following these hearings on the ‘‘Berezov disease,”’ 
(Berezov was a noted poet and writer who assumed a false identity 
to avoid repatriation under the Yalta agreement) legislation was intro- 
duced by Senator Jenner to provide for correction of the biographical 
records of the thousands of affected persons and was enacted into law 
in 1957 as an amendment to the Immigration Act. 

While the subcommittee was, of course, disturbed by the humani- 
tarian aspects of this particular repatriation problem, its official con- 
cern was focused on the possibilities suggested by Julius Epstein of 
New York City, an American correspondent for German newspapers. 
Testifying last year, Mr. Epstein told the subcommittee, with refer- 
ence to later emigrants who were using false identities: 


We know the Soviet intelligence apparatus is very active 
in this country and it doesn’t take much imagination to 
imagine how these people are being blackmailed not only 
to return to Russia, but into spy ac tivities. 

Let us take a man, for instance, who lives in a small com- 
munity in Minnesota. The Soviet agency might tell him, 
“We know you are a Soviet citizen, and you are living here 
in the United States under a false identity. Unless you 
give us some spy information, we will destroy your existence 
in this community by exposing you as a swindler, and ac- 
cording to the law you would have to be deported” i0 


§ Scope, p. 4332, 
* Ibid., p. 4653. 
1 Tbid., p. 1265. 
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Another witness told of an actual instance where an emigree who 
had hid his true identity was To by a Soviet agent. The 
witness, Michael Schatoff, testified: 


The InrerPRETER. I know as a fact that the private 
chauffeur of Arkady Sobolev approached a Russian emigree 
in order to persuade him either to go back to the Soviet 
Union or to work here as a Soviet agent. 

Mr. Morris. Who is the private chauffeur of Arkady 
Sobolev; do you know? 

The InrERpPRETER. I don’t know him personally, but | 
have knowledge that he is the son of one of the former Fish- 
ery Ministers of the Soviet Union. 

Mr. Morris. What knowledge is that that you have, Mr. 
Schatoff? 

The Interpreter. Knowing that I was testifying in the 
Senate, the man whom the chauffeur approached has spoken 
to me and he has told me that. 

Mr. Morris. I see. He told you. 

Now, how did he know? You say that the man who was 
approached by the personal chauffeur of Sobolev told you 
that Sobolev’s chauffeur was the son of the Commissioner 
of Fisheries? 

The INTERPRETER. Yes, sir. 

Mr. Morris. Now, how did the emigree who was ap- 
proached by the chauffeur know that?” 

The InrerPRETER. The chauffeur told him that himself. 


The subcommittee’s investigations this year have turned up no 


instances of this type, leading the subcommittee to speculate that 
its close observance of the activities of the Soviet officials, and the 
imminence of legislation—now enacted—to relieve Iron Curtain immi- 
grants of the burden of false identity, may have gone far toward 
eliminating blackmail as a Soviet weapon in America. 


WHAT THE U. 8S. CAN DO 


During the years, former Communists and former Soviet officials 
and agents complained to the subcommittee that the United States 
was not offering a sufficient inducement for persons to defect to our 
side of the struggle. 

The predicament of Harry Gold and David Greenglass represents 
a case in point. Harry Gold has testified under oath that he engaged 
in espionage for many years. David Greenglass has admitted that 
he aided his sister, Ethel Rosenberg, in securing certain information 
from Los Alamos where he was assigned while in Army service. For 
this wrongdoing, criminal sanctions were rightly invoked. 

However, both these men have been important witnesses for the 
Government and have been the source of valuable information on 
Soviet espionage. Both have testified before this subcommittee and 
have added greatly to our understanding of the Soviet conspiracy. 
Both have served 8 years in Federal prison and have cooperated in 
every way with all Federal agencies. 


4 Scope, pp. 1381, 1382. 
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Some of the principal defendants in the espionage cases involving 
our nuclear weapons were Dr. Alan Nunn May and Dr. Klaus Fuchs. 
The subcommittee knows of no cooperation on their part with the 
English authorities. May has now been freed from prison and i 
engaged in research. Fuchs is scheduled for release next year. Green- 
glass has been sentenced to 15 years despite his cooperation, but is 
now eligible for parole. Gold was sentenced to 30 years, also despite 
his assistance to the Government. 

Furthermore, virtually every one of the Communist defendants in 
the Smith Act cases, who have resisted the Government and who have 
the full support of the Communist Party today, have had their con- 
victions set aside after the United States Supreme Court’s decisions. 

All of this gives rise to an inference that the Communists who defy 
the Government fare far better than those who cooperate. This is 
hardly an inducement for others to come forward to testify and let us 
know what is going on in the shadows of the conspiracy. 

In connection with the subject matter of this section of its report, 
the subcommittee submits the following conclusions and recom- 
mendations: 

CONCLUSIONS 


The United States needs a firm policy designed to encourage defec- 
tions from the Communist camp. 

The American Government has been remiss in its policy of encour- 
aging individuals to come forward and reveal the inner workings of 
the Communist conspiracy with the resultant detriment to enlighten- 
ment of the Congress and the American people. 

Continued failure of our Government to have a clear-cut offer to 
would-be defectors from the Soviets and their satellites militates 
against our obtaining on our side these valuable and knowledgeable 
people. 

RECOMMENDATIONS 


The et ‘ss should enact legislation to assure sanctuary in the 
United States and a decent standard of living to Communist defectors 
who cane us valuable information. 

The Congress should by law authorize its investigating committees, 
after consultation with the Attorne »y General, to bring i into the United 
States aliens whose testimony is desired and whose admission will not 
endanger the national security. 











SECTION XI 


ADMINISTRATION OF INTERNAL SECURITY LAWS AND 
LOYALTY-SECURITY PROGRAMS OF THE UNITED STATES 
GOVERNMENT 


In connection with its continuing legislative oversight of the admin- 
istration of the internal security laws and loyalty-se curity programs 
of the United States Government, the subcommittee considers a 
number of items worthy of mention in this report. 


COMMISSION ON GOVERNMENT SECURITY 


The report of the Commission on Government Security represented 
an outstanding accomplishment. Recommendations of the Commis- 
sion with respect to legislation for establishment of a Government 
security program should have early and sympathetic consideration 
by the Congress. 


FEDERAL EMPLOYEES SECURITY PROGRAM 


An Executive order designed to bring the Federal employees security 
Pr ‘ogram in line with the decision of the Supreme Court in the Cole 
‘ase (limiting security dismissals to ‘sensitive’ positions) has been 
ieciie <d as in course of preparation for many months. Issuance of 
this order was (quite properly) deferred until after the Commission 
on Government Security had made its report. As that report indi- 
cated, the problem requires more than an Executive order, and should 
be dealt with by legislation. It is hoped the executive ‘branch will 
continue to avoid any action which might “freeze” the situation or 
any aspect of it, until the Congress has opportunity to act. 


SUBVERSIVE ACTIVITIES CONTROL BOARD 


Though world tensions mounted and Communist activity in this 
country increased during 1957, the Justice Department brought no 
new cases during the year under the Subversive Activities Control 
Act. As a result, the workload of the Subversive Activities Control 
Board decreased sharply during the year. It is to be hoped this 
trend may be reversed in the year ahead. 

At the beginning of the year 1957 there were 13 active cases on 
oe docket of the Board. Five cases were disposed of during the 

ear, leaving 8 uncompleted cases on the docket. Of these 8, hear- 
ings had been completed in 6 cases, and in 1 of these 6 cases a recom- 
mended decision had been prepared, and at year’s end was awaiting 
action by the Board. This left only two cases on the docket of the 
Board, at the hearing stage, as the year closed. 
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Hearings held during the year were in the following cases: 

Docket No. 116-56, International Union of Mine, Mill & 
Smelter Workers. 

Docket No. 119-56, United Electrical, Radio & Machine 
Workers of America. 

Docket No. 120-57, Colorado Committee to Protect Civil 
Liberties. 

Docket No. 121-57, Connecticut Volunteers for Civil Rights. 

Docket No. 123-57, California Emergency Defense Committee. 

Docket No. 124-57, Committee to End Sedition Laws. 

The 5 cases concluded during the year included 3 which were dis- 
missed on motion of the Attorne: »y General, and 2 in which registration 
orders were issued. These five cases were: 

Docket No. 106-53, Civil Rights Congress. Order of registra- 
tion issued July 26, 1957. 

Docket No. 115-55, California Labor School, Inc. Order of 
registration issued May 21, 1957. 

Docket No. 118-56, National Negro Labor Council. Petition 
dismissed on September 23, 1957, on motion of Attorney General. 

Docket No. 122-57, Save Our Sons Committee. Petition dis- 
missed on September 20, 1957, on motion of Attorney General. 

Docket No. 124-57, Committee to End Sedition Laws. Peti- 
tion dismissed on September 17, 1957, on motion of Attorney 
General. 

Cases pending before the Board at the end of the year were: 

Docket No. 109-53, American Committee for the Protection 
of Foreign Born. Recommended decision issued September 10, 
1957. 

Docket No. 114-55, Washington Pension Union, recommended 
decision issued August 30, 1956; motion seeking reopening of 
case now pending. 

Docket No. 116-56, International Union of Mine, Mill & 
Smelter Workers. Hearing underway, but in recess due to 
pendency of motions filed under decision of Supreme Court in 
Jencks v. United States. 

Docket No. 117-56, American Peace Crusade. Order of 
registration entered on July 26, 1957, but effective date of order 
stayed due to motion relating to credibility of a Government 
witness. Recommended order on motion pending Board decision. 

Docket No. 119-56, United Electrical, Radio & Machine 
Workers of America. Hearing underway but in recess due to 
pendency of motions before ‘Board, one of which relates to 
asserted failure to join indispensable parties. 

Docket No. 120-57, Colorado Committee to Protect Civil 
Liberties. Recommended decision issued October 1, 1957. 

Docket No. 121-57, Connecticut Volunteers for Civil Rights. 
Recommended decision issued October 4, 1957. 

Docket No. 123-57, California Emergency Defense Committee. 
Recommended decision issued September 26, 1957. 

The major case before the Board, involving the Communist Party 
U.S. A., which the Supreme Court last year sent back to the Board 
for reconsideration, got back up to the U nited States Court of Appeals 
for the District of Columbia Circuit this year, and decision from that 
court was being nae almost daily as ‘the year ended. Oral 
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argument in this case took place before the court of appeals on May 27, 
1957. However, after the Supreme Court’s decision in the Jencks and 
Yates cases, the Communist Party filed memorandums subsequent to 
oral argument, contending those decisions required reversal. The 
Government filed opposing memorandums. The case has stood sub- 
mitted and under consideration by the court of appeals since the 
middle of August. 

The Department of Justice has recommended deferral of action on 
any amendments to the Internal Security Act until after the Supreme 
Court has ruled on the constitutional question involved in the CPUSA 
case; and the Subversive Activities Control Board has concurred in 
this recommendation! 

The subcommittee takes no position on the above recommendation, 
but some members of the subcommittee hold the view that the Con- 
gress should not defer any changes which it deems desirable to 
strengthen the Internal Security Act, especially in view of the predi- 
lection of the Supreme Court for avoiding the constitutional issue in 
the CPUSA case. With particular reference to the proposed amend- 
ments relating to the dissolution by organizations after proceedings 
against them have been instituted before the Board, the subcommittee 
is of the view that these proposed amendments are mainly procedural 
and do not involve any constitutional questions, and therefore could 
be enacted without any danger of complicating the pending case. 


ILLEGAL ALIENS 


More than a thousand aliens illegally in the United States, who are 
nationals of Russia and other Iron. Curtain countries, and who have 
been put under final order of deportation, after appropriate proceed- 
ings, are still in the United States despite such deportation orders, 
because travel documents cannot be secured from any of the coun- 
tries to which they may be deported.’ 

It appears that either enforcement of section 242 (e) of the Immi- 
gration and Nationality Act is breaking down, or ae: section is not 
proving effective for the purpose for which it was enacted. (This is 
the section requiring aliens under final order of deportation to make 
application for travel papers to any country either he or the Service 
has any reason to believe might accept him.) From a high of 32 for 
the fiscal year 1954, the number of new See utions under this sec- 
tion has declined each year to a low of only 3 for the fiscal year 1957. 
The number of convictions, which amounted to 19 out of 34 cases 
disposed of during the fiscal year 1954, 4 out of 12 in the fiscal year 
1955, and 7 out of 15 in the fiscal year 1956, dropped to only 2 out of 
10 in the fiscal year 1957. Acquittals remained very low (only 3 
acquittals were recorded during the last 5 fiscal years); but the num- 
ber of dismissals was high (12 out of 34 in fiscal 1954, 8 out of 12 in 
fiscal 1955, 8 out of 15 in fiscal 1956, and 7 out of 10 in fiscal 1957). 
1 The Chairman of the Board advised the chairman of the subcommittee under date of November 7, 1957, 
that: “It is our understanding that the Department of Justice, which is charged by law with the responsi 
bility of defending the constitutionality of the Internal Security Act, has expressed the view to your com 
mittee that any amendments of the act should await the decision by the Supreme Court on its constitution 
ality. It is our es her understanding that this view had particular reference to proposed amendments 
relating to the ssolution by organizations after proceedings against them had been instituted before this 
Board. Insofat r as that view may be grounded upon a desire to attach as few constitutional questions to 
the act as possible in the test case, we are in agreement with the Department’s recommendation to your 

committee as we understand it.”’ 


4 Correspondence between the chairman of the committee and the Commissioner of Immigration and 
Naturalization (including 2 charts), which outlines this situation in detail, will be found in appendix J. 
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It would be helpful if the appropriate subcommittees of the Senate 
and House should make a study of the effectiveness of section 242 (e) 
and its enforcement, with a view to such action as may be re quired to 
effectuate as spee dily as possible the departure from the United States 
of at least a majority of the illegal aliens now freely roaming the 
country. 

ADJUSTMENT OF STATUS OF ALIENS 


Provisions of law respecting adjustment of status of aliens appear to 
be working very well. During the first 9 months of 1957 , Status was 
adjusted in 7,464 cases,* and ‘adjustments were pending in an addi- 
tional 3,255 cases = 

Efficacy of the provisions giving the Attorney General discretion in 
recommending to Congress “approval of these adjustment-of-status 
cases, while resting final authority in the Congress, has been indicated 
by experience. While this procedure permitted handling of the work- 
load without undue delay, it also resulted in a finer screening, evi- 
denced by the congressional denial or administrative withdraw al of a 
substantial number of cases after their initial submission to the 
Congress. 

It is interesting to note that, as of the end of the fiscal year 1957, the 
number of aliens in the United States, and under final order of deporta- 
tion, but who could not be deported because of lack of travel docu- 
ments, included 220 aliens from Russia and other Iron Curtain 
countries whom the Immigration and Naturalization Service put in 
the “subversive and criminal” ‘category. By countries of nationality, 


these “subversive and criminal” (and ‘illegal but undeportable) aliens 
included 131 from the Union of Soviet Socialist Repultica, 4 from 


Estonia, 5 from Latvia, 10 from Lithuania, 24 from Poland, 6 from 
Czechoslovakia, 5 from Hungary, 1 from Bulgaria, 9 from Rumania, 
16 from Yugoslavia, 2 from Red C ‘hina, and 7 from Germany. 


PAROLEE PROGRAM AND REFUGEES 


With the Hungarian parolee program discontinued effective Decem- 
ber 31, 1957, latest available statistics show 22,430 Hungarian refu- 
gees were paroled into the United States during 1957. This was in 
addition to 25,781 immigrants admitted during the year under the 
Refugee Relief Act of 1953. According to the Commissioner of 
Immigration and Naturalization, the act of September 11, 1957, made 
possible adjustment of status of 902 orphans previously paroled into 
the United States.® 


PAROLEES AND REFUGEES RETURN 


Whereas only 2 persons admitted into the United States under the 
Displaced Persons Act were deported during 1957, 74 Hungarian 
parolees and refugees who had been admitted to the country were 
returned to Austria durir ig the year. In 22 cases the reason for the 
enforced departure of these Hungarians was Communist affiliations, 
and in 52 cases departure was forced because the alien was found to 

+A table showing the detail of these cases by categories, together with an explanatory letter from the 
Department of Justice, will be found in appendix K. 

4 In 720 of these cases the adjustments were pending before Congress at the adjournment of the Ist ses- 
sion of the 85th Congress and will come up for action early in the next session. 


5 See letter from the Commissioner to the chairman of the committee, under date of December 20, 1957, 
in appendix O. 
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have obtained admission through fraud. An additional 275 Hun- 
garians chose to return voluntarily to Europe. 


“WETBACK”’ PROBLEM CONTROLLED 





The Commissioner of Immigration and Naturalization has reported 
the ‘‘wetback”’ problem to be “under firm control.” He reports that 
habitual border crossers and seasonal Mexican agricultural workers 
have been checked and fingerprinted and issued identification cards, 
and that the records of these more than 800,000 persons have been 
interfiled with the records of those denied cards, or whose cards have 
been revoked, making a manageable and effective control file. ‘The 
employment of ‘wetbacks’ in agriculture,” the Commissioner has 
advised the chairman, ‘‘has become practically nonexistent.” 


ILLEGAL ENTRIES FROM CANADA 


Illegal entries of European immigrants through Canada increased 
during 1957, the Commissioner of Immigration and Naturalization has 
reported. ‘To combat this trend on our northern border, the Com- 
missioner said, the patrol force in that area has been augmented. 

The Immigration and Naturalization Service has a central card file 
in Washington recording 61,150 aliens, admitted as nonimmigrants, 
each of whose period of “admission has been exceeded, and for “whom 
there is no record of departure, death, adjustment of status, or institu- 
tion of deportation proceedings. The Immigration and Naturaliza- 
tion Service reports having inaugurated, effective December 1, 1957, 
a new system of manifesting departures which should reduce the 
margin of error in records respecting departures of nonimmigrant 
aliens, 

DEPORT: 


ATION PROCEEDINGS PENDING 





As of September 30, 1957, there were 17,315 persons under deporta- 
tion proceedings, according to the Commissioner of Immigration and 
Naturalization. Included in this total were persons completely ready 
for deportation, others permitted to depart voluntarily in lieu of de- 
portation, others who had applied for suspension of deportation and 
whose cases were under eileen or awaiting referral to Congress 
or pending before Congress, and cases involving pending applications 
for travel documents, as well as cases granted administrative stays of 
deportation because of pending private legislation.’ 


ATTORNEY GENERAL’S LIST 





During 1957 (under date of October 4), the Attorney General 
created an interesting precedent by issuing its first order removing an 
organization from the so-called Attorney General’s List of subversive 
organiz: itions.8 





6 An addition to these 74 returnees, 43 close relatives elected to accompany them to Austria. 

T It ls the committee’s information the total given here does not include a large number of deportation cases 
arbitrarily marked ‘‘closed”’ without being in fact concluded. 

* Currently, the Attorney General's memorandum dated January 22, 1954, entitled ‘‘Designation of Organ- 
izations in Connection With the Federal Employee Security Program,’’ which identified certain organiza- 
tions to be added to the list of organizations designated pursuant to Executive Order No. 10450. 
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In ordering two organizations * deleted from the list, the Attorney 
General gave no reason for his action beyond saying: 


| have recently reviewed the matter of their designation 
pursuant to the aforesaid Executive order and have con- 
cluded that such action should be rescinded. 


This committee has long since expressed its view that the Attorney 
General’s list of subversive organizations is an extremely important 
document, basic to the Federal employee-security program, and that 
maintenance of the highest possible respect for the list is desirable; 
and that to this end, preservation of the integrity of the list should be 
an objective of all concerned. The committee has recommended that 
there be issued in connection with the Attorney General’s list of sub- 
versive organizations a handbook showing at least the general basis 
for the designation of each organization, important dates in connection 
with the activities of the organization, and any special facts or cir- 
cumstances which should be taken into consideration by security 
officers in administration of the Federal employee security program. 
The committee recommends that the Attorney General review the 
entire list in line with the precedent set in October, rescind the designa- 
tion of any organizations which he finds should not continue to be 
listed, redesignate the rest, and thereafter keep the list currently under 
review so that (1) not only will the list be entirely dependable, but 
also (2) all persons who know about it will know that it is dependable. 


PASSPORTS 


Problems of both policy and administration with respect to this 
country’s passport program require clarification either by Executive 
order or by legislation. Specifically dealt with should be the authority 
and discretion of the Secretary of State with regard to the issuance, 
limitation, suspension, and voiding of passports, and standards and 
criteria for exercise of such authority and discretion. 

In at least one area, it appears Executive action might be inadequate 
to deal with the situation, and legislation will be desirable. This is 
with regard to provision of adequate appeal procedures in passport 
cases, and limitation of appeals to the extent consonant with the 
national interest. 

The subcommittee has solicited recommendations of the State 
Department’s Passport Office in this connection, but up to the 
time this report went to press, had not received them. However, in 
response to renewed inquiry in mid-December, the chairman, on 
December 30, received the following letter from the Director of that 
Office: 

DEPARTMENT OF STATE, 
Washington, December 26, 1957. 


Hon. JAmMres O. EAsTLAND, 
United States Senate. 

Dear Senator Eastianp: Thank you for your letter of 
December 18 inquiring into the status of recommendations 
and suggestions providing more security, as well as clarity 
and simplicity, in the regulations governing the issuance of 

* American Lithuanian Workers Literary Association (also known as Amerikos Lietuviu Darbininku 


Literaturos Draugija) and the Association of Lithuanian Workers (also known as Lietuviu Darbininku 
Susivienijimas). 
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passports. I remember we discussed the need and advisabil- 
ity of such revisions last summer, and I can assure you that 
this has been a project of considerable magnitude on which 
we have been busily engaged for some time. 

We have had to do a great deal of searching in our ‘‘pre- 
cedence files” to make sure that some of the simplifications 
and changes recommended did not lessen the security of the 
passport. The revisions of the Executive order and the regu- 
lations have been approached from the public, as well as 
operational and administrative, points of view. 

As a first step, we revised the Executive order delegating 
broad authority to the Secretary of State and spelling out 
directives on which the revised rules and regulations of the 
Secretary of State can be based. We eliminated from the 
Executive order such minutiae as the size of a passport photo- 
graph, how to write out the applicant’s name, who should pay 
telephone and telegraph charges, and other incidentals which 
have no place in such a document. Instead, we have added 
pertinent statements regarding the mutilation or alteration 
of a passport by unauthorized persons; the status of the pass- 
port as an official document of the United States Govern- 
ment; and we spelled out, among other things, (1) to whom a 
passport may be issued; (2) by whom it may be issued; 
(3) who is authorized to accept applications; (4) the status 
of any and all documents required for the issuance or renewal 
of a passport; (5) the authority of the Secretary of State to 
invalidate a passport used in contravention of restrictions or 
limitations, and other related authorizations. 

The Executive order, thus revised, was submitted by the 
Department of State to the Department of Justice and has 
been in the Solicitor General’s office awaiting clearance prior 
to being forwarded to the White House for signing. 

Based on the broad authority and general directives in the 
Executive order, we have also completed a thorough revision 
of the rules and regulations of the Secretary which govern 
issuance and renewal of passports in the United States and 
in foreign countries. 

In this document which permits more detail, we have tried 
to plug many of the leobhinles that have been uncovered since 
the reorganization of the Passport Office. For instance, there 
has never been a written delegation of authority by the Secre- 
tary of State to the Director of the Passport Office to issue 
passports or to appoint agents to do so. While this may 
have been considered inherent in the job, we feel such 
authority should be on record. 

In the revised rules and regulations we have taken cogni- 
zance of the increased workload of the Passport Office and 
the public demand for speed by simplifying the requirements 
for making application for a passport. We have spelled out 
acceptable documentary evidence in lieu of the identifying 
witness, after ascertaining that security was not lessened by 
this simplification. 
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We have defined what constitutes mutilation or alteration 
of a passport. Such definition will enable us to take sterner 
measures against the habitual violator of this regulation. 
There are many other items included in the regulations 
which I am sure will strengthen the administration of this 
Office and enhance our service to the public. 

I mentioned to members of your staff last summer that ] 
am most anxious to correct the inconsistency in the fees 
charged for the execution of the application for a passport. 
You will recall that section 1 of the act of June 4, 1920 (41 
Stat. 750; U.S. C., title 22, sec. 214) as amended by the act 
of Congress of February 10, 1956 (70 Stat. 11), reads, in 
part, as follows: 

“That nothing herein contained shall construe to limit the 
right of the Secretary of State by regulation to authorize 
State officials to collect and retain the sum of $2 as the fee 
for executing an application for a passport.” 

As a result of this legislation State courts, authorized to 
accept passport applications, can collect a $2 fee for the 
execution of such application, while Federal courts and 
passport agents collect a fee of $1 as provided for in the act 
of June 4, 1920 (41 Stat. 750; U. S. C., title 22, sec. 214). 
This discrepancy in fees is confusing to the public. Most 
applicants do not know whether they are in a Federal or 
State court, and the difference in fees fosters considerable 
correspondence and explanation. 

With reference to possible legislation in this field, my 
own staff and other appropriate areas of the Department 
have been giving careful study to a number of proposals, as 
well as to several bills which have already been introduced. 
When these studies are completed and the Department’s 
comments and recommendations, if any, are formulated, 
they will, of course, be forwarded promptly to your com- 
mittee. 

Thank you for your continued interest in and concern with 
the Passport Office. With best wishes of the season, 

Sincerely, 
Frances G. Knicur, 
Director, Passport Office. 

In connection with the subject matter of this section of its report, 
the subcommittee submits the following conclusions and recom- 
mendations: 

CONCLUSIONS 


The International Communist conspiracy, because of its nature, 
has always found it necessary to utilize American passports for its 
purposes. The exercise of sound discretion, under reasonable limita- 
tions, in the issuance and continuance of American passports is there- 
fore vital to our security. 

There is a delay in the executive branch in the issuance of new 
regulations to provide more security, clarity, and simplicity in the 
administration of the Government’s passport program. 
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The Supreme Court decision in the Witkovich case made more 
difficult the administration of the immigration and nationality laws 
with respect to aliens paroled under order of deportation. 


RECOMMENDATIONS 


The Congress should enact legislation to suspend the running of the 
statute of limitations, in all cases involving communism and subver- 
sion, until the o ffense is known to United States law-enforcement 
authorities. 

The Congress should enact legislation making it an offense to enter 
into collusion with a foreign government for the purpose of evading 
passport regulations of the United States. 

The Congress should by law make it a criminal offense for any alien 
to enter the United States on a diplomatic passport under an alias or 
any name other than his own true and full name. 

The Congress should enact legislation to provide more security, 
clarity and simplicity in the administration of the Government’s pass- 
port program. Such legislation should include reasonable limitations 
upon the discretion of the Secretary of State, and provision for ade- 
quate review of passport decisions. 

The Congress should enact legislation to deal with the problem of 
disloyalty among Americans employed by international organizations 

The United States should take steps through proper channels to 
procure recognition by the United Nations that it is just as bad for an 
employee of an international organization to be working against the 
interests of a particular member nation as to be working for the 
interests of a particular member nation. 

The United States should take steps through proper channels to 
cause the United Nations to define the duties of its employees in such a 
way as not to put a premium upon disloyalty to an employee’s own 
country. 

The International Organizations Employees Loyalty Board should 
by law be given authority to summon witnesses and compel testimony. 

The Congress should enact necessary legislation to provide for 
proper punishment of acts performed during a time of “cold war” 
which, if a state of declared war existed, would be treasonable. 

The Congress should by law make it an act of self-expatriation for 
a United States citizen to assist in the communization of any foreign 
nation or its subdivision, or the people thereof, or to accept office or 
employment in or under the government of any Communist country. 

The Congress should enact legislation making it an offense to secure 
a social-security card under a false name or alias. 

The Congress should enact legislation specifically authorizing 
stronger supervision of aliens paroled under order of deportation. 








SECTION XII 
LEGISLATIVE PROBLEMS 


In 1956 the United States Supreme Court handed down 12 decisions 
directly involving communism and subversive activities. These de- 
cisions were widely hailed as showing a definite trend to the left. 
Some of these decisions ' amounted to sharp blows at antisubversive 
activity. 

In 1957, the “liberal” trend in Supreme Court decisions appears to 
have continued. A summary of major 1957 cases in this field will be 
found in the appendix.’ 

The net of all these decisions has been comfort for Communists and 
criminals, frustration for law-enforcement officials, serious interference 
with Congress’ self-informing function, and destruction of all efforts of 
the American people to protect themselves against subversion at home 
through their State governments. 

Discussion of certain aspects of some of the 1957 cases involving 
communism and subversive activities seems warranted.® 


NO PRESUMPTION OF INNOCENCE FOR CONGRESS 


In its decision in the Watkins case, the Supreme Court overturned 
the sound and time-honored doctrine that when the Congress or one 
of its committees is acting within the sphere of its competence oe 
is, within an area where the Congress has the power to legislate—i 
will be siggy 9 id to be acting in good faith and from proper aati. 
No longer, if this decision is followed, are congressional committees to 
be presumed -at least until proven guilty—innocent of wrongdoing. 
The Supreme Court has declared that the Court has the mght to 
determine whether a committee of the Congress was acting in good 
faith or in bad faith; that the Court has the right to determine 
whether a witness was a proper witness; that the Court has the right 
to determine whether a question was pertinent. And, the Court has 
indicated, it is up to the conateaalneadl committee in each instance to 


1 Notably Pennsylvania v. Nelson, where the Court held that Congress had pre-empted the field of anti- 
subversive legislation, and in effect invalidated all State laws in this field; Slochower v. Board of Education, 
in which the State of New York was denied the right to dismiss a teacher because he refused to answer ques- 
tions concerning his past membership in the Communist Party; CPUSA v. Subversive Activities Control 
Board, where the Supreme Court dodged the constitutional issue of the validity of the Subversive Activities 
Control] Act; and Cole v. Young, where the Court substantially invalidated the President’s Executive order 
authorizing dismissals of Federal employees for national security reasons, 

2 One of these cases was Service v. Dulles (354 U. 8. 363). Correspondence clarifying the present status of 
Mr. Service will also be found in the appendix. p. 294. 

* The Library of Congress, Legislative Reference Service, has prepared a list of United States Supreme 
Court decisions relating to communism and subversion which cite law-review articles and books other 
than law treatises, which will be found in appendix H. Students of the Court’s decisions in this field 
may find this list of interest. It should be recognized that in many instances these articles or books were 
cited in a brief or argument before the Court. It has been suggested that whenever the Court wants to 
consider such an article or book not referred to in the briefs or arguments in the case, notice should be given 
to both parties, with leave to file a memorandum with respect thereto. This would in no way cripple the 
Court’s functioning nor limit the scope of its legal research; but would on the contrary aid the Court to 
gain a well-rounded conception of the subject matter treated by the article or book in question; and at the 
same time, would carry out the spirit of due process by giving partics to the action an opportunity to meet 
and counter any statements in such a book or article which may be in fact unauthoritative, biased, or 
erroneous, 
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show that it was acting properly; that it called the right witnesses; 
that its questions were proper. The Court has indicated this clearly 
by abandoning the standard of proof required to convict individuals 
of wrongdoing—that is, evidence beyond a reasonable doubt—and 
convicting the Congress of alleged wrongdoing on the basis of what 
it has found to be a mere preponderance of the evidence. This change 
in the rules of evidence, this application to Congress of a rule which 
would not be tolerated for an instant in the case of a private individual 
charged with wrongdoing, is one of the gravest aspects of this decision, 


WHAT MAY BE EXPOSED? 


In Watkins, the Court said: 


We have no doubt that there is no congressional power to 
expose for the sake of exposure. The public is, of course, 
entitled to be informed concerning the workings of its 
Government. 


At this point, the opinion carries a footnote as follows: 


We are not concerned with the power of the Congress to 
inquire into and publicize corruption, maladministration, or 
inefficiency in agencies of the Government. That was the 
only kind of activity described by Woodrow Wilson, in 
Congressional Government, when he wrote: ‘‘The informing 
function of Congress should be preferred even to its legislative 
function.”” From the earliest times in its history, the Con- 
gress has assiduously performed an “informing function” of 
this nature. 


In other words, it is all right for the Congress to expose corruption, 
maladministration, or inefficiency, so long as it doesn’t try to expose 
subversion. ‘The question arises, What is embraced within the term 
“maladministration’? Was it ‘maladministration’”’ when Harry 
Dexter White administered his job as a top-ranking official of the 
United States Treasury Department in such a way as to contribute 
to the collapse of this country’s greatest friend among the nations of 
the Far East? Is it “maladministration’”’ when vital defense secrets 
are turned over to Soviet spies? 


WHAT QUESTIONS ARE PERTINENT? 


In the Watkins case Mr. Chief Justice Warren said that— 
the witness who appears before a congressional committee— 
must— 


decide at the time the questions are propounded whether or 
not to answer. As the Court said in Sinclair v. United 
States (279 U.S. 263), the witness acts at his peril. He is 
* * * bound rightly to construe the statute. An erroneous 
determination on his part, even if made in the utmost good 
faith, does not exculpate him if the court should later rule 
that the questions were pertinent to the question under 
inquiry. 

[t is obvious that a person compelled to make this choice 
(whether or not to answer a question) is entitled to have 
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knowledge of the subject to which the interrogation is deemed 
pertinent. That knowledge must be available with the same 
degree of explicitness and clarity that the due process clause 
requires in the expression of any element of a criminal offense. 


All this is based on a subtle misunderstanding or misconstruction 
of the statutory requirement respecting testimony by witnesses before 
congressional committees. Such a witness is not required absolutely 
to decide, at his peril, whether each question asked of him is pertinent 
to the question under inquiry. He is required to answer any question 
put to him unless he is clearly able to show that the question is not in 
fact pertinent. The question of pertinency is not a subjective one, 
dependent upon the understanding of the witness, or even upon the 
intention of the interrogator. It is objective, and for the court to 
determine as a matter of law, rather than for the jury to find as a 
matter of fact. Furthermore, the criterion of pertinency is not the 
question itself, but the answer; and not the true answer, or the answer 
as given, but any answer which might have been given. If the 
question could have had a reasonable answer in any way pertinent to 
the committee’s inquiry, then the question must be deemed to have 
been pertinent. 


PRIVACY VERSUS THE NEED TO KNOW 


In the Watkins case, also, the Court spoke of what it called— 


the responsibility placed by the Constitution upon the 
Judiciary to insure that the Congress does not unjustly 
encroach upon an individual’s right to privacy nor abridge 
his liberty of speech, press, religion, or assembly 


The subcommittee rejects the concept here advanced, namely, that the 
Constitution requires the Court to protect a so-called “right of pri- 
vacy”’ against the need of the Congress, in the interest of the public, 
for information. 

SEMANTIC OBTUSENESS 


In the Yates decision, the Court said: 


The Government urges that “organize” should be given a 
broad meaning since acceptance of the term in its narrow 
sense would require attributing to Congress the intent that 
this provision of the statute should not apply to the Com- 
munist Party as it then existed. The argument is that since 
the Communist Party as it then existed had been born in 1919 
and the Smith Act was not passed until 1940, the use of 
“organize” in its narrow sense would have meant that these 
provisions of the statute would never have reached the act of 
organizing the Communist Party, except for the fortuitous 
rebirth of the party in 1945—an occurrence which, of course, 
could not have been foreseen in 1940. This, says the 
Government, could hardly have been the congressional pur- 
pose since the Smith Act as a whole was particularly aimed 
at the Communist Party, and its “organizing” provisions 
were especially directed at the leaders of the movement. 

We find this argument unpersuasive. 


25011—58———14 
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The Court then goes on to say that the Government’s argument is 
‘“‘unpersuasive”’ because— 


there is no evidence whatever to support the thesis that the 
organizing provision of the statute was written with par- 
ticular reference to the Communist Party. 


In a footnote, the Court cites a statement by Representative John 
W. McCormack: 


And by the way, this bill is not alone aimed at Commu- 
nists; this bill is aimed at anyone who advocates the over- 
throw of government by violence and force. 


What the Court did here was to equate the words “not alone’”’ with 
the words ‘not at all.” 

Actually, of course, the correct understanding of Representative 
McCormack’s statement is that he declared “this bill is aimed at 
Communists, but not only at them.” 


WHAT DOES “ORGANIZE”? MEAN? 


In the Yates case, the Court said: 


The statute (the Smith Act) does not define what is meant 
by “organize.” Dictionary definitions are of little help, for, 
as those offered us sufficiently show, the term is susceptible 
of both meanings attributed to it by the parties here. 


But the Court refused to give the term both meanings. (To do so 
would have required that the organizing section of the Smith Act be 
held valid.) 


Continuing, the Court said: 


The fact that the Communist Party comprises various 
components and ac tivities, in relation { to which some of the 
petitioners bore the title of “organizer,’’ does not advance 
us toward a solution of the problem. 


In other words, the ¢ Court does not consider it even likely that the duty 
of an “organizer” rs to organize 


FALSE EQUATIONS 


That the Court is somewhat disingenuous is clear from its handling 
of the matter of the trial court charge in the Yates case. False equa- 
tions abound. Referring to the trial court, the Yates decision says: 


The Court made it clear in colloquy with counsel that in 
its view the illegal advocacy was made out simply by show- 
ing that what was said dealt with forcible overthrow and 
that it was uttered with a specific intent to accomplish that 
purpose, insisting that all such advocacy was punishable 
“whether in language of incitement or not.”’ 

The Supreme Court then continued: 


We are thus faced with the question whether the Smith 
Act prohibits advocacy and teaching of forcible overthrow 
as an abstract principle, divorced from any effort to insti- 


> 
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gate action. to that end, so long as such advocacy or teach- 
ing is engaged in with evil intent. We hold that it does not. 


What the Supreme Court did here was to equate “uttered with a 
specific intent to accomplish that purpose” (forcible overthrow) with 
“divorced from any effort to instigate action to that end.”’ 

The decision in the Yates case declares that the district court 


seems to have considered that, since “inciting” speech is 
usually thought of as calculated to induce immediate action, 
and since Dennis held advocacy of action for future over- 
throw sufficient, this meant that advocacy, irrespective of its 
tendency to generate action, is punishable, provided only 
that it is uttered with a specific intent to accomplish over- 
throw. 


Then, in the next breath, the decision continued: 


In other words, the district court apparently thought that 
Dennis obliterated the traditional dividing line between 
advocacy of abstract doctrine and advocacy of action. 


Thus, we are told that to hold that advocacy of the violent overthrow 
of the Government of the United States, uttered with a specific intent 
to accomplish such overthrow, constitutes an offense without regard 
to the degree in which it is successful in bringing about action, is the 
same as holding that there is no difference between advocating abstract 
doctrine and advocating action. 
One page farther along, the decision refers to what it had previously 
called the district court’s view 
that advocacy (of violent overthrow of the Government) irre- 
spective of its tendency to generate action, is punishable, 
provided only that it is uttered with a specific intent to 
accomplish overthrow— 


the view of the district court here that mere doctrinal justi- 
fication of forcible overthrow, if engaged in with the intent to 
accomplish overthrow, is punishable per se under the Smith 
Act. 
Thus the decision equates “mere doctrinal justification’? with 
“advocacy.”’ 


In the next sentence, it adds: 


That sort of advocacy, even though uttered with the hope 
that it may ultimately lead to violent revolution, is too 
remote from concrete action to be regarded as the kind of 
indoctrination preparatory to action which was condemned 
in Dennis. 


Here, it has equated 


uttered with the hope that it may ultimately lead to violent 
revolution 


with 


uttered with a specific intent to accomplish the overthrow of 
the Government by force and violence. 
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It is difficult to be satisfied with this. 

A little farther along in the Yates decision, the Court uses this 
clause: 

Nor, indeed, is an agreement to advocate forcible over- 
throw itself an unlawful conspiracy if it does not call for 
advocacy of action. 

Unfortunately for attempts at an understanding of the decision, 
it has not explained how “an agreement to advocate forcible over. 
throw” could fail to “call for advocacy of action.” 

The key word here, of course, is “‘advocate”’ or ‘‘advocacy.””’ What 
the decision does is to take this word out of normal context, to rob 
it of its virility, to make it no longer an index of proscribed action, 
but a weak word of many meanings. The Court was aware of the 
traditional distinction between teaching and advocacy; it quoted 
approvingly respecting the— 


distinction between the statement of an idea which may 
prompt its hearers to take unlawful action, and advocacy 
that such action be taken. 


‘ 


But then, by equating “‘advocacy” with “mere doctrinal justification,” 
and by other means such as illustrated here, it obviously sought to 
develop the idea that there are two or more forms of f advoc: acy, 
one or some of which are not unlawful: and then to lead us further 
down the garden path to the conclusion that advocacy of action which 
does not succeed in producing the action advocated does not involve 
incitement and therefore is not unlawful. 
Here is a passage from the Watkins decision: 


In deciding what to do with the power that has been 
conferred upon them, members of the committee may act 
pursuant to motives that seem to them to be the highest. 
Their decisions, nevertheless, can lead to ruthless exposure of 
private lives in order to aaa data that is neither desired 
by the Congress nor use ful to it. Yet it is im possible in this 
circumstance, with constitutional freedoms in jeopardy, to 
declare that the committee has ranged beyond the area 
committed to it by its parent assembly because the boundaries 
are so nebulous. 


(We would never guess from this passage, if we did not already know, 
that the committee involved in the Watkins case was gathering 
information respecting the nature, extent, and location of Communist 
activities in the United States. The Court clearly feels that such data 
might not even be useful to the Congress.) 

This passage directly equates “exposure of private lives’ with 
“Jeopardy” to constitutional freedoms. This is an inaccuracy. There 
never has been any right, constitutional or otherwise, not to have wrong- 
doing EXLPOse d. 


9 


14TH AMENDMENT EXPANDED 
In the Sweezy case, speaking of “rights which are safeguarded by 
the Bill of Rights and the 14th amendment, ” the Court said: 


We believe that there unquestionably was an invasion of 
petitioner’s liberties in the areas of academic freedom and 
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political expression—areas in which government should be 
extremely reticent to tread. 


So now the 14th amendment protects ‘academic freedom”—as an 
undefined term which can mean anything the Court wants it to mean. 
This was almost the ultimate extrapolation of Mr. Justice Holmes’ 
prediction in 1930, in a dissenting opinion in the case of Baldwin v. 
Missouri,‘ where he said: 
I have not yet adequately expressed the more than anxiet 
that I feel at the ever-increasing scope given to the 14th 
amendment in cutting down what I believe to be the constitu- 
tional rights of the States. As the decisions now stand, I see 
hardly any limit but the sky to the invalidating of those rights 
if they happen to strike a majority of this Court as for any 
reason undesirable. 1 cannot believe that the amendment 
was intended to give us carte blanche to embody our economic 
or moral beliefs in its prohibitions. Yet I can think of no 
narrower reason that seems to me to justify the present and 
the earlier decisions to which I have referred. 


ANOTHER PASSAGE 


Another fine example of modern judicial sophistry in the same vein 
is to be found in this passage from the Yates decision, outlining the 
theory with which, in its decision, the Court majority concurred: 


It is argued that advocacy of forcible overthrow as mere 
abstract doctrine is within the free speech protection of the 
first amendment; that the Smith Act, consistently with that 
constitutional provision, must be taken as proscribing only 
the sort of advocacy which incites to illegal action; and that 
the trial court’s charge, by permitting conviction for mere 
advocacy, unrelated to its tendency to produce forcible 
action, resulted in an unconstitutional application of the 
Smith Act. 


The germ of thought here is that the proof of what advocacy will 
do is what it does; therefore, unless there is violent overthrow of the 
Government as a result of advocacy there is no offense in the 
advocacy. 

In other words, a conspiracy is not illegal unless it is effective. 

In the Watkins case, Mr. Chief Justice Warren complains that the 
situation between the House of Representatives and its Committee on 
Un-American Activities— 

insulates the House that has authorized the investigation 
from the witnesses who are subjected to the sanctions of com- 
pulsory process. 


Since this is clearly the case with all committees, and since Congress 
has operated under the committee system from the very beginning, 
one of its purposes in doing so being to “‘insulate’”’ the House from the 
witnesses who appear before its committees, one wonders if the Court 
is not telling the Congress that its whole traditional system of opera- 
tion must be abandoned, and some new system (perhaps to be devised 
and imposed by the Court?) must be sabetinabed. 


$281 U. S. 586, 
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In the Yates case, the trial court charged the jury that— 


Any advocacy or teaching which does not include the urging 
of force and violence as the means of overthrowing and destroying 
the Government of the United States [emphasis supplied] is not 
within the issue of the indictment here and can constitute no 
basis for any finding against the defendants. 

The kind of advocacy and teaching which is charged and 
upon which your verdict must be reached is not mere ly a 
desirability but a necessity that the Government of the 
United States be overthrown and destroyed by force and vio- 
lence and not merely a propriety but a duty to overthrow 
and destroy the Government of the United States by force 
and violence. 


Concerning this charge, the opinion states: 


We think that the trial court’s statement that the pro- 
scribed advocacy must include the “urging,” “necessity,” and 
“duty” of forcible overthrow, and not merely its “desira- 
bility” and “‘propriety,”” may not be regarded as a sufficient 
substitute for charging that the Smith Act reaches only 
advocacy of action for the overthrow of Government by 
force and violence. The essential distinction is that those to 
whom the advocacy is addressed must be urged to do some- 
thing, now or in the future, rather than merely to believe in 
something. 


The Court clearly does not think— 


the urging of force and violence as the means of overthrow- 
ing and destroying the Government of the United States 


involves urging the persons addressed— 


to do something, now or in the future, rather than merely to 
believe in something. 


In his separate opinion, in the Yates case, Mr. Justice Black 
declared: 


I also agree with the Court insofar as it holds that the trial 
judge erred in instructing that persons could be punished 
under the Smith Act for teaching and advocating forceful 
overthrow as an abstract principle. 


But the trial judge did not so instruct (pertinent portions of his 
charge to the jury were printed as a footnote to the Supreme Court 
decision), and the Supreme Court (the Harlan opinion) did not hold 
that the trial judge had so instructed. As pointed out earlier, the 
trial judge had said: 


Any advocacy or teaching which does not include the urg- 
ing of force and violence as the means of overthrowing and 
destroying the Government of the United States is not 
within the issue of the indictment here and can constitute 
no basis for any finding against the defendants. 


ae —_ &r We 
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In Watkins (paraphrasing a similar statement in Sweezy), Mr. Chief 
Justice Warren said: 


The mere summoning of a witness and compelling him to 
testify, against his will, about his beliefs, expressions or asso- 
ciations is a measure of governmental interference. 


(Interference, presumably, with the beliefs, expressions or associations.) 


And when those forced revelations concern matters that are 
unorthodox, unpopular, or even hateful to the general public, 
the reaction in the life of the witness may be disastrous. 


(In other words, uf he has been doing something wrong and people find out 
about it, he may get hurt.) 
This effect is even more harsh when it is past beliefs, expres- 
sions or associations that are disclosed and judged by current 
standards rather than those contemporary with the matters 
exposed. 
(A new factor has been added—judging; and not only judging, but judg- 
ing ‘by current standards rather than those contemporary with the matters 
exposed.’’) 
Nor does the witness alone suffer the consequences. Those 
who are identified by witnesses and thereby placed in the 
same glare of publicity are equally subject to public stigma, 
scorn and obloquy. 


(Not just “those who are identified” —but those who are “identified” a 
wrong-doers. This is of course true in any case where any criminal is 


identified by any witness.) 


Beyond that, there is the more subtle and immeasurable effect 
upon those who tend to adhere to the most orthodox and 
uncontroversial views and associations in order to avoid a 
similar fate at some future time. That this impact is partly 
the result of non-governmental activity by private persons 
cannot relieve the investigators of their responsibility for 
initiating the reaction. 
(In other words, promotion of unorthodox and controversial views ‘and 
associations” is desirable, and if would-be unorthodox and controversial 
persons are impelled into pathways of greater rectitude, temporarily or 
otherwise, because people are looking at them, that is in a sense chargeable 
to the people who look.) 
Mr. Chief Justice Warren said, in the Watkins case: 


We cannot simply assume, however, that every congres- 
sional investigation is justified by a public need that over- 
balances any private rights affected. To do so would be to 
abdicate the responsibility placed by the Constitution upon 
the judiciary to insure that the Congress does not unjustifi- 
ably encroach upon an individual’s right to privacy nor 
abridge his liberty of speech, press, religion or assembly. 


That is quite a statement. It enunciates the new principle that 
Congress may have a valid interest and yet no right to investigate. 
It creates a new constitutional right (the right to privacy) and a new 
constitutional duty (“the responsibility placed by the Constitution 
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upon the judiciary”). It overlooks the fact that the Constitution 
nowhere gave the Supreme Court the right to declare acts of Congress 
unconstitutional; that was a power asserted and grasped by John 
Marshall. Now the Court is asserting and grasping the power to 
declare, not Acts of Congress, but the official activities of the Congress, 
to be unconstitutional. 

It has always been a basic tenet of the theory laid down by Mr, 
Chief Justice Marshall in Marbury v. Madison that there is no genera] 
power in the courts to supervise legislation but that, when in the con- 
duct of regular judicial business a court is faced with the necessity of 
either following the Constitution in derogation of a statute passed by 
Congress, or following the statute in derogation of the Constitution, 
the court will follow the Constitution. Even in this case, under 
Marshall’s theory, the conflict between Constitution and statute must 
be clear and inescapable. How the Court can fit this theory to the 
new doctrine enunciated by Mr. Chief Justice Warren remains un- 
explained. 


One of the most interesting passages in the Watkins decision, from 
the standpoint of judicial semantics, is this: 


The Government contends that the public interest at the 
core of the investigations of the Un-American Activities Com- 
mittee is the need by the Congress to be informed of efforts 
to overthrow the Government by force and violence so that 
adequate legislative safeguards can be erected. From this 
core, however, the committee can radiate outward infinitely 
to any topic thought to be related in some way to armed 
insurrection. The outer reaches of this domain are known 
only by the content of “un-American activities.”” Remote- 
ness of subject can be aggravated by a probe for a depth of 
detail even further removed from any basis of legislative 
action. A third dimension is added when the investigators 
turn their attention to the past to collect minutiae on remote 
topics, on the hypothesis that the past may reflect upon the 
present. 

Surely even Mr. Chief Justice Warren would admit it is more than a 
“hypothesis” that “the past may reflect upon the present.’”’ As for 
investigators turning their attention to the past, 1t would be interesting to 
speculate upon how any witness could be asked to testify factually with 
respect to occurrences in the future. 

Let’s break down another passage, from the Warren decision in the 
Sweezy case, and study its components. 


The essentiality of freedom in the community of American 
universities is almost self-evident. 
(This sounds good—but the word “freedom” as used here is a semantic 
blank—there 1s no referent, and no way to know just what is meant.) 


No one should underestimate the vital role in a democracy 
that is played by those who guide and train our youth. 
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(Out of context, and standing alone, this 1s an unexceptionable statement.) 
To impose any straitjacket upon the intellectual leaders in 
our colleges and universities would imperil the future of our 
Nation. 


(This sentence sounds good but is false. ‘Intellectual leaders’’ are not 
immune from “straitjackets’’ if they become violently insane; neither are 
they, nor should they be, free from the civilized restraints imposed by 
socuety upon all men. Professors and teachers have no more right to be 
a law unto themselves than do artisis or writers—or lawyers, or plumbers.) 

The two quoted sentences above, taken together, convey the thought 
that because it is important who teaches the children of the Nation, 
we should not be concerned with either the qualifications or the con- 
duct of our teachers, This is, of course, a gargantuan non sequitur. 





) 
ANOTHER NON SEQUITUR 


In ordering acquittal of five of the fourteen defendants in the 
California Communist case, the Supreme Court attempted to justify 
its action by one of the prize non sequiturs of all time. The Court 
said: 

We think we may do this by drawing on our power under 
title 28, United States Code, section 2106, because under that 
statute we would no doubt be justified in refusing to order 

.cquittal even where the evidence might be deemed palpably 
insufficient, particularly since petitioners have asked in the 
alternative for a new trial as well as for acquittal. 


In other words, the Court says that because it has the power to send 
a case back for retrial before a jury, it has the power to overrule a jury 
and substitute itself in place of a new jury. To put it even more 
directly: because the Court has the power not to usurp the functions 
of a jury, it has the power to usurp the functions of a jury.® 


” OF THE COURT 


““AESOPIAN LANGUAGE 
As readers will have seen, in some of its 1957 decisions involving 
Communism and subversion, the Court has developed and employed 
a hi; phi refined variety of judic vial ‘“‘Aesopian language.” 
The Watkins decision contains numerous passages which seem to say 
one thine. but imply another. For instance, this: 


But a solution to our problem is not to be found in testing 
the motives of committee members for this purpose. Such 
is not our function. Their motives alone would not vitiate 
an investigation which had been instituted by a House of 
Congress if that assembly’s legislative purpose is being 
served. 


At first reading, the striking thing in that passage is the correct state- 
ment of the Court that testing the motives of committee members is 
not the Court’s function. But the most important thing in the passage 
is the indirect assertion by the Court of power to determine tf che legisla- 
tin purpose of the assembly is being served. It is hardly possible to 


§ As Mr. Justice Clark pointed out this is the first case in history in which the Supreme Court has ordered 
an acquittal solely on the facts. Perhaps the justification Mr. Justice Brennan gave was the best he could 
find for the Court’s action. 
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imagine a more flagrant usurpation of legislative power than this 
attempt to substitute the judgment of the Court for the judgment, of 
the House on the question of whether a committee, the creature of the 
House, is serving the purposes of the House.® 


Similarly, the Court said: 


The more vague the committee’s charter, the greater be- 
comes the possibility that the committee’s specific actions 
are not in conformity with the will of the parent House of 
Congress. 


This passage brings in a new factor—conformity; and appears to 
imply that from now on the Court, and not the parent House of 
Congress, is going to decide whether a committee is conforming to the 
will of its parent body. If this is the Court’s implication, and if the 
Court sticks to this line, then what has always heretofore been a 
procedural matter suddenly becomes jurisdictional; and what has 
always been the sole concern of the House of Congress involved 
becomes a matter for Court determination. 


Again, the Court said: 


In deciding what to do with the power that has been con- 
ferred upon them, members of the Committee may act pursu- 
ant to motives that seem to them to be the highest. Their 
decisions, nevertheless, can lead to ruthless exposure of pri- 
vate lives in order to gather data that is neither desired by the 
Congress nor useful to it. 


Since the case involved inquiry into Communist activity, this passage 
seems to say data on Communist activity is not useful to the Congress. 
In the Sweezy case the Court used this sentence: 


It is particularly important that the exercise of the power of 
velagtlladey process be carefully circumscribed when the 
investigative process tends to impinge upon such highly sensi- 
tive areas as freedom of speech or press, freedom of politic val 
association, and freedom of communication of ide as, particu- 
larly in the academic community. 


This may fairly be translated as saying: It is important that use 
of the subpoena power be limited when it affects speaking, writing, 
joining or teaching, especially in the case of professors. 

This is a new and dangerous pronouncement; and new also is the 
doctrine implicit here, that professors are special and constitutional 
protections apply to them with extra force. 

Further along in the Sweezy case, the Court criticized the decision 
in that case by “the New Hampshire State Supreme Court for holding 
that— 


what he (Sweezy) taught the class at a State university was 
found relevant to the character of the teacher. 


6‘ The Court further said ‘‘It is the responsibility of the Congress, in the first instance, to insure the com- 
pulsory process is used only in furtherance of a legislative purpose. That requires that the instructions to 
an investigating committee spell out that group’s justification and purpose with sufficient particularity.” 
So now a House of Congress is no longer the judge of the adequacy of the instructions or limitations it imposes 
on its committees? 


to 
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The question arises, why not? What Fagin taught was relevant in 
Fagin’s case. 
Again, in the Sweezy case, Mr. Justice Warren said: 


merely to summon a witness and compel him, against bis will, 
to disclose the nature of his past expressions ‘and associations 
is a matter of governmental interference in these matters. 


In other words, asking about what a man has done abridges his right 
to do 1. 
And in the same case, Chief Justice Warren wrote: 


The problems that are the respective preoccupations of 
anthropology, economics, law, psychology, sociology and 
related areas of scholarship are merely departmentalized 
dealing, by way of manageable division of analysis, with inter- 
penetrating aspects of holistic perplexities. For society’s 
good—if understanding be an essential need of society— 
inquiries into these problems, speculations about them, 
stimulation in others of reflection upon them, must be left 
as unfettered as possible. Political power must abstain 
from intrusion into this activity of freedom, pursued in the 
interest of wise government and the people’s well-being, 
except for reasons that are exigent and obviously compelling. 

These pages need not be burdened with proof, based on the 
testimony of a cloud of impressive witnesses, of the de- 
pendence of a free society on free universities. This means 
the exclusion of governmental intervention in the intellec- 
tual life of a university. 


In other words, rt is no business of the people or the people’s repre- 
sentatives what or how or by whom the young of the Nation are taught. 

The first sentence of the passage quoted above sounds like we ought 
to be able to understand it readily. 

Maybe we can simplify it a little; and there is one especially bother- 
some word, “‘holistic’’—let’s put in the definition of that word. 

‘Holistic’? means “of or pertaining to holism’’; and “holism” 
means “the philosophical doctrine of General Smuts, that the deter- 
mining factors in nature, and particularly in evolution, are wholes, 
such as organisms, and not their constituent parts.”’ 

So we see that the quoted sentence means, clearly, that the prob- 
lems which concern students in each of the fields of anthropology, 
economics, law, psychology, and sociology are just parts of overlap- 
ping problems of or pertaining to the philosophical doctrine of General 
Smuts, that the determining factors in nature, and particularly in 
evolution, are wholes, such as organisms, and not their constituent 
parts. 

Now, what does that mean? 

Whatever it means, it is still Aesopian language; and it certainly 
is not an essential element in determination of whether Mr. Sweezy 
could be required to answer questions about his activities. 

Look at this passage from the Watkins decision: 


[t is, of course, not the function of this Court to prescribe 
rigid rules for the Congress to follow in drafting resolutions 
establishing investigating committees. 
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(That sounds good, but what it really amounts to is an assertion that 
it is the function of the Court to prescribe some rules for the Congress 
to follow in drafting resolutions establishing investigative committees.) 


That is a matter peculiarly within the realm of the legis- 
lature, and its decisions will be accepted by the courts up to 
point where their own duty to enforce the constitutionally 
protected rights of individuals is affected. 


(In other words, this is a matter solely within the jurisdiction of the 
legislative branch under our constitutional provision for three separate 
but equal branches of Government; but the Supreme Court is going 
to move in on the field anyhow, because it feels its own power as a 
constitutionally coordinate branch of Government is superior to the 
power of the Congress.) 

In Watkins, Mr. Chief Justice Warren pictures the Supreme Court 
as a defender of “the right of citizens to carry on their affairs free 
from unnecessary governmental interference.” The Court, Mr, 
Justice Warren indicates, must “strike a balance” between this “Tight 
of citizens” and “‘the public need for a particular interrogation” by a 
congressional committee. This appears to imply that the Court is 
going to weigh the usefulness of Congress, or at least the degree of 
congressional need for information in a particular field. Up until the 
Watkins decision, assessment of its needs for information was con- 
sidered a function of the Congress. 

Mr. Justice Warren goes on to indicate beyond question that he has 
abandoned the time-honored theory that a valid legislative purpose 
justifies congressional inquiry. Given such a legislative purpose, Mr. 
Justice Warren wants to ascertain further “the importance of that in- 
formation to the Congress in furtherance of its legislative function.” 
He then admits that ‘‘no court can make this critical judgment” be- 
cause, he says, “‘the House of Representatives itself has never made 
it.” Continuing, he declares that ‘‘only the legislative assembly ini- 
tiating an investigation can assay the relative necessity of specific 
disclosures.”’ 

That last sentence is another one that sounds good until you look 
at it closely. Then you see that it twists the rule into what appears 
to be a requirement that the whole House pass specifically on the 
questions to be asked by its committees. Any such requirement, of 
course, would sabotage the committee system because it denies the 
whole House authority to delegate to its committees sufficient au- 
thority to get their work done without consuming the time of the 
House in the doing of it. 

In the next paragraph of the Watkins decision, Mr. Justice Warren 
said: 

Plainly these committees are restricted to the missions 
delegated to them, i. e., to acquire certain data to be used 
by the House or the Senate in coping with a problem that 
falls within its legislative sphere. No witness can be com- 
pelled to make disclosures on matters outside that area. 


It appears the Court is going to determine in each instance whether 
a committee has overstepped the bounds of the mission delegated to 
it—even though, as the Court has pointed out, this is a function only 
the whole House of Congress could properly perform. One must ask, 
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if the House is satisfied with the committee’s work, what standing 
has the Court to interfere? Surely, either House of the Congress 
could delegate all of its investigatory powers to a single committee. 
That being so, the Congress must have the right to delegate all of 
its investigatory powers within a particular area. That the Congress 
in its discretion makes the area broad should not vitiate the grant. 


CORRECTIVE MEASURES CONSIDERED 


Contemplation of the various Supreme Court decisions in cases 
involving communism and subversive activity has led inevitably to 
consideration of various aspects of the situation bearing on the possi- 
bility and desirability of legislative action to correct what the Congress 
may believe to have been the errors of the Court. 

Thus the National Association of Attorneys General has urged that 
Congress enact legislation to strengthen the hands of both Federal and 
State agencies in dealing with subversion, and to maintain “a reason- 
able balance of power’ between Federal and State governments,’ 
And the Association of State Chief Justices has gone on record as 
favoring legislation to restore the right of States to control the practice 
of law within their borders.’ 

At least two courses of action are open to the Congress. One course 
involves legislation specifically declaring congre sional intent where 
the Court has misconceived or misconstrued it. Another course 
involves legislative limitation of the appellate jurisdiction of the 
Court. These courses are not mutually exclusive. 

[t may be that with respect to some matters (such as State control 
of bar admissions) nothing the Congress does by way of legislation will 
prove effective, so long as the Supreme Court retains jurisdiction over 
these matters; for in the last analysis, any legislation the Congress 
enacts (except legislation jurisdic ‘ional in impact) eventually will 
come before the Supreme Court for “interpretation,” and the Court 
will have an opportunity to ‘‘interpret” the legislation out of context, 
render it otherwise ineffective, or declare it unconstitutional. 

This much seems certain: the Congress has both the right and the 
duty to preserve and protect its own autonomy as an independent 
and coequal branch of the Government; to protect the rights of the 
States, guaranteed under the 10th amendment of the Constitution, 
and restore them where they have been wrongly abridged; and to 
protect the internal security of the United States to the fullest possible 
degree. The only means available for accomplishing these objectives 
is through passing laws 


‘INTERPRETATION’ OF STATUTES 


While the Supreme Court may interpret a statute in any case 
properly before the Court where the meaning of the statute is at issue, 
there is nothing in reason, law or ethics—and certainly nothing in the 
Constitution—which requires the Congress to accept an interpretation 
which is contrary to Congress’ own intent. Obviously, the Supreme 
Court does not direct nor control congressional intent. Thus it is not 
only the right but the duty of the Congress to speak appropriately, 


'See appendix M for recommendation In full, 
*See appendix L, 
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through legislation, when the Supreme Court has given a statute a 
meaning contrary to the meaning which the Congress desires it to have. 

For Congress to take corrective action in such a case is not to 
derogate from the power or authority of the Supreme Court, nor to 
demean the Court in any way, nor to “overrule” the Court. The 
decision of a court only stands as the law of the particular case to 
which the decision applies; and this is true of Supreme Court decisions 
just as much as it is of decisions of any lower court. When the 
Supreme Court interprets a statute contrary to the intent of the 
Congress, of course, the particular decision which involved that 
interpretation will stand as the law of the case, no matter what 
Congress does about correcting the Court’s mistake for the future, 
by passing legislation which will have applicability in similar cases 
which may later arise. 

So when the National Association of Attorneys General asked Con- 
gress to take legislative action to overcome the Court-written fiction 
of supersession of State laws by congressional “preemption,’’ this 
organization of the chief law officers of the various States was not 
asking the Congress to do anything it should not do, but was only 
calling upon the National Legislature to perform its proper function. 


NELSON AND SWEEZY 


It is the view of the subcommittee that this request is soundly 
based. The Nelson case prevents the people of any State, through 


their State legislature, from enacting laws against subversive activity. 


The Sweezy decision demes them even the power to investigate sub- 
versive activily 

This immobilization of all State antisubversive efforts, achieved by 
the Supreme Court’s decision in the Nelson and Sweezy cases, re- 
quires the promptest possible legislative action by the Congress to 
make it clear that no congressional intent exists to foreclose the States 
from legislating with respect to subversive activities within their 
borders, or from conducting legislative or other investigations of such 
activity. 

YATES 


By declaring the intent of Congress to be different than what Con- 
gress had said it was, the Supreme Court in the Yates case made in- 
effective the Smith Act provision against organizing to overthrow the 
Government of the United States by force and violence. 

It would seem this can be corrected by enactment of appropriate 
legislation to declare congressional intent with respect to the meaning 
of the word “organize.”’ 

Damage done by the Yates decision to the Smith Act prohibition 
against advocating the overthrow of the Government of the United 
States by force and violence will not be so readily repaired; but the 
committee is of the opinion the effort should be made. The Court 
appears to have adopted the conception that the proof of what advo- 
cacy will do is what it does, and therefore, that unless there is violent 
overthrow of the Government as a result of advocacy there is no 
offense in the advocacy. This is the same as saying that a conspiracy 
against the Government is not illegal unless it is effective. The com- 
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mittee believes that the strongest possible legislative effort should be 
made to overturn this doctrine. 


WATKINS 


Perhaps too much stress has been laid on the Supreme Court’s re- 
fusal, in the Watkins case, to enforce a contempt action against a wit- 
ness before a congressional committee. There is a tendency to over- 
look the fact that the power to punish for contempt of Congress is 
innate in the Congress itself, and in each of the Houses of the Con- 
cress. The criminal contempt statute was enacted to simplify the 
procedure in contempt cases and to relieve Congress of the burden of 
trying contempts. But even if this statute has been rendered im- 
potent by the Supreme Court decision—a point which is in doubt— 
it is clear that the inherent power of Congress to punish for contempt 
remains.° 

Whether the contempt statute itself can be shored up by new legis- 
lation will depend in the last analysis upon the Supreme Court’s 
future attitude. In the Watkins case, Mr. Chief Justice Warren 
wrote: 


Clearly, an investigation is subject to the command that 
the Congress shall make no law abridging freedom of speech 
or press or assembly. While it is true that there is no statute 
to be reviewed, and that an investigation is not a law, never- 
theless an investigation is part of lawmaking. It is justified 
solely as an adjunct to legislative process. ‘The first amend- 
ment may be invoked against infringement of the protected 
freedoms by law or by lawmaking. 


It is clear that the Chief Justice overlooked or ignored the fact that 
while a law is static, its boundaries precisely ascertainable, an investi- 
gation necessarily cannot be so; for the legislative process involves 
not merely the writing and enactment of laws, but the determination 
of facts, conditions, or circumstances which may make a law necessary 
or unnecessary, or to which a law may apply. Congress must decide, 
before it writes a law, whether there should be a law, and also what 
kind of a law may be made without abridging or infringing any con- 
stitutionally protected freedoms. But if the Supreme Court should 
persist in the same kind of myopia on this question which is apparent 
in the Watkins case, it might be very difficult for the Congress to enact 
a contempt statute, applicable to witnesses before its committees, 
which the Supreme Court would uphold. Nevertheless, it is the view 
of the subcommittee that a determined effort to accomplish this should 
be made. 

SCHWARE AND KONIGSBERG 


The Supreme Court decisions (in the Schware and Konigsberg 
eases), holding an individual’s past membership in the Communist 
Party insufficient in itself to justify a State’s refusal to license him in 
the practice of law, and in effect denying to State bar examining boards 
the right to reject a candidate who refuses to answer questions on 
matters relevant to his qualifications, probably cannot be reached 
directly by Federal legislation. However, the stultifying effect of 


*So do the practical diffeulties of exercising it, which led the Congress to enact a contempt statute in an 
attempt to divest itself of the time-consuming burden of sitting as a tribunal to try its own contempt cases. 
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these decisions can be removed by legislation withdrawing Federal 
appellate jurisdiction over decisions of top State courts with respect 
to such matters. The subcommittee favors enactment of such legis- 
lation. 

WIRETAPPING 


The Supreme Court’s holding, in the case of Benanti v. U. S., 
decided December 9, 1957, that section 605 of the Federal Communi- 
cations Act should be construed to operate to prevent a State from 
authorizing wiretapping in the exercise of its legitimate police func- 
tions, stresses the importance of prompt consideration by the C ongress 
of the whole wiretapping question. The Department of Justice has 
long urged that wiretapping be authorized in national-security cases, 
—_ ee cases, and perhaps in certain other cases. The subcom- 

ittee believes that a high priority should be assigned to consideration 
of appropriate le; gislation in this field. Some members of the sub- 
committee feel that any authorization for wiretapping in special 
emergencies, such as internal-security cases, even under the greatest 
possible safeguards, should be granted only as an exception to “general 
legislation prohibiting wiretapping in all other instances. The sub- 
committee points out that section 605 of the Communications Act, 
the only Federal law on wiretapping now in existence, does not pro- 
hibit interception of wire or wireless communications, but only 
prohibits disclosure of information thus obtained. 

The subcommittee has directed its staff to make a comprehensive 
study of needed legislation in the internal-security field, and the 
special p roblems involved, with a view to the speediest possible proc- 
essing of whatever legislation of this nature may be referred to the 
subcommittee. 

In connection with the subject matter of this section of its report, 
the subcommittee submits the following conclusions and recommenda- 
tions: 

CONCLUSIONS 


The fifth amendment continued to be the major refuge of Com- 
munists unwilling to testify before congressional committees, but use 
of the first amendment as an alleged basis for refusal to testify increased 
during 1957. 

Supreme Court decisions during 1957 posed additional legislative 
problems on subversion for the Congress to solve. 

Decisions of the Supreme Court during 1957 operated to continue 
the undermining of official efforts at effective anti-Communist activity 
in the United States. 

The Supreme Court in its decision in the Yates case has in effect 
invalidated the ‘‘organizing”’ section of the Smith Act. 

The Supreme Court, in the Yates case, so construed congressional 
intent, with respect to the ban on advocating violent overthrow of the 
Government, as to set up a very difficult and uncertain standard for 
this crime, thus making a substantial part of the Smith Act virtually 
ineffective. 

Antisubversive activity by State authorities, which was hampered 
and deterred by the Supreme Court decision in Pennsylvania v. Nelson, 
has been further interfered with and virtually ended by the Supreme 
Court decision in the case of Sweezy v. New Hampshire. 
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The Supreme Court’s construction of the ‘“‘pertinency” rule in its 
decision in the Watkins case has made virtually impossible effective 
administration of the contempt statute as applied to witnesses before 
congressional committees. 

Decisions of the Supreme Court in the Schware and Konigsberg 
cases have taken from the States the right to control the practice of 
law within their respective boundaries. 


RECOMMENDATIONS 


The Congress should enact legislation to preserve the autonomy of 
the Congress and its respective Houses in the control of their own 
affairs. 

The Congress should enact legislation to restore to the individual 
States full control over the practice of law within their respective 
boundaries. 

The Congress should enact legislation to permit investigation by 
State authority and valid action by State legislatures for the purpose 
of combatting subversive activity. 

The Congress should amend the Smith Act so as to define reasonably 
and adequately the meaning of “organize” and “organizing.” 

The Congress should amend the Smith Act to declare its time intent 
with respect to banning the advocacy of violent overthrow of the 
Government, and restore clarity and certainty to the definition of this 
crime. 

The Congress should enact legislation to eliminate uncertainty re- 
specting questions involving pertinency under the congressional con- 
tempt statute. 

The Congress should enact legislation to make clear its intent that 
individuals found to be security risks shall be ineligible to hold any 
employment in or under the Government of the United States, whether 
or not in positions designated as “‘sensitive.”’ 

The Congress should by law require that any Soviet alien who has 
entered the United States with diplomatic or semidiplomatic status 
shall disclose to the Department of State any connection he may have 
had at any time with the espionage service or secret police of any 
Soviet or Soviet-dominated nation. 

The Committee on the Judiciary, or an appropriate subcommittee 
thereof, should undertake a study to determine the constitutionality 
of legislation to make it a condition of Government employment in any 
capacity that the employee shall give responsive answers to any ques- 
tions put to him by any authorized tribunal of the United States 
respecting his loyalty to the United States. 

The Committee on the Judiciary, or an appropriate subcommittee 
thereof, should undertake a study to determine how best the internal 
security of the United States can be protected by the enactment of 
laws to more effectively deter and punish industrial espionage. 


25011—58-——-15 











APPENDIX A 


DIGEST OF SENATE AND HOUSE BILLS AND RESOLUTIONS 
CONCERNING COMMUNISM, SUBVERSIVE ACTIVITIES, 
TREASON, ESPIONAGE, SABOTAGE, ETC., INTRODUCED 
DURING THE 1ST SESSION OF THE 85TH CONGRESS 


(1957) 


i (Compiled by the subcommittee staff with the assistance of the Legislative 
i Reference Service of the Library of Congress) 


SENATE 


S. 37. Mr. Malone; January 7, 1957 (Post Office and Civil Service). 
Federal Employees’ Loyalty Act of 1957: Creates a 3-member 
Loyalty Review Board to be appointed by the ee with 
the advice and consent of the Senate for a 6-year term, except 
with respect to initial appointees, and to be caepennaiae at an 
annual rate equal to that received by the assistant secretaries of 
the executive departments, the Chairman of the Board to receive 
$1,000 a year in excess of that received by the other two Board 
members. Authorizes the Board to appoint such investigators, 
attorneys, og other employees and to make such expenditures 
necessary to carry out its functions. Directs the Board to 
establish bath number of subordinate boards as it may deem 

necessary to carry out the functions hereinafter described. 
Directs an investigation of certain employees and all appli- 
cants to determine whether there is a reasonable doubt of loyalty 
to the United States of any such employee or applicant. Re- 
quires the Civil Service Commission to conduct preliminary 
investigations of (1) all employees appointed prior to investiga- 
tion, and (2) all spolinntae Provides that whenever any infor- 
mation is de eaiuaal in any such investigation indicating that an 
employee or applicant is ‘of questionable loyalty to the United 
States, the Commission shall terminate its investigation immedi- 
ately and furnish such information to the Federal Bureau of 
Investigation, upon the happening of which the employee shall 
be suspended. Permits the Commission, whenever during the 
course of such investigation derogatory ‘information regarding 
the qualifications or conduct of the employee or applicant, other 
than with respect to his loyalty, is developed, to cause the 
removal of such employee or prevent the appointment of such 
applicant. Provides that a department head may suspend an 
employee when he determines that there is a resonable doubt 
as to his loyalty and refer the case to the Federal Bureau of 
Investigation for investigation and to the Board for adjudica- 
tion. Authorizes the P resident to cause full field loyalty inves- 
tigations when he deems it to be in the national interest. Pro- 
vides that the Federal Bureau of Investigation shall transmit 
immediately upon completion of each full field loyalty investi- 
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gation a full report to the Board. Provides for payment for the 
period of suspension to mer ees restored to their positions 
where no reasonable doubt of loyalty was discovered. 

Stipulates procedure for adjudication of loyalty by the Board, 
Provide s for judicial review where there is an adverse finding by 
the Board upon the filing of a complaint by the employee in 
eenation. 

Defines activities which the Board shall use as a basis for 
removal of employees from employment or prevention of attain- 
ing employment. Requires the Board to make an annual report 
outlining its work during the preceding year, together with any 
recommendations it ma y “deem advisable with respect to its activ- 
ities. Provides for fingerprinting employees not heretofore finger- 
printed. Prohibits persons herein defined as disloyal from accept- 
ing or holding any Government office or position and provides 
penalties for violation of the same. 

No action in first session. 

. Mr. McClellan and others; January 7, 1957 (Judiciary). 

(See H. R. 3.) 

Prohibits any act of the Congress from being construed as 
indicating an intent on the part of Congress to occupy the field 
in which such act operates, to the exclusion of all State laws on 
the same subject matter, unless such act contains an express pro- 
vision to that effect. Provides that no act of Congress shall be 
construed as invalidating a provision of a State law which would 
be valid in the absence of such act unless there is a direct and 
positive conflict between an express provision of the act and such 
provision of the State law. 

February 13, 1957: Reported by Internal Security Subcom- 
mittee to Judiciary. . 

No action in first session. 

S. 371. Mr. Goldwater; January 9, 1957 (Labor and Public Welfare). 

Repeals the provisions of the Labor Management Relations Act 
of 1947 (Taft-Hartley) requiring the officers of all labor organiza- 
tions to sign a non-Communist affidavit before their unions are 
entitled to the facilities of the National Labor Relations Board 
(repealing U. S. C. 29: 159h). 

No action in first session. 

S. 654. Mr. Bridges and others; January 17, 1957 (Judiciary). 

Provides that the Federal laws relating to criminal subversion 
and sedition shall not prevent the enforcement in the courts of 
any State of the United States of any statute of such State 
prescribing criminal penalties for such acts. 

February 1, 1957: Referred to Judiciary Committee; pending 
in Internal Security Subcommittee. 

No action in first session. 

S. 856. Messrs. McNamara, Clark, and Murray; January 25, 1957 
(Labor and Public Welfare). 

Similar to S. 371. 

No action in first session. 

S. 1006. Mr. Watkins and others; February 1, 1957 (Judiciary). 

Revises the basic quota system of the Immigration and 
Nationality Act of 1952. Grants the President power to author- 
ize the parole by the Attorney General into the United States of 
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escapees from Communist tyranny, who have fled from their 
homelands and are in other non-Communist countries. Limits 
the number of such escapees to the average annual number of 
aliens who have been permitted to come into the United States 
each year since June 25, 1948. 

No action in first session. 

S. $08 Mr. McClellan and others; February 4, 1957 (Labor and 
Public Welfare). 

oe private educational institutions and training estab- 
lishments giving assistance to veterans under the Veterans’ Re- 
adjustment Assistance Act of 1952 and part VIII of Veterans 
Regulation No. 1 (a) to file non-Communist affidavits with the 
Administrator of Veterans’ Affairs, and requires disapproval under 
the act, or such part of any such institution or establishment 
which fails to file such an affidavit (amending U. S. C. 38: 971). 

Hearings held before the Senate Committee on Labor and 
Public Welfare, March 18, 19, 22, 27, 29, April 5, June 3 and 6, 
1957. No further action in first session. 

S. 1140. Mr. Butler; February 11, 1957 (Judiciary). 

Defense Facilities Protection Act of 1954: Authorizes the Presi- 
dent, whenever he finds and proclaims that the security of the 
country is threatened, to protect defense facilities from sabotage 
and espionage within a framework satisfying requirements of due 
process, etc. Permits him to prescribe rules and regulations to 
prevent access to such facilities by those likely to commit sabo- 
tage, espionage, or other subversive acts. Sets up procedures to 
be followed im barring such individuals providing them with 
notification of charges and a chance to defend themselves, except 
in certain cases, summary suspension may be granted, but in such 
cases, if the individual is thereafter cleared, the United States 
must provide compensation for such loss of earnings. 

Provides that the term ‘defense facility” have the same 
broad meaning it has in title I of the Internal Security Act of 
1950. Directs the Secretary of Defense to designate and pro- 
claim a list of defense facilities with respect to ‘which he finds 
and determines that the security of the United States requires 
the exclusion of members of Communist organizations. Re- 
quires that such list be published in the Federal Register and the 
management of any liste d facility notified. Authorizes the impo- 
sition of penal sanction for willful violations, and makes such 
offenses punishable by a fine of not more than $10,000 or by 
imprisonment for not more than 5 years, or both. Provides 
that nothing in this act will deprive any person of the rights or 
benefits he may enjoy under the National Labor Relations Act. 

February 12, 1957: Referred to subcommittee; pending before 
Internal Sec urity Subcommittee. 

No action in first session. 

1254. Mr. Butler; February 18, 1957 (Judiciary). 

Gives preference to consider: cel by the Federal courts of 
criminal proceedings involving treason, espionage and censorship, 
sabotage, sedition, and subversive activities. Increases to 15 
years the statute of limitations applicable to such offenses (amend- 
ing U.S. C. 18: chs. 37, 105, 115, and 213). 
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March 5, 1957: Referred to Internal Security Subcommittee. 


May 13, 1957: Reported to Judiciary by Internal Security 
Subcommittee. 


No action in first session. 

S. 1554. Messrs. Javits and Ives; March 12, 1957 (Judiciary). 
Similar to S. 1006. 

santo action in first session. 

S. 2( Mr. Case of New Jersey and others; May 8, 1957 (Judiciary). 
Similar to S. 1006. 

No action in first session. 

2399. Mr. Johnston of South Carolina; June 26, 7 (Post Office 

and Civil Service). 

Federal Security Act: Establishes in the executive branch of 
the Government a Central Security Office, which shall not be a 
part of or supervised by any other department or agency of the 
executive branch. Provides that the principal office of the Cen- 
tral Security Office be in the District of Columbia. Sets up a 
Director to administer the Office and provides for an Assistant 
Director for Hearings and an Assistant Director for Administra- 
tion. Establishes within the Office a Central Review Board to 
be composed of three members. Requires an investigation of all 
personnel in the Office. 

Directs the Director to establish and maintain suitable initial 
and in-service training programs for the instruction of officers and 
employees of the Office. Requires the Director to conduct peri- 
odic conferences of security officers of executive agencies to (1) 
furnish to such officers such information as may be required cH 
the effective discharge of their duties and responsibilities, and ( 
provide for the establishment to the greatest practicable ae 
of uniformity in the practices and procedures of executive agen- 
cies in carrying into effect loyalty and security programs. Re- 
quires the Director to make and conduct continuing surveys and 
inspections of the regulations promulgated and the practices and 
procedures employed by the various executive agencies to carry 
into effect loyalty and security programs. He shall receive, in- 
vestigate, and evaluate complaints made by Government con- 
tractors with respect to the requirements imposed upon them 
under security programs of executive agencies. Requires an- 
nual reports to the President and the Congress concerning the 
operations of the Office. 

Sets up a procedure for hearing and review of loyalty and 
security programs. Sets up a civilian employee’s loyalty pro- 
gram providing for (1) investigations, (2) evaluation, (3) hearings, 
(4) determinations, (5) transfer and suspension of employees, and 
(6) readjudication. Doaaiiies for industrial personnel-security 
programs. Sets up standards and criteria for loyalty and security 
determinations. Provides the procedure for review and final de- 
terminations. 

Amends the Veterans’ Preference Act to provide that it not 
apply to any preferenc e eligible who has been furloughed or 
separated under the Federal Security Act because of the existence 
of reasonable doubt as to his loyalty to the Government of the 
United States. Provides that no employee in the classified civil 
service of the United States, who has completed a probationary or 






ra) 





re, 


INTERNAL SPCURITY—1957 REPORT 225 


trial period employed in the civil service, etc., or department re- 
ferred to in the Veterans’ Preference Act shall be discharged, 
suspended for more than 30 days, furloughed without pay, re- 
duced in rank or compensation, or debarred for future appoint- 
ment except for such cause as will promote the efficiency of the 
service and for reasons given in writing, and the person discharged 
shall have at least 30 days’ advance written notice, and shall have 
the right to appeal to the Civil Service Commission from an 
adverse decision of the administrative officer. 

No action in first session. 

S. 2401. Mr. Thurmond; June 26, 1957 (Judiciary). 

Restores State authority to enforce their own subversion and 
sedition laws which are not in conflict with Federal statutes. 
Limits the appellate jurisdiction of the Federal courts in cases 
oe to the public schools. 

July 1, 1957: Referred to Internal Security Subcommittee. 

Pending i in Internal Security Subcommittee. 

No action in first session. 

S. 2414. Messrs. Cotton and Stennis; June 27, 1957 (Armed Services). 

Similar to S. 2399. 

No action in first session. 

S. 2415. Messrs. Cotton and Stennis; June 27, 1957 (Armed Services). 

Provides a standard of loyalty to the United States Government 
for military personnel. Prescribes procedures for the determina- 
tion of loyalty of such personnel. Sets up hearings, boards of 
inquiry, criteria for the determination of reasonable doubts as to 
loyalty, and provides for a board of review. 

No action in first session. 

S. 2416. Messrs. Cotton and Stennis; June 27, 1957 (Judiciary). 

Immigration and Passport Security Act: Gives the Attorney 
General all the powers, duties, and functions now exercised by the 
Secretary of State under the Immigration and Nationality Act 
with respect to the issuance and revocation of visas except 
diplomatic visas. Denies admission to foreign states who refuse 
to accept deportees to that state. Provides for the detention and 
supervision of deportees. Requires the Attorney General to 
make annual reports on waivers made each year. Requires a 

central index of aliens entering the country. Sets up procedures 
for passport security. 

Pending in Immigration subcommittee. 

No action in first session. 

2417. Messrs. Cotton and Stennis; June 27, 1957 (Judiciary). 

Prohibits the unauthorized disclosure of certain information 
critically affecting the national defense. Makes it a fine of up to 
$10,000 or imprisonment for not more than 5 years or both for 
such disclosure. 

No action in first session. 

2418. Mr. Cotton; June 27, 1957 (Judiciary). 

Authorizes investigative officers of the United States with the 
approval of the Attorney General, to intercept and disclose under 
stated conditions wire and radio communications in the detection 
and prosecution of offenses against the security of the United 
States. 

No action in first session. 
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S. 2646. Mr. Jenner; July 26, 1957 (Judiciary). 


S. 2770. Mr. Fulbright; August 13, 1957 (Foreign Relations). 
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Provides that the Supreme Court of the United States shall not 
have jurisdiction to review (1) any function of any committee of 
the United States Congress, or any proceeding against a witness 
charged with contempt of Congress; (2) any action, etc., of any 
officer of the executive branch of the Federal Government in 
regard to security cases; (3) any statute or exe cutive regulation of 
a State government which is to control subversive “activities; 

(4) any rules, etc., of a school board, etc., concerning subversiv e 
activities; or (5) any rule, etc., of any board of bar examiners 
pertaining to the admission of persons to the practice of law 
within the State. 

July 31, 1957: Referred to Internal Security Subcommittee. 

Aug. 7, 1957: Public hearing. 

Aug. 8, 1957: Reported by Internal Security Subcommittee to 
Judiciary. 

No action in first session. 


United States Travel Act: Provides that no restraint shall be 
placed on the travel abroad of United States citizens except that 
passports may be denied citizens on the following grounds: (a) 
Reason to believe the citizen will violate the laws of the United 
States while abroad; (6) presumptive conclusion that citizen is a 
member of the Communist Party; and (c) citizen owes the Gov- 
ernment of the United States money for previous transportation 
back to the United States. 

However, travel abroad of citizens may be restrained during 
time of war or national emergency. 

Entitles persons denied the right to receive a passport to receive 
a full and fair hearing before a board of passport appeals, and 
permits the citizen to make an appeal from the board’s final 
decision to the United States district court. 

No action in first session. 


S. 2891. Mr. Curtis (for Mr. Hruska); August 30, 1957 (Judiciary). 


Similar to S. 2900. 

Deems any question pertinent, for purposes relating to the 
punishment of contempt of Congress, unless timely objection is 
made on the ground that such question lacks pertinency, or when 
such objection is made, if such question is ruled pe rtinent by the 
body, and the ruling is not reversed on appeal (amending U.S. C. 
2: 192). 


ads 


No action in first session. 


2896. Mr. Eastland; August 30, 1957 (Judiciary) 


Requires the disclosure by ae entering the United States 
with diplomatic or se midiplomatic status of any past connection 
with the espionage service or secret police of any Communist or 
Communist-dominated nation. 

No action in first session. 


2897. Mr. Eastland; August 30, 1957 (Judiciary). 


Makes it a criminal offense for any alien to enter the United 
States on a diplomatic passport under an alias or any name other 
than his own true and full name (amending U. S. C. 18: 1546). 
No action in first session. 
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. 2898. Mr. Eastland; August 30, 1957 (Judiciary). 

Makes it a criminal offense to enter into collusion with any 
foreign government to evade the laws and regulations of the 
United States relating to the issuance and use of passports. 

No action in first session. 

. 2899. Mr. Eastland; August 30, 1957 (Judiciary). 

Provides for the loss of citizenship of United States nationals 
who assist in the communization of any foreign state or accept 
employment under a Communist Government. 

No action in first session. 

5. 2900. Mr. Eastland; August 30, 1957 (Judiciary). 

Deems any question pertinent, for purposes relating to the 
punishment of contempt of Congress, unless timely objection is 
made on the ground that such question lacks pertinency, or 
when such objection is made, if such question is ruled pertinent 
by the body, and the ruling is not reversed on appeal (amending 
U.S. C. 2: 192). 

No action in first session. 

S. 2901. Mr. Eastland; August 30, 1957 (Judiciary). 

Requires each applicant for a passport to include in his appli- 
cation a declaration under oath obligating such applicant, as a 
condition to the issuance of such passport, to provide, upon 
request, a full and accurate report concerning the places outside 
the United States which were visited by such applicant subsequent 
to the issuance of any such passport and prior to its final expira- 
tion. 

No action in first session. 

S. 2902. Mr. Eastland; August 30, 1957 (Judiciary). 

Authorizes the Attor1 ney General of the United States to parole 
into the United States certain aliens whose testimony is sought 
by any committee of the Congress. 

No action in first session. 

S. 2903. Mr. Eastland; August 30, 1957 (Judiciary). 

Strengthens the authority of the Attorney General in super- 
vising and deporting aliens under the Immigration and Nation- 
ality Act. 

No action in first session. 


HovussE 


H. R. 3. Mr. Smith of Virginia; January 3, 1957 (Judiciary). 

Similar to S. 337. 

Prohibits any act of the Congress from being construed as 
indicating an intent on the part of Congress to occupy the field 
in which such act operates to the exc lusion of all State laws on 
the same subject matter, unless such act contains an express 
provision to that effect. Provides that no act of the Congress 
shall be construed as invalidating a provision of a State law w hich 
would be valid in the absence of such act unless there is a direct 
and positive conflict between an express provision of the act and 
such provision of the State law. 

No action in first session. 
¥. 19. Mr. Selden; January 3, 1957 (Judiciary). 

See digest of H. R. 3. 
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R. 185. Mr. Gross; January 3, 1957 (Ways and Means). 

Prohibits the importation of pork or any other agricultural 
commodity or oale produced in or last exported from the 
Soviet Union, Poland, or other nation or area dominated or con- 
trolled by the foreign Government controlling the world Com- 
munist movement. 

No action in first session. 

R. 253. Mr. Keating; January 3, 1957 (Education and Labor). 

Requires an employer affected by the provisions of the National 
Labor Relations Act, etc., relating to questions of representation 
in collective-bargaining units and complaints of unfair labor 
practices to file an affidavit that he is not a member of the Com- 
munist Party. Each principal officer of a corporation, company, 
etc., shall also be required to furnish such an affidavit. 

No action in first session. 

R. 269. Mr. Keating; January 3, 1957 (Judiciary). 

Authorizes the admission into evidence of information inter- 
cepted in national security investigations in any criminal pro- 
ceeding in any court established by Congress in criminal cases 
involving interference with national security or defense by trea- 
son, sabotage, espionage, etc., if such information is obtained 
after the issuance of an ex parte order by a Federal judge author- 
izing the interception. 

Provides that no person shall intercept or attempt to intercept 
any communication by wire or radio, not being authorized in 
advance by the sender or the recipient ther ‘eof, except (1) author- 
ized agents of the United States seeking evidence in accordance 
with the provisions of this act, (2) authorized agents of the 
Federal Bureau of Investigation, ete. 

No action in first session. 

R. 320. Mr. Lane; January 3, 1957 (Judiciary). 

‘Provides that State and Federal courts may require that lega- 
cies payable to persons domiciled in a communistic country “be 
paid in the form of necessaries of life. 

No action in first session. 

R. 513. Mr. ae January 3, 1957 (Judiciary). 

See H. R. 

R. 679. Mr. Hiestand: January 3, 1957 (Judiciary). 

See H. R. 3 

R. 744. Mr. Lane; January 3, 1957 (Judiciary). 

Establishes the concurrent jurisdiction of the Federal Govern- 
ment and the States and Territories with respect to sedition 
against the Government of the United States, Territories, and 
their political subdivisions. 

No action in first session. 

R. 946. Mr. Smith of Wisconsin; January 3, 1957 (Judiciary). 

Provides that no Federal antisubversion legislation shall be 
construed to deprive the States of jurisdic tion to enforce their 
own antisubversion or antisedition laws (amending U. S. C. 
18: 3231). 

No action in first session. 
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H. R. 977. Mr. Walter; January 3, 1957 (Judiciary). 

Authorizes the enforcement in the courts of any State of any 
statute of such State prescribing any criminal penalty for any 
act, attempt, or conspiracy to commit sedition against such State 
or the United States, or to overthrow the government of such 
State or the Government of the United States. Defines the 
term “State’’ to include any State of the United States, the 
Territory of Alaska, the Territory of Hawaii, and the Common- 
wealth of Puerto Rico (amending U.S. C. 18: ch. 115). 

No action in first session. 

H. R. 979. Mr. Walter; January 3, 1957 (Judiciary). 

Requires as a qualification of a juror that he make to the 
court an oath or affirmation that he does not advocate nor is a 
member of an organization that advocates the overthrow of the 
Government of the United States by force or violence. Pro- 
vides that whoever knowingly makes any false statement in 
qualifying to serve as a grand or petit juror shall be fined not 
more than $10,000 and/or imprisoned not more than 5 years 
(amending U.S. C. 18: ch. 47 and 28: 1861). 

No action in first session. 

H. R. 981. Mr. Walter; January 3, 1957 (Post Office and Civil 
Service). 

Permits the head of any department or agency of the Federal 
Government under the act of August 26, 1950 (relating to the 
summary suspension of officers and employees of the Federal 
Government in the interest of national security), in his absolute 
discretion and when deemed necessary in the interest of national 
security, suspend, without pay, any civilian officer or employee 
of the Government. Requires that such person be notified of 
the reasons of his suspension and given an opportunity within 30 
days to show why he should be reinstated. Deems that all 
employees of any department or agency of the United States 
Government be employed in an activity of the Government 
involving national security. 

Hearings held before the House Committee on Post Office and 
Civil Service July 16, 17, 19, and 23, 1957. No further action in 
first session. 

R. 1012. Mr. Wright; January 3, 1957 (Judiciary). 

Establishes rules of interpretation governing questions of the 
effect of acts of Congress on State laws. 

No action in first session. 

1129. Mr. Fascell; January 3, 1957 (Judiciary). 

Provides that the Federal laws relating to criminal subversion 
and sedition shall not prevent the enforcement in the courts of 
any State of the United States of any statute of such State pre- 
scribing criminal penalties for such acts. 

No action in first session. 

.R. 1142. Mr. Henderson; January 3, 1957 (Judiciary). 

Similar to H. R. 744. 

Establishes the concurrent jurisdiction of the Federal Govern- 
ment and the States and Territories with respect to sedition 
against the Government of the United States, States, Territories, 
and their political subdivisions. 

No action in first session. 
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H. R. 1231. Mr. Rivers; January 3, 1957 (Post Office and Civil 
Service). 

Provides for the removal from employment any Federal em- 
ployee who refuses to answer a question of a committee of Con- 
gress with respect to Communist, Communist-front, or subversive 
affiliations. 

No action in first session. 

H. R. 2185. Mrs. St. George; January 7, 1957 (Ways and Means). 

Directs the Secretary of Health, Education, and Welfare to 
delete any entry in his records with respect to wages of an indi- 
vidual for any year after 1936, if such wages are for service as 
an employee of the Communist Party. 

No action in first session. 

H. R. 2240. Mr. Sikes; January 7, 1957 (Judiciary). 

See H. R. 3. 

H. R. 2390. Mr. Baker; January 10, 1957 (ways and means). 

Deems all services of persons employed by the Communist 
Party of the United States or any organization affiliated with 
such party as service performed in the employ of a foreign govern- 
ment for purposes of the Social Security Act and refuses such 
persons social-security benefits. Directs the Secretary of Health, 
Education, and Welfare to delete any entry in his records with 
respect to wages of an individual for any year after 1936, if such 
wages are deemed to be services performed in the employ of a 
foreign government. 

No action in first session. 

H. R. 2417. Mr. Colmer; January 10, 1957 (Judiciary). 

See H. R. 3. 

H. R. 2479. Mr. Multer; January 10, 1957 (Post Office and Civil 
Service). 

Establishes a Commission to be known as the Federal Em- 
plovees Security Review Commission to be composed of five 
members to be appointed by the President by and with the advice 
and consent of the Senate. Requires the Commission at the 
close of each fiscal year to make a report in writing to the Con- 
gress and to the President stating the final orders it has rendered, 
etc. Imposes on the Commission the duty to maintain the 
proper balance between governmental security and the rights 
and privileges of individual Federal employees and review all 
cases in which the employment of any Federal employee has been 
suspended or terminated under any loyalty or security program 
of the United States, including any summary suspension or ter- 
mination of employment permitted by law to protect the national 
security of the United States. Sets up a procedure to be used 
by the Commission in the performance of its functions. Provides 
for judicial review from decisions of the Commission. 

No action in first session. 

H. R. 3636. Mr. Macdonald; January 24, 1957 (Veterans’ Affairs). 

Requires private educational |institutions {and training estab- 
lish nents giving assistance to veterans under the Veterans’ 

eadjustment Assistance Act of 1952 and part VIII of Veterans 
Regulation No. 1 (a) to file non-Communist affidavits with the 
Administrator of Veterans’ Affairs and requires disapproval under 
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the act, or such part of any such institution or establishment 
which fails to file such an affidavit (amending U. S. C. 38:971). 
No action in first session. 
H. R. 4202. Mr. Hillings; January 31, 1957 (Judiciary). 

Similar to S. 1006. 

Revises the basic quota system of the Immigration and 
Nationality Act of 1952. Grants the President power to authorize 
the parole by the Attorney General into the United States of 
escapees from Communist tyranny, who have fled from their 
homelands and are in other, non-Communist countries. Limits 
the number of such escapees to the average annual number of 
aliens who have been permitted to come into the United States 
each year since June 25, 1948. 

No action in first session. 

H. R. 4673. Mr. Anfuso; February 11, 1957 (Post Office and Civil 
Service). 

Prohibits the importation of articles manufactured in or last 
exported from the Soviet Union or other nation or area dominated 
or controlled by the foreign government controlling the world 
Communist movement. 

No action in first session, 

4907. Mr. Dingell; February 18, 1957 (Judiciary). 

_Provides for the issuance of 30,000 special nonquota — 
visas annually to Hungarian and other East European escapee 

P rovides that an individual not be excluded because of mem- 
bers! ip in, or affiliation with, any otherwise prohibited party or 
organization if he establishes with the Attorney General that he is 
actively and permanently opposed to the doctrine, program, 
principles, and ideology of such party or organization. 

H, R. 4909. Mr. Dingell; February 18, 1957 (Judiciary), 

Provides that any Hungarian escapee paroled into the United 
States by the Attorney ee il pursuant to the Immigration and 
Nationality Act (U.S. C. 8: 1181d (5)) may upon application be 
admitted to the United deine as a permanent resident, as a 
nonquota immigrant. Such individual is not to be considered 
excludable because of membership in an otherwise prohibited 
organization if he establishes to the satisfaction of the Attorney 
General that he is actively and permanently opposed to such 
organization and its doctrines and that his admission into the 
United States would be in the public interest. 

A Hungarian escapee is defined to mean any individual who 
fled from Hungary because of persecution or fear of perseeution, 
on account of race, religion, or political opinion and for those 
reasons cannot return to Hungary. 

No action in first session, 

H. R. 5612. Mr. Walter; March 5, 1957 (Judiciary). 

Provides for a passport review miele under the Adminis- 
trative Procedure Act and prohibits the issuance of passports to 
persons under Communist discipline under the Communist Con- 
trol Act. Declares that proceedings before a special review 
officer acting under the provisions of the Administrative Pro- 
cedure Act shall be in accordance with such regulations as the 
Secretary of State shall prescribe, which regulations shall include 
requirements such as (1) the applicant shall be given notice, 
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reasonable under all the circumstances, of the nature of the charges 
against him; and (2) the time and place at which proceedings will 
be held, ete. Sets out, for the purposes of the Communist Con- 
trol Act, when any person shall be considered to be under Com- 
munist discipline such as (1).the person is a member of the Com- 
munist Party or has terminated such membership under such cir- 
cumstances as to warrant the conclusion, not otherwise rebutted 
by evidence; and (2) that he continues to act in furtherance of the 
interests of the Communist Party, etc. 
No action in first session. 
H. R. 5936. Mr. Hays of Arkansas; March 31, 1957 (Un-American 
Activities). 
Requires the deposit ay the Federal Bureau of Investigation 


f all information relating to any un-American activities, any dis- 
sshalir: or doubt of avalon: of individuals to the United 
States which comes into the possession of Government depart- 


ments and agencies in connection with the appointment of such 
individual to an office or position in or under the United States 
Government. 

No action in first session. 

6081. Mr. Cretella; March 18, 1957 (Judiciary). 

Similar to H. R. 4008. 

No action in first session. 

H. R. 6536. Mr. Farbstein; April 1, 1957 (Judiciary). 

Provides for admission into this country of refugees, who be- 
cause of persecution, have fled from any Communist country or 
the following countries in the Mideast; Egypt, Ethiopia, Iran, 
Iraq, Israel, Jordan, Lebanon, Libya, Saudi Arabia, Sudan, Syria, 
and Turkey. Provides that whenever the President finds that 
it would be in the best interests of the United States to permit 
the prompt entry of such aliens to direct the Attorney General 
to admit such refugees. Limits the number of such refugees 
annually to the average number of aliens admitted to the United 
States for permanent residence for each fiscal year since June 25, 
1948, by any special acts of Congress enacted on or after that 
date, plus 10,000. 

No action in first session. 

H. R. 6567. Mr. Hiestand; April 2, 1957 (Judiciary). 

See H. R. 3 

No action in first session. 

H. R. 6580. Mr. Walter; April 2, 1957 (Judiciary). 

Prohibits members of the Communist Par ty, etc., from appear- 
ing as counsel in proceedings before the depar tments of the execu- 
tive branch of the United States Government or before congres- 
sional committees, unless such member swears that he has not 
been for a period of 5 years preceding the date of such oath a 
member of such party, organization, etc. Provides criminal 
penalties (amending U.S. C. 18: 115). 

No action in first session. 

H. R. 7903. Mr. Hyde; June 4, 1957 (Judiciary). 

Authorizes the enforcement of State statutes prescribing crimi- 
nal penalties for any act, attempt, or conspiracy to commit sedi- 
tion against such State or the United States (amending U. S. C. 
18: 115). 

No action in first session. 


H. 


—— 
nw 


H. 
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t. 8225. Mr. Miller of New York; June 18, 1957 (Judiciary). 
Similar to H. R. 7915 
No action in first session. 
%. 8243. Mr. Bosch; June 19, 7 (Judiciary). 
Similar to H. R. 7915. 
No action in first session. 


H. R. 8322. Mr. Murray; June 24, 1957 (Post Office and Civil Service). 


Federal Security Act: Establishes in the executive branch of 
the Government a Central Security Office, which shall not be a 
part of or supervised by any other department or agency of the 
executive branch. Provides that the principal office of the Cen- 
tral Security Office be in the District of Columbia. Sets up a 
Director to administer the Office and provides for an Assistant 
Director for Hearings and an Assistant Director for Administra- 
tion. Establishes within the Office a Central Review Board to 
be composed of three members. Requires an investigation of all 
personnel in the Office. 

Directs the Director to establish and maintain suitable initial 
and inservice training programs for the instruction of officers and 
employees of the Office. Requires the Director to conduct 
periodic conferences of security officers of executive agencies to 
(1) furnish to such officers such information as may be required for 
the effective discharge of their duties and responsibilities, and 
2) provide for the establishment to the greatest practicable extent 
of uniformity in the practices and procedures of executive agencies 
in carrying into effect loyalty and security programs. Requires 
the Director to make and conduct continuing surveys and inspec- 
tions of the regulations promulgated and the practices and pro- 
cedures employed by the various executive agencies to carry into 
effect loyalty and security programs. He shall receive, investi- 
vate, and evaluate complaints made by Government contractors 
with respect to the requirements imposed upon them under 
security programs of executive agencies. Requires annual reports 
to the President and the Congress concerning the operations of 
the Office. 

Sets up a procedure for hearing and review of loyalty and secur- 
ity programs. Sets up a civilian employees’ loyalty program 
providing for (1) investigations; (2) evaluation; (3) hearings; 
(4) determinations; (5) transfer and suspension of employees; and 
(6) readjudication. Provides for industrial personnel security 
programs. Sets up standards and criteria for loyalty and secur- 
ity determinations. Provides the procedure for review and final 
determinations. 

Amends the Veterans’ Preference Act to provide that it not 
apply to any preference eligible who has been furloughed or 
separated under the Federal Security Act because of the existence 
of reasonable doubt as to his loy alty to the Government of the 
United States. Provides that no employee in the classified civil 
service of the United States, who has completed a probationary 
yr trial period employed in the civil service, etc., or department 
referred to in the Veterans’ Preference Act shall be discharged, 
suspended for more than 30 days, furloughed without pay, 
reduced in rank or compensation, or debarred from future ap- 
pointment except for such cause as will promote the efficiency of 
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the service and for reasons given in writing, and the person dis- 
charged shall have at least 30 days’ notice advance written 
notice, and shall have the right to appeal to the Civil Service 
Commission from an adverse decision of the administrative 

officer. 

Hearings held before House Committee on Post Office and 
Civil Service July 16, 17, 19, and 23, 1957. No further action 
in first session. 





. R. 8323. Mr. Rees of Kansas; June 24, 1957 (Post Office and Civil 


Service). 
Similar to H. R. 8322. 
No action in first session. 


. R. 8334. Mr. Hiestand; June 24, 1957 (Post Office and Civil 


Service). 
Similar to H. R. 8322. 
No action in first session. 


. R. 8339. Mr. Hiestand; June 24, 1957 (Judiciary). 


Immigration and Passport Security Act. 
No action in first session. 


. R. 8340. Mr. Hiestand; June 24, 1957 (Judiciary). 


Authorizes investigative officers of the United States with the 
approval of the Attorney General, to intercept and disclose under 
stated conditions wire and radio communications in the detection 
and prosecution of offenses against the security of the United 
States. 

No action in first session. 

R. 8574. Mr. Walter; July 8, 1957 (Un-American Activities). 

Provides that proceedings before the Subversive Activities 
Control Board shall not abate by reason of the dissolution or 
purported dissolution, reorganization, or change of name of a 
respondent organization. 

No action in first session. 

R. 8597. Mr. Dorn of South Carolina; June 9, 1957 (Judiciary). 

See H. R. 3. 

R. 8655. Mr. Walter; July 11, 1957 (Judiciary). 

Provides for a passport review procedure under the Adminis- 
trative Procedure Act and prohibits the issuance of passports to 
persons under Communist discipline under the Communist Con- 
trol Act. Declares that proceedings before a special review officer 
acting under the provisions of the Administrative Procedure Act 
shall be in accordance with such regulations as the Secretary of 
State shall prescribe, which regulations shall include requirements 
such as (1) the applicant shall be given notice, reasonable under 
all the circumstances, of the nature of the charges against him; 
and (2) the time and place at which proceedings will be held, ete. 
Sets out, for the purposes of the Communist Control Act, when 
any person shall be considered to be under Communist discipline 
such as (1) the person is a member of the Communist Party or 
has terminated such membership under such circumstances as 
to warrant the conclusion, not otherwise rebutted by evidence; 
and (2) that he continues to act in furtherance of the interests of 

the Communist Party, etc. 
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Gives the Secretary of State certain discretion in refusing to 
issue, renew, or extend the passport of, or limit, restrict, withdraw, 
cancel, or revoke a passport of any person. 

No action in first session. 

H. R. 8867. Mr. Keating; July 23, 1957 (Judiciary). 

Provides that under the United States criminal provisions of 
law relating to the advocating overthrow of the Government that 
the term “organize”? with respect to any society, group, or as- 

sembly or person, includes the recruiting of new members, the 
forming of new units, and the regrouping or expansion of existing 
clubs, etc. (amending U.S. C. 18: 2385). 

No action in first session. 

H. R. 8886. Mr. Smith of California; July 24, 1957 (Un-American 
Activities). 

Sets up penalties against persons who knowingly and willfully 
become or remain members of the Communist Party of a fine of 
up to $10,000 and imprisonment of up to 10 years or both. 
Permits the compelling of testimony relating to such membership 
and the granting of immunity from prosecution in connection 
therewith (amending U. SC. 50: 843 (a)). 

No action in first session. 

H. R. 8925. Mr. Cramer; July 29, 1957 (Judiciary). 

Provides that under the United States criminal provisions of 
law relating to the advocating overthrow of the Government that 
the term “organize’’ with respect to any society, group, or as- 
sembly of persons, includes the recruiting of new members, the 
forming of new units, and the regrouping or expansion of existing 
clubs, and so forth (amending U. S. C. 18: 2385). 

No action in first session. 

H. R. 8946. Mr. Dies; July 30, 1957 (Judiciary). 

Broadens the provisions of the United States Criminal Code 
relating to the advocating of the overthrow of the Government so 
as to permit conviction in a wider number of cases whether such 
actions oo ribe a specific or concrete step to be taken (amending 
U.S. C. 18: 2385). 

No ac a in first session. 

H. R. 9100. Mr. Cramer; August 2, 1957 (Judiciary). 

Provides that no act of Congress shall be construed as invali- 
dating a State law unless (a) “Congress specifically states such 
intent and (5) it is enacted in pursuance of a power expressly 
granted to the Federal Government by the Constitution. 

No action in first session. 

H. R. 9207. Mrs. St. George; August 9, 1957 (Judiciary). 

Provides that the Supreme Court of the United States shall 
not have jurisdiction to review (1) any function of any committee 
of the United States Congress, or any proceeding against a witness 
charged with contempt of Congress; (2) any action, et cetera., of 
any officer of the executive branch of the Federal Government in 
regard to sec urity cases; (3) any statute or executive regulation 
of a State government which is to control subversive activ ities ; 
(4) any rules, et cetera, of a school board, et cetera, concerning 
subversive activities; or (5) any rule, et cetera, of any board of 
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bar examiners pertaining to the admission of persons to the 
practice of law within the State. 

No action in first session. 

H. R. 9352. Mr. Walter; August 19, 1957 (Un-American Activities), 

National Security Act: Precludes abatement of a proc eeding 
before the Subversive Activities Control Board when the organi- 
zation in question has allegedly reorganized, dissolved, or changed 
its name. 

Amends the Foreign Agents Registration Act with respect to 
Communist and other subversive propaganda. 

Provides for punishment of contemptuous or recalcitrant 
witnesses before congressional committees. 

Punishes the procurement of a social security card in a false 
or fictitious name. 

Permits enforcement of State antiseditious statutes to overcome 
the effect of the Supreme Court decision in the Nelson case, 

Precludes Communist lawyers from appearance before congress- 
ional committees or executive departments. 

Protects integrity of Federal Bureau of Investigation and other 
Government files to overcome decision of the Supreme Court in 
the Jencks case. 

Enlarges the statute of limitations in respect to treason, 
espionage, and so forth to 15 years. 

Punishes certain unauthorized disclosure of national defense 
information. 

Creates an Office of the Comptroller of Communist Propaganda 
in the Bureau of the Customs. 

Permits interception of certain communications in the interest 
of national defense and safety. 

Makes membership in the Communist Party a criminal offense. 

Redefines “‘organize’”’ within the purview of the Smith Act to 
overcome the effect of the decision in the Yates case. 

Provides for expatriation of citizens who accept employment 
by Communist governments. 

Sets up an all-inclusive method for fairly and effectively dealing 
with the security problems of Federal civilian employees of the 
Government. Sets up a complete system for dealing fairly and 
effectively, with security problems of Armed Forces personnel. 

Adopts the recommendations of the Wright Commission, and 
provides for revocation of citizenship on the ground of illegality 
as well as misrepresentation; revises existing law with respect to 
contents of affidavit of good cause. 

Forbids departure of carriers illegally taking a person out of 
the United States without a passport. 

Sets up a procedure for review of applications for United States 
passports. 

No action in first session. 

H. R. 9507. Mr. Gubser August 28, 1957 (Post Office and Civil 
Service). 

Provides that the President shall designate the Federal Bureau 
of Investigation, the United States Civil Service Commission, or 
a central security clearance agency which he is hereby authorized 
to create, as the sole Federal agency which shall conduct security 
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investigations of civil officers and employees of the United States. 

No action in first session. 

H. J. Kes. 1. Mr. Walter; January 3, 1957 (Judiciary). 
Constitutional amendment—Broadens the constitutional defi- 
ition of treason so as to include adhering to any group which 

abeee ‘ates the overthrow of the Government by force or violence. 

No action in first session. 

H. J. Res. 53. Mr. Keating; January 3, 1957 (Judiciary). 
Constitutional amendment—Broadens the constitutional defi- 

nition of treason so as to include adhering to any group which 
advocates the overthrow of the Government by force or violence. 

No action in first session. 

H. J. Res. 98. Mr. Scott of Pennsylvania; January 3, 1957 (Judiciary). 
Establishes a Commission of 12 members to be known as the 

Commission on Government Security. The executive branch of 
the Government, the Senate, the House, and persons from 
private life are to be represented on the membership of the 
Commission. Gives the Commission power to appoint and fix the 
compensation of its personnel, after being investigated by the 
Federal Bureau of Investigation. 

Directs the Commission to study and investigate the entire 
Government security program, including the various statutes, 
Presidential orders, and administrative regulations and directives 
under which the Government seeks to protect the national 
security, national defense secrets, and public and private defense 
installations, against loss or injury arising from espionage, dis- 
loyalty, subversive activity, sabotage, or unauthorized disclosures, 
together with the actual manner in which such statute, etc., have 
been and are being administered and implemented, with a view 
toward making needed, desirable, or necessary changes. Requires 
the Commission to submit its reports and recommendation to 
( ongress. 

Gives the Commission powers to hold hearings, administer 
oaths, subpena papers and persons, and secure necessary infor- 
mation from other Government agencies and departments, but 
prohibits interference by the Commission with criminal prosecu- 
tion and intelligence functions when in the opinion of Presi- 
dent, the premature disclosure of such information would 
jeopardize or interfere with a pending or prospective criminal 
prosecution, or with the carrying out of the intelligence responsi- 
bilities of such agency. Requires the final report to be submitted 
not later than December 31, 1957, and provides that the Com- 
mission cease to exist 90 days after submission of its final report. 

No action in first session. 

‘on. Res. 225. Mr. Moulder; August 9, 1957 (Judiciary). 

Provides that in order to protect the security of the United 
States from the Communist conspiracy that Congress continue 
to exercise its investigative powers under the Constitution to the 
maximum extent. 

No action in first session. 

H. Res. 39. Mr. Hillings; January 3, 1957 (Foreign Affairs). 
Requests the Secretary of State to take action to carry out 

certain recommendations of the Select Committee on Communist 
Aggression. 
No action in first session. 
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H. Res. 100. Mr. Ray; January 14, 1957 (Rules). 

Authorizes an investigation of governmental contributions to 
the spread of communism. 

No action in first session. 

H. Res. 133. Mr. Dies; January 29, 1957 (Rules). 

Directs the Federal Bureau of Investigation to investigate every 
person on the Dies Committee on Un-American Activities list 
compiled from 1938-45 in order to determine his or her present 
residence, occupation, and activities, and to report to Congress 
the results of such investigations not later than July 1, 1957. 

No action in first session. 

H. Res. 305. Mr. Madden; July 1, 1957 (Interstate and Foreign 
Commerce). 

Expresses the sense of the House with respect to radio and 
television interviews with official representatives of Communist 
countries. 

No action in first session. 





APPENDIX B 


THE COMMUNIST REREGISTRATION DRIVE 


Communist Parry, U.S. A., 
New York, N. Y., September 30, 1957. 


All Districts. 

Dear Comrapes: At the last meeting of the national committee, 
the major point on the order of business dealt with party organization. 
The bridge between the mass policy and program initiated by that 
committee meeting and our ability to carry it out depends upon the 
state of party organization. The draft plan of work placed the 
question this way: “The national committee recognizes tbat its 
ability to implement the above pregram (on issues) is inseparably 
linked to this next phase, namely, the rebuilding of the party itself.” 

The starting point of any approac h to the problem of the rebuilding 
of our party requires a knowledge of the status of our organization. 
We cannot continue to depend for our knowledge of the membership 
of our organization on what the report called the “best educated 
guess of the district leadership.” This is especially emphasized when 
even within the district leaderships there is disagreement about whose 
guess is best educated. 

In the past, dues payment served as a rough barometer of our 
membership. It cannot serve as suc :: now. The only thing that it 
emphasizes now (average dues ppyment monthly—4,000) is the state 
of organizational ¢ ‘Tisis that we arein. It reflects our lack of contact 
with our membership either through their participation in organized 
branch activity or personal contact. 

In order to ei the process of pulling together our membership, to 
begin the fight for the reestablishment of our party organization, to 
meet and tackle some of the ideologics.l| problems which hamstring 
effective action on political issues, and in order to reach our members 
with our program of action, the draft plan of work proposed the 
organizs _— of registration of members to begin approximately 
October 

We are certain that most of the districts have already begun 
preparations for this registration. If not, we urge that the districts 
immediately call meetings of their leading committees, discuss the 
problems to be met with in the process of registration, set certain 
objectives for themselves, and assign individuals to specific areas and 
fields of party organization. By October 15, the actual registration 
should begin to roll. 

We are not sending our long drawn out instructions on the process 
of registration. The comrades in the districts have had enough 
experience on the organization of such a campaign. We would like 
to make a few suggestions. 

1. On the information that we would like to obtain regarding 
our membership, we are sending you registration blanks. As you 
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can see they request a minimum of information: Age, length of 
time in the party, male, female, Negro, white, industry, sub- 
scriber to Worker or Daily Worker. 

Material in the form of kits to be distributed to members 
that we visit might contain “party affairs,”’ the resolution adopted 
by the 16th national convention, our new constitution, and as 
additional literature the proceedings of the convention. 

The complete results of the referendum on dues payment 
have not come in, which is one reason we suggest the actual 
process of registration take place October 15. However, we 
urge that where it is possible to begin the collection of dues and 
get registration completed among the actives, that this be done 
immediately on the old basis. Under normal circumstances, this 
would not be a pressing matter. Unfortunately, comrades, the 
national office is in a financial crisis and unless there is an increase 
in this major source of income immediately, much of the work 
suggested on the fight for civil rights, and on the labor front, will 
have to be shelved. 

4. While we are not setting up percentages and target dates, 
our objective is to complete the registration by January 1. To 
achieve this will require a well- organized drive with the drawing 
up of lists, mobilization of branc ches and ac tives, este ablishment 
of teams, constant checkup and evaluation of the progress of the 
drive, and possibly creating target dates to be achieved in the 
districts. 

Comradely yours, 

Henry ARON, 

Administrative Secretary. 





Communist Party, U. S. A., 
New York, N. Y., September —, 1957. 
To All District Organizers. 

Dear Comrapes: We are forced to address a special appeal to you. 

As a result of thesevere financial crisis that we face, we are being forced 
to curtail our activity around some of the most vital problems that 
affect the American people today. This affects not only the role we 
can play in the struggle for civil rights, and in current struggles of the 
labor movement, it also affects our ability to carry on the fight for the 
protection of our legal and democratic rights. In addition, it is pre- 
venting us from fulfilling the proposals on the organization of tours, 
and other means whereby members of the national staff had hoped to 
reach not only our members but beyond with the program and policies 
of the party. 

There is no easy solution to the problem as you comrades are very 
well aware. Dues, which for the national office is a major source of 
income, have been cut. The political and organizational situation in 
our party has greatly reduced the sustainers and contributions which 
we had formerly gotten. Finally, we ran no drive this year because 
we wanted to help to the greatest extent possible the continuance of 
the Daily Worker. 

At the same time that there has been a drastic reduction in income, 
we have incurred some very great expenditures in the attempt to 
carry out the mandate and objectives of the convention. Among 











le 





INTERNAL SECURITY—1957 REPORT 241 


these have been the 2 meetings of some 60 members of the national 
committee, and the additional meetings of some 20 members of the 
national executive committee. And, as a continuing expense, we 
have to support the legal struggles that defend our right to existence. 

We are not attempting to outline a solution here to our financial 
problems or to propose any major effort in the direction of increasing 
our sources of income. However, there are some immediate ways in 
which the districts can lend some immediate aid to get us through this 
present very difficult financial situation. 

1. We urge that the districts send in immediately and regu- 
larly the percentage of dues payment that is due the national 
office. Please, comrades, do not hold onto it. 

2. Some time ago, we sent the districts an accounting of moneys 
they owed for literature, pre-convention discussion bulletins, etc. 
Many of the districts have as yet failed to pay these bills. 

3. All of the districts received copies of the Party Affairs bulle- 
tion. As yet, we have not received payment for them. ‘They are 
$12.50 a hundred. We expect that you will send us immediate 
payment. 

We are depending upon your comrades to help us with these prob- 
lems. 

Comradely yours, 


Henry ARON, 
Administrative Secretary. 
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APPENDIX C 


CANADIAN RESTRICTED LIST OF SECURITIES 
[In effect October 11, 1956] 


Canadian issuers whose securities the Securities and Exchange 
Commission has reason to believe recently have been distributed 
or currently are being distributed in the United States in violation of 
the registration requirements of the Securities Act of 1933. 


Alba Explorations Limited 

Algro Uranium Mines Limited 

Alminster Oils Limited 

Amshaw Poreupine Mines Limited 

Antimony Gold Mining and Smelting 
Corporation Limited 

Appollo Mineral Developers Inc. 

Ar-Can Limited (formerly Transvision- 
Television (Canada) Limited) 

Armour Uranium and Copper Mines 
Limited (formerly Naneek Mines 
Ltd.) 

August Porcupine Gold Mines Limited 

Augdome Exploration Limited 

Aunite Mining Corporation Limited 

Barbary Gold Mines Limited 

Bar-Fin Mining Corporation Limited 

Bargis Mines Limited 

Barvin Mines Limited 

Basic Minerals Limited 

’. Metal Mines Limited 

Beaucoeur Yellowknife Mines Limited 

Bibis Yukon Mines Limited 

Bli-Rivy Uranium and Copper Corpora- 
tion Limited 

Briteco Oils Limited 

Brunhurst Mines Limited (formerly 
Porcupine Peninsula Gold Mines 

Ltd.) 

Caldina Oils Limited 

Calumet Uranium Mines Limited 

Cameron Copper Mines Limited 

Camoose Mines Limited 

Camrose Gold and Metals Limited 

( 

( 

( 


B. ¢ 


> 


Yanso Mining Corporation Limited 
Jasa Loma Uranium Mines Limited 


‘tavaleade Petroleums Limited 


obalt Badger Silver Mines Limited 
‘ob-Sil-Ore Mines Limited 
Colonial Asbestos Corporation Ltd. 
Consolidated Cordasun Oils Ltd. 
Consolidated Peak Oils Limited 
merly Peak Oils Limited) 


Cavalier Mining Corporation Limited 
Central Sudbury Lead-Zine Mines Ltd. 
Chief Mountain Oils Limited 

Clenor Mining Company Limited 

Clix Athabasca Uranium Mines Ltd. 

( 

( 


(for- 





Consolidated Quebec Yellowknife Mines 
Limited 

Consolidated Thor Mines Limited 

Continental Potash Corporation Ltd. 
(formerly Western Potash) 

Continental Uranium Corporation Ltd. 

Copper Island Mining Company Ltd. 

Copper Prince Mines Limited 

Cordan Cobalt Mines Limited 

Cove Uranium Mines Limited 

Crangold Mines Limited 

Dalo Oil and Gas Limited 

David Copperfield Explorations Limited 

Dencroft Mines Limited 

Derrick Oil and Gas Company Ltd. 

Desmont Mining Corporation Ltd. 

Detomac Mines Limited 

De Ville Copper Mines Limited 

Docana Oils and Mines Limited 

Dolmac Mines Limited 

Dougron Gold Mines Limited 

Dubar Exploration Limited 

Dupont Mining Company Limited 

Eastwebb Mines Limited 

Edson Oil Company Limited 

Export Nickle Corporation of Canada 
Limited 

Falgar Mining Corporation Limited 

Famous Gus Uranium Mines Limited 

Fission Mines Limited 

Fleetwood Yellowknife Mines Ltd. 

Forbes Lake Mining Corporation Ltd. 

Gay River Lead Mines Limited 

Genalta Petroleums Limited 

Gold Uranium Exploration Company, 
Ltd. 

Gordona Mining Corporation Limited 

Gothic Mines and Oils Limited 

Greatlakes Copper Mines Limited 

Great Valley Exploration and Mining 
Limited 

Haitian Copper Corporation Limited 

Halden Red Lake Mines Limited 

Hamil Silver-Lead Mines Limited 

Harvard Mines Limited 

Head of the Lakes Iron Limited 

Hercules Uranium Mines Limited 

Holwood Mines Limited 
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Huddersfield 
Ltd. 

Huhill Yellowknife Mines Limited 

Judella Uranium Mines Limited 

Kabour Mines Limited 

Kaiser Development Corporation Ltd. 

Kamis Uranium Mines Limited 

Kersley Oil and Gas Company Limited 

Keylode Cobalt Silver Mines Limited 

Keymore Gold Mines Limited 

Key West Exploration Company Ltd. 

Kidihawk Mines Limited 

Kirk-Hudson Mines Limited 

Kirkland Larder Mines Limited 

Kop Beverages Limited 

Lake Superior Iron Limited 

Leberta-Redwater Oil Company Ltd. 

Lee Gordon Mines Limited 

Lithium Corporation of Canada Ltd. 

Lloydal Petroleums Limited 

Loranda Uranium Mines Limited 

Madison Mining Corporation Limited 

Mag-Iron Mining and Milling Limited 

Mallen Red Lake Gold Mines Limited 

Marvel Uranium Mines Limited (for- 
merly Marvel Rouyn Mines Ltd.) 

Marwood Mining Corporation Limited 

Masters Oil and Gas Limited 

Mensilva Mines Limited 

Mercedes Exploration Company Ltd. 

Mid-West Mining Corporation Limited 

Mining Endeavor Company Limited 

Min-Ore Mines Limited (formerly Ryan 
Lake Mines Limited) 

Monogram Petroleums Limited 

Monpre Uranium Exploration Ltd. 

Montco Copper Corporation Limited 

Nationwide Minerals Limited 

New Bailey Mines Limited 

New Concord Development Corporation 
Limited (formerly Concord Develop- 
ment Corporation Ltd.) 

New Goldvue Mines Limited 


New Jack Lake Uranium Mines Ltd. 


Uranium and Minerals 


New Lafayette Asbestos Company Ltd. 

New Metalore Mining Company Ltd. 

New Telluride Gold Mines of Canada 
Limited 

New Vinray Mines Limited 

Ni-Ag-Co Mines Limited 

Norlarctic Mines Limited 
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Normingo Mines Limited 

Nu-Age Uranium Mines Limited 

Nu-World Uranium Mines Limited 

Oakridge Mining Corporation Limited 

Obabika Mines Limited 

Orbit Uranium Developments Limited 

Ordala Mines Limited 

Osage Oil and Exploration Limited 

Packeno Yukon Mines Limited 

Paramount Petroleum and Mineral Cor- 
poration Limited 

Plateau Petroleums Limited 

Prescott Porcupine Gold Mines Ltd. 

Pyramid Oils Limited 

Trio Uranium Mines Limited 

Quebank Uranium Copper Corporation 

Quebec Developers and Smelters Ltd. 

tebair Gold Mines Limited 

Resolute Oil and Gas Company Limited 

Ribstone Valley Petroleums Limited 

Richore Gold Mines Limited 

Ridgefield Uranium Mining Corporation 
Limited 

Rigby Kirkland Mines Limited 

Roland Gold and Copper Mines Ltd 

Rouandah Oils and Mines Limited 

St.-Pierre & Miquelon Explorations Ine. 

Salmita Consolidated Mines Limited 

Saratoga Exploration Company Limited 

Sentry Petroleums Limited 

Sioux Petroleums Limited 

Skyline Uranium and Minerals Corpo- 
ration Limited 

Soo-Tomic Uranium Mines Limited 

Spike Redwater Oil Company Limited 

Strathmore Mines Limited 

Surety Oils and Minerals Limited 

Trans-Ledue Oils Limited 

United Copper and Mining Limited 

United Uranium Corporation Limited 
(formerly Indore Gold Mines Ltd.) 

Wainwright Producers and _ Refiners 
Limited 

Wakefield Uranium Mines Limited 

Westberta Oils Limited 

West Plains Oil Resources Limited 

Westville Mines Limited 

Winston Mining Corporation Limited 

Whitney Uranium Mines Limited 

Uukeno Mines Limited 

Yukore Mines Limited 
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APPENDIX D 


HOW AN AMERICAN SCIENTIST WAS DRAWN INTO THE 
WEB OF SOVIET ESPIONAGE 


In his appearance before the Senate Internal Security Subcom- 
mittee, Harry Gold gave every evidence of being a man of sparkling 
intelligence, a chemist of proven ability in his field. The subcommittee 
felt that it would be a service to his fellow scientists and to the Ameri- 
can people as a whole to learn how the Soviet espionage apparatus 
yersuaded him to join in its nefarious operations against his native 
and. What possible arguments or motivation transformed this 
young American to become, for a time, a traitor to his country? We 
decided to ask Harry Gold himself to answer this question and we 
present a summary of his informative reply, dated July 27, 1957 
The main propaganda themes are analyzed. 

Help for fellow men.—Soviet agents played on Gold’s heart- 
strings with the humanitarian plea that “our people eat off rough bare 
boards. You can help them to live a little better, a little more as 
humans should, by getting us this material.” At that time Gold was 
furnishing the Soviet Union w ith information regarding the manufac- 
ture of chemicals used in the formulation of a whole host of lacquers 
varnishes, and synthetic finishes. To get this data, he had to steal 
from his employer, friend, and benefactor, Dr. Gustav T. Reich, 
research director of the Pe nnsylvania Sugar C o. But he was assured 

‘it is all for a good end * * * No one is really hurt, only good is 
being accomplished.” 

2. Fight against anti-Semitism and Nazism.—The fact that Gold 
was Jewish was utilized to the full by his Soviet superiors. In March- 
April of 1942, he was due to be drafted into the Army. He made 
every effort to enter the service. His Soviet mentor, Semen Marko- 
vich Semenov, alias Sam, gave him a “go, and God bless you” sendoff 
with the assurance that the Soviet Union understood his desire to 
fight fascism. When Gold was rejected by the Army because of 
hy pertension, he was welcomed back by Semenov. In his own words 
he was “a Harry Gold all the more anxious to aid the Soviet. Union 
in its struggle with the Nazis. I was ready to do any bidding, to 
obey any command.” He was told: 





If the Nazis triumph, the Jews are done. Extermination. 
The Soviet Union is the one unyielding opponent of Hitler’s 
fascism. Therefore, anything that strengthens the Soviet 
Union helps save the Jews. * * * This was in reality the big 
drive that kept me so resolutely working in espionage. 
3. Glorious world future-—On one occasion after a disappointing 
failure to secure information from Abe Brothman, a chemical engineer, 
Semenov and Gold compared notes, as follows: 


We spoke of the inherent troubles in attempting to get indi- 
viduals to supply technical information and of the many dis- 
appointments; of the necessary cajoling and flattering; of the 
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importuning and of the deceit; of the promises never meant 
to be kept; of the ight ts—w equired; of the 
dreary, but apprehensive, waiting on street corners for ap- 
pointments never kept; of the whole discouraging business. 
It was deadeningly dull, dirty, sullying work, Semenov said, 
and here we were, I a chemist, happiest when working in a 
laboratory, and he a mathematician and a mechanical en- 
gineer, both pursuing a shabby course we only shaped, both 
longing just to be allowed to do the work we liked and for 
which we were trained. A dismal job, this espionage, but a 
vital job, one which had to be done, and by implication we 
were to be commended for sticking with it. Then, one glori- 
ous day in the future, Hitler would be destroyed, there would 
be peace on earth, and no such depressing endeavor would 
be required. 


4. Reunion in Moscow.—On the occasion when Semenov was 
leaving for Moscow to be replaced by Anatoli Antonovich Yakovlev, 
alias John, Gold was told that “it was not ‘soodby’,”’ and that 
“Surely, when it was all over—this dreadful war, that is—all ns itions 
would be friends again and people could travel freely; then I could 
openly go to the Soviet Union and in Moscow (yes, this city was 
special) would renew acquaintance with all my old Soviet ‘friends’ 
(by which was meant the men who had directed my espionage activie 
ties). Oh, we would have a fine old reunion.” 

5. United Nations.—The Soviet conspirators were quick to utiliz- 
the organization of the United Nations for their own special pur- 
poses. Gold has described how in the ee of 1945, a few months 
before he was to meet Klaus Fuchs in Santa F e, he was told, ‘‘We’re 
*. going to be friends forever right soon now. 

Idealism.—The Russians did not hesitate to resort to outright 
fla seeing in order to entice and hold their dupes. Thus, although 
Gold acted as paymaster for other agents, he was constantly lauded 
as one who was motivated solely by idealism, one who held paid 
ane in utter contempt. 

. Flattery—Gold recalled a number of instances where flattery 
was employed by his superiors. In December 1942 or January 1943, 
Gold introduced Brothman to Semenov, then under the alias of 
George, in the Hotel Lincoln in New York City. To impress Broth- 
man, Semenov was introduced as an “important visiting Soviet 
official.”” The latter laid the soft soap on thick, praising Brothman’ 8 
recent technical data as being equivalent to a “full brig: ade of men. 
Semenov sought to persus ade Brothman to abandon his own firm, 
Chemurgy Design Cor p., and renew working for some large American 
process company or petrole um refinery. ‘The Russians had an awe- 
some respect for the technical ability of the United States. 

In October or November 1943, Gold was awarded the Order of the 
Red Star by the Soviet Government. In December of the same year 
he was asked to accept “the most important assignment any agent 
had ever had.” In January 1944, Gold met Klaus Fuchs. 

8. The human touch.—When it suited their purpose, Soviet agents 
could be quite considerate toward their charges. Gold related, by 
way of illustration, an incident which occurred in mid-1942. Both 
he and Semenov had just had an aggravating experience with Broth- 
man’s procrastinating tactics. Semenov suddenly burst out to Gold: 
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“Look at you! You not only look like a ghost, you are 
one. What must your mother think? Come.” And we 
went to a quiet restaurant where I had a sandwich and a 
couple of drinks; then Semenov put me in a cab, took me 
to Penn Station, and insisted that I buy a parlor-car ticket 
to Philadelphia, and left me with firm instructions to stay 
home over the weekend. Nothing really. Just a decent 
concern (it seemed), and it worked so beautifully with me. 

Also, on my part, I was enjoined to be certain that, when 
[ visited any of my sources of information, to regularly bring 
along a small gift. I was told to give much thought to 
this matter and to make each gift (be it book, wallet, flowers, 
candy) reflect a genuine liking and not appear just a routine 
courtesy gesture. 


9. Tell’em what they want to hear.—According to Gold, the simplest 
and most used strategy of Soviet espionage agents in making converts 
is ‘to espouse an incontrovertibly decent cause, one really of solid 
worth and undeniably correct.’’ The next step is to identify the 
Soviet Union with this cause. The motto is, “Let’s start them (the 
gulls) in a small way, any way at all, but let’s start. Have them get 
the habit of working for the Soviet Union.” According to this 
formula it can be readily understood how a scientist might be induced 
to share his knowledge with a Russian agent on the ground that science 
is international. 

10. Encourage the dissenter—Gold described how the ordinarily 
nonagegressive scientist, loyal to his Government, was transformed into 
a militant rebel and dissenter. The formula was comparatively 
simple: “Bolster up the (phantom) of the courageous individual who 
dares disagree, the man of true moral fiber * * * and from there 
one can easily go on to a lack of respect for the properly established 
procedures and authority * * *,and then, inevitably, to take matters 
into one’s own hands.” 

11. Peace propaganda.—Gold considered as the Russians deadliest 
gambit the theme that the Soviet Government holds that all nations 
must live in peace. Coupled with propaganda that science is being 
used by the American Government for aggressively warlike purposes, 
the subversive power of this type of propaganda can be readily realized. 

12. America first—The deviousness of Soviet propaganda methods 
is sharply delineated by the instructions given to Gold by his superiors 


regarding his attitude toward the United States. He,describes this 
as follows: 


I was always to regard myself as an American citizen, work- 
ing under cover for the Soviet Union solely because of the 
obstructive tactics of industrialists and politicians. Even 
that much-belabored trip to Moscow carried with it the 
explicit understanding that I was to return to the United 
States. The Russians nurtured this idea most carefully: 
Harry Gold—loyal American. 


Thus, savs Gold, the agents of the Soviet dictatorship operate on 
“the human soul” of the scientist with the ultimate result that he 


“becomes willing, even eager, to do any bidding, no matter how 
loathsome.” ! 


' Scope of Soviet Activity in the United States, pt. 58, pp. 3814-3818. 
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INFLUENCING SINCERE PEOPLE 


Following is the full text of Gold’s statement: 

JuLy 27, 1957. 

In regard to Soviet techniques for influencing sincere people, I note 
only my direct experience. It is proposed to— 

(A) First, detail certain incidents which occurred during my 
personal association with Soviet agents and in the course of 
carrying out espionage for the Russians. 

(B) Then, to show how these incidents fit into an overall 
pattern. Actually, this chronological sequence was also the 
manner in which my own awareness came into being, i. e., first 
the discrete, apparently unrelated and (on the surface) not too 
significant events; then the much delayed understanding of their 
true import. 

To begin: 

Included in the first information on chemical processes which I 
obtained for the Soviet Union back in 1934- 735, were methods for the 
manufacture of various “industrial solvents’’; these chemicals are used 
in the formulation of a whole host of lacquers, varnishes and synthetic 
finishes. I was told, ‘our people (the Russians) eat off rough, bare 
boards. You can help them to live a little better, a little more as 
humans should, by getting us this material.’””’ And along with that 
idea went something else: To get this data I had to steal it from m 
employer, Dr. Gustav T. Reich, the research director of the Pennsyl- 
vania Sugar Co. Dr. Reich was really more than an employer, he was 
always a kindly mentor, and a friend, to a boy just making a stumbling 
start in chemistry. So this added up to violating a trust, plus theft. 
(But none of that meant anything, it is all for a good end. The 
Pennsylvania Sugar Co. is not being hurt. No one is really hurt, 
only good is being accomplished.) 

2. In February-March of 1937 a*violent strike took place at the 
Pennsylvania Sugar Co. Some 600 me n and women stayed in the 
plant under a state of actual siege for a bout 5 weeks; at least an equal 
number were outside. It was worth one’s life to try to cross the picket 
lines; food was brought in by way of the Delaware River using motor 
launches (the plant is right on the waterfront). 

At this time there were some 30 people working in the laboratories, 
and though we chemists and engineers were not ‘direc ‘tly involved, it 
was known from the beginning that we would be used to help ope rate 
the refinery, only one of Dr. Reich’s staff refused to work—Harry 
Gold. Now, let it not be supposed that my motives were all pure: 
on the afternoon that the strike broke in its full fury, I wouldn’t 
remain because I had a “hot date” that very evening; which prospect 
I was much loath to forego and then I was considerably confused and 
upset by the circumstance that Dr. Reich, when I made it plain (after 
some initial wiggling and weaseling) that I would not stay in the refin- 
ery, grew terribly angry (he actually banged a water glass so hard on 
top of the cooler that it cracked in his hand) and said, ‘‘you’re through. 
Get out. But you’ll never work as a chemist again—l’ll see to that.” 
I got (and ironically enough, as I was crossing the railroad yard in 
front of the plant, was narrowly missed by a brick hurled by a striker). 
Now I was torn two ways: as one who had been reared to believe that 





INTERNAL SECURITY—1957 REPORT 249 


being a “‘scab’’ in a strike was abhorrent, I was on the other hand 
faced with being denied further employment in the chemical field— 
where the Soviet Union wanted information. It was done, all sight, 
but had I chosen the correct course? However, when I told my Soviet 
boss, a giant of a man known to me only as “Steve,” what had occurred, 
he did not chide me at all. My Russian superior said he appreciated 
the turmoil through which I had just passed, yet I had to retain my 
self-respect—which would be forfeit if I worked during the strike. 
Steve reassuringly said that he doubted Dr. Reich’s ability to carry 
out the blackballing threat and estimated that the research director 
was not vindictive, just angry. Steve added that even were the worse 
to come to pass and I could no longer work in the chemical industry, 
my efforts would still be utilized (in some unnamed fashion). (Here 
the Soviet Union was being forgiving and understanding, bearing up 
nobly under a loss—though actually Pennsylvania Sugar had been 
pretty well looted by this time. If all this sounds fantastically foolish 
and naive, all I can say is it was another day and age and I am relating 
it just as the event happened.) 

As a matter of record, the union won the strike and one of the pro- 
visions of the settlement was that no one be fired for having stayed 
out; this included the laboratory, even though we never became union 
members. In fact, Dr. Reich treated me most agreeably when I 
returned and I rose fairly rapidly in the research setup. 

3. In March-April of 1942 I was due to be drafted into the Army. 
I told my Russian mentor (“Sam,” since identified as Semen Mark- 
ovich Semenov) about this so we could make arrangements for my 
successor. Frankly, I had expected a ‘‘chewing out,” or a plea to 
use any means to stay out of the service and avoid disrupting our 
efforts at obtaining technical information. Instead I received a 
“Go, and God bless you” type of sendoff. The gist of Semenov’s 
remarks was that the Soviet Union (not he, mind you, but the Soviet 
Union) understood my desire to fight fascism (to me fascism was 
directly equal to anti-Semitism) as a frontline soldier and it was 
well-realized that were I to avoid such duty, I could never again 
regard myself as an entire man. I ate it up. 

Well, when I was rejected because of hypertension (April 20 (?) 
1942) I rushed into the commanding officer (Major Keough?) at the 
Lancaster Avenue Armory and pleaded to be taken into the Army. 
He said I was wasting his time. I made two subsequent efforts, first 
the Navy and then the Marines, but neither would look at a 4-F. 

And I was welcomed back by Semenov—a Harry Gold all the more 
anxious to aid the Soviet Union in its struggle with the Nazis. I was 
ready to do any bidding, to obey any command. 

4, This is a bit difficult to place in time. It did occur somewhere 
about 1943, but it also took place on many other occasions, both 
before and after this date; and in more or less the same form. I’m 
sure this technique was used beginning with my very first contact 
with a Soviet agent in 1935 (I started industrial spying for the Soviet 
Union back in 1934, but did not actually meet a Soviet agent till 
well over a year later). Thus, in 1943 I was experiencing difficulty 
in getting information from Abe Brothman, an American chemical 
engineer. It was not that Brothman was unwilling to furnish data, 
but that he insisted on giving what we didn’t want (i. e., his own 
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work) and would not supply what we wanted (that is, chemical 
processes in successful operation in the United States—“successful 
operation” was defined as “making money” and that, curiously 
enough, was the Russian criterion: if a plant operated at a profit in 
the United States, then the exact process used was what the Soviets 
desired—they refused to hear about any theoretically better, but as 
yet untried method). I had made some 3 or 4 trips in 1 week between 
Philadelphia and New York (after working a full day at the Pennsyl- 
vania Sugar Co.) and, on the last of these journeys, I was horribly 
tired again. Abe had nothing for me. A little later in the evening 
I met Semenov to report another failure and on this occasion he too 
appeared weary. We spoke of the inherent troubles in attempting 
to get individuals to supply technical information and of the many 
disappointments; of the necessary cajoling and flattering; of the 
importuning and of the deceit; of the promises never meant to be 
kept; of the outright threats—when required; of the dreary, but 
apprehensive, waiting on street corners for appointments never kept; 
of the whole discouraging business. It was deadeningly dull, dirty, 
sullying work Semenov said, and here we were, I a chemist, happiest 
when working in a laboratory, and he a mathematician and a me- 
chanical engineer, both pursuing a shabby course we only despised, 
both longing just to be allowed to do the work we liked for which we 
were trained. A dismal job, this espionage, but a vital job, one 
which had to be done, and by implication we were to be commended 
for sticking with it. Then, one glorious day in the future, Hitler 
would be destroyed, there ‘would be peace on earth, and no such 
pti sp wi endeavor would be required. Neat. 

. About this same time, 1943-44, and carrying through to 1945, 
Ser »menov and his successor “‘John’”’ (since identified as Anatoli Antono- 
vich Yakovlev) occasionally would introduce another theme. This 
related to Semenov leaving America to return to the Soviet Union. 
But it was not “Goodby,” I was told. Surely, when it was all over, 
this dreadful war, that is, all nations would be friends again and people 
could travel freely; then I could openly go to the Soviet Union and in 
Moscow (yes; this city was specified) would renew acquaintance with 
all my old Soviet ‘friends’ (by which was meant the men who had 
directed my espionage activities). Oh! we would have a fine old 
reunion. 

And I remember Yakovlev’s enthusiasm—early in the spring of 
1945—over the impending organization of the United Nations in San 
Francisco. Actually, the subject came up because I was due to meet 
Klaus Fuchs in Santa Fe in June of that same spring and Yakovlev 
was reminding me of the need for early travel reservations what with 
all the people heading for the west coast about that very time. Please 
I am not faulting the U. N. here. It is the only hope for world peace. 
All I wish to point out is the attempt to foist upon me the idea of 
“We're all going to be friends forever right soon now.”’ (So what’s 
it matter if meanwhile I engaged in a little illegal activity. Justa 
dab of espionage, huh?). 

3. There were a great many other manifestations of the Russian 
— es for influencing me, some in constant use during the 11 active 

2ars of my spying, from 1935 to 1946. I mention just: 

(a) If the Nazis ‘triumph, the Jews aredone. Extermination. The 
Soviet Union is the one unyielding opponent of Hitler’s fascism. 
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Therefore, anything that strengthens the Soviet Union helps save the 
Jews. O. kK. O. This was in reality the big drive that kept me so 
resolutely working in espionage. Yes, I’m fully aware of the loop- 
holes in such a stand and I was conscious even then of the illegality 
of many of my actions, but I continued to put all doubts aside till 
1946 (when for about 3 years the contact with me was abandoned and 
[ saw no Russians). 

(6) Contempt for paid agents: at times I acted as paymaster and 
[ was constantly reminded that, while people who gave information 
for money were to be valued, Harry Gold, motivated solely by idealism, 
was a much more laudatory character (and the idea here was not to 
save a few dollars). 

(c) Contempt for the Communist Party of the United States: I was 
told, ‘‘Hah! you call this a revolutionary party? ‘These fools! What 
do they think they ace -omplish by standing on street corners and selling 
the Daily Worker’? (This was a really slick shot, one with plenty 
of reverse English on it—you see, | was never a Communist Party 
member, in fact, I always felt a revulsion at the thought of joining it.) 
The one quote given here, as I recall it, dates from late 1942, when we 
were having more vexation with Abe Brothman and he kept talking 
of wanting to give up espionage and go back to the Communist 
Party. 

(dq) Open and direct flattery: 

Incident 1. Three people are involved. About December 1942, or 
January 1943, a meeting between Abe Brothman, Semenov, and 
myself was arranged. It took place in a suite of rooms at the Hotel 
Lincoln in New York Cit y (44th Street and 8th Avenue). 

I introduced Abe to George” (Semenov) and the latter, as an 

‘important visiting Soviet offic ial,’’ praised Abe’s most recent tech- 
nical data as being equivalent to a “full brigade of men’’ (or was it 
“several brigades”? my memory is dimming, and a sidenote on the 
care used, viz, the alias “Sam” with me, and “( George”? with Abe). 
The real purpose of this rendezvous was to get Abe to abandon his 
own firm (the recently formed Chemurgy Design Corp., in which he 
was a partner with two other men, Henry ‘Golwynne and Artie 
Weber) and renew working for any large American chemical process 
company, preferably a pe troleum refiner y—so the Soviets would have 
the latest ae ‘rican techniques again fed to them (as they had when 
Abe was employed by the He ndrick Co.). What an awesome respect 
they had for the tec hnical ability of the United States, and how the 
Russians worshipe 1d largeness in United States corporations. 

Incident 2. This has been given much publicity. It was the award 
to me of the “order of the Red Star” in about October-November of 
1943. Just one point here. In December of that same year I was 
asked (“‘asked,’’ mind you) would I accept the most important 
assignment any lg had ever had, one where I would have to think 
3 or 4 times before I uttered any ‘word or made any move, and in 
January of 1944 I met Klaus Fuchs. 

(ec) The human touch. In the middle of 1942 I was trying des- 
perately to get Abe to assemble some badly wanted information on 
the design of chemical process mixing equipment. After several 
fruitless trips to New York on successive days, I met Semenov and 
told him, “Saturday is it. Abe promised faithfully.’ 
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“The hell with him,” Semenov stormed. “He (Abe) won’t have 
it ready this Saturday or the next one or for months to come.” (An 
accurate estimate. ‘The material was finally sent to the Soviet Union 
in November 1942.) Semenov continued, ‘‘Look at you. You not 
only look like a ghost, you are one. What must your mother think? 
Come.” And we went to a quiet restaurant where I had a sandwich 
and a couple of drinks then Semenov put me in a cab, took me to 
Penn Station, and insisted that I buy a parlor-car ticket to Phila- 
delphia; and left me with firm instructions to stay home over the 
weekend. Nothing really. Just a decent concern (it seemed), and 
it worked so beautifully with me. 

Also, on my part, I was enjoined to be certain that, when I visited 
any of my sources of information, to regularly bring along a small 
gift. I was told to give much thought to this matter and to make 
each gift (be it book, wallet, flowers, candy) reflect a genuine liking 
and not appear just a routine courtesy ge sture. 

(f) In the very beginning, on the occasion of my first meeting with 
a Russian contact (about October 1935) this man, ‘Paul’, wanted a 
“history” of me and my family: all I knew, from my e arliest recollec- 
tions—and going back before my birth to the origins of my father and 
mother (and their beliefs). Then later, I in turn submitted careful 
“personality evaluations” on each of my primary (American) sources 
of espionage data, care, and I always was given to understand that no 
decision was made by my immediate superior above (except for the 
most humdrum items). There was ever the reply, “I’ll talk it over 
with our people.” Yes, there must have been a committee. 

This ends phase one of this writeup, the detailing of certain incidents. 
There is more that could be related, but to get to, as Somerset 
Maugham has put it, ““The summing up”’ 

The overall patte rn is the deceptive ly stiple one of ‘Tell ’em what 
they want to hear’’—but because of its obviousness, it disarms and 
thereby becomes tremendously effective. The simplest and most 
used idea is to espouse an incontrovertibly decent cause, one really of 
solid worth and undeniably correct. In my case, the readymade one 
of anti-Semitism. Did I have a horror of anti-Semitism? So did the 
Soviet Union—actively so (as far as the face was presented to me). 
And, as with a symphony, there are minor themes, all building up to 
the crescendo of the coda. Such are: 

(1) Let’s start them (the gulls) in a small way, any way at all, 
but let’s start. Have them get the habit of working for the Soviet 
Union. 

(2) Bolster up the (phantom) of the courageous individual who 
dares disagree, the man of true moral fiber * * * and from there 
one can easily go on to a lack of respect for the properly estab- 
lished procedures and authority * * * and then, inevitably, to 

take matters into one’s own hands. 

(3) Feeding the individual’s self-esteem. This appears so 
plainly a sucker lay, that it doesn’t ever seem likely to succeed. 
But see how aes: it was accomplished. Me and my lofty ideal- 
ism and let’s not forget the neat backspin on the item of con- 
tempt for the Communist Party of the United States. 

(4) Reaction to kindness. This doesn’t have to be anything 
big or of great moment and, preferably, little, if any, monetary 
value should be involved. We humans seem to most appreciate 
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the small, considerate, selfless gestures and such an event binds 
one even closer to the donor. 

(5) Where the Russians positively wanted to make certain, 
they just crashed ahead with blunt, out-and-out flattery. This 
works too, because a person won’t believe that anyone would try 
such a brash approach. It’s as if a man’s closest friend were to 
say (for no apparent reason), “I’m going to kill you”’ and forth- 
with does so—the victim would probably laugh and turn his 
back at just the moment before the tragic event. 

The last element in the Soviet structure requires a place by itself, 
right along with the overall pattern given earlier (it’s too important— 
especially right now—to be relegated to a minor theme status). | 
refer to the Russians dwelling on the prospect that all nations would 
livein peace. It’s asort of, “Look, Mom, no brass knuckles,” gambit. 
Plus, ‘See, I smile and make jokes—Ergo, I’m no monster; I’m 
human.” ‘This is the deadliest of all. 

But, remember: ‘Tell ’em what they want to hear.”’ 

With this goes also the delusion that I was always to regard myself 
as an American citizen, working undercover for the Soviet Union 
solely because of the obstructive tactics of industrialists and politi- 
cians. Even that much-belabored trip to Moscow carried with it the 
explicit understanding that I was to return to the United States. 
The Russians nurtured this idea most carefully: Harry Gold—loyal 
American. To me the true horror underneath “buying’”’ the Soviet 
way of life resides in the inevitable, completely inexorable demand 
for a payment—but the currency in use is the human soul and there 
is the awful corollary, the fact that a man becomes willing, even eager, 
to do any bidding, no matter how loathsome. 


I am aware that the portrait given here of my reactions to the 
Soviets’ maneuvering of my personality is delineated in harsh strokes. 
Looking back, as I said before, it does seem as if it were another day, 
another age, almost another world. Yet I know what occurred and 
what I did. 


(Signed) Harry Go1p, 
No. 19312, Leunsburg, Pa., July 27, 1957. 
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Nov. 29, 1957 
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64 | Dec. 26, 1957 
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Bs 77 
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52 | Sept. 29, 1957 
6 Dec. 16, 1957 
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Printed} 


\V olume| Date released 


Hood, William-.-....- - | Nov. 21, 1957... 
Hoover, J. Edgar (statement of) --. Mar. 12, 1957 
Horvath, Miss Stephanie- | Aug. 14, 1957_. 
Howley, Frank L. (statement of) - Nov. 29, 1957-.- 
Infante, Joseph C.._-- te | June 6, 1957. 
Jaffe, Eleanor ba Aug. 19, 1957- 
Jenner, Hon. William E oa Aug. 7, 1957... 
Jimenez, Michael A ena June 6, 1957... 
Karlor, Sabo-.. f 
Karol, David Nov. 29, 1957 
Karoly, Sabad 
Kerekes, Dr. Gabriel T June 11, 1957... 
Ketcham, Frank 8S Aug. 22, 1957 
Khokhlov, Nikolai Oct. 1f, 

Ki s, Frank Nov. 29, 1957 
Kiraly, Gen, Bela Feb. 19, 1957 
Klimov, G wriy Petrovich. -- .| July 11, 1957 
Korchak vitsky, Rev. Michael Oct. 1, 1957 
Korolkoff, Mrs. Nicholas... June ll, : 
Kossuth rank... Jan 1 57... | 5, 1957 
Lagos, Frank --| May 9, 1957. f Jee. 2, 1957 
Lagos, Mrs. Lillian. do... 
Lazewski, Alois June 18, 1957... 2 1957 
Leece, William J 7 Oct. 2, 1957_. 
Lefh oui Oct. 1, 1957 


Nov. 29, 1957 
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1957 


. 14, 15, 1957 aa — 1957 
y 28, 1957... wend le 1957 
1, 1957 . wutiatinahe 
r. 2, 3, 1957. nine 5s fo 1957 
20, 1957 / 3 (PAE : , 1957 
8, 1957 uae { . 1957 
7 11, 1957..... 
t. 29, 1957 ) | Nov. 27,1957 
2, 1057... 
y Val June 20, 1957 
Liskin, Irvi a .....--| Nov. 29, 1957... 
Rothent 8 5 ; .do. 
Samoilow, Mrs. Olg: ..| June 11, 1957 
8 Giovanni, Domini : caed a Aug. 15, 1957. 
; r I uis Aug. 6, 1957 
June 8, 1957 
May 9, 1957 
Nov. 21, 1957_. 
May 9, 1957 
Oct. 16, 1957 
May 9, 1957 
May 
Aug. 4 
June 2 
Nov. 2 
July 25, 
Oct. 29, 1957 
do 
June 6, 1957 


_| Mar. 11, 1957-- 
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| 
| 


| 

| Printed) 
|voluine} Date released 
| (scope) 


Szekely, Janos icity pin ---| Jan. 16, 1957......- ee | 48 | Sept. 5, 1057 
Szep, Istban...... cihisrhneben imate SSianween bi Do. 
Szeradesi, Jeno icin Feb. 8, 1957_..-. ccthnniet | Do. 
Szeredas, Eugene oa Sept. 24, 1957- nh 

Teich, Victor-....---- : 5 ..| Aug. 27, 1957... inn = 
Tennien, Father Mark..-- ; seecsh IS Ely HOUT a ecenesencnnne Of 17, 1957 
Testa, Salvatore.._........-- : - .-| June 27, 1957-. | j 

C‘homas, Herman E pine ; July 25, 1957. 
Trachtenberg, Max.-....-.-- a May 23, 1957-.-. | j . 26, 1957 
lrautman, Howard V...- June 18, 27, 1957. 
Trueba, Samuel D-._. | Aug. 6, 1957 
Tsuru, Shigeto--- 

Turani, Capt. / 

Tushnett, Dr. Leonard. 

Tytell, Martin Kenneth - . 8, June 
Van Horn, Harriet Edith- May 23, 1957 
Varga, Msgr. Bela._---.--- Sept. 24, 1957 
Veem, Rev. Konrad. - | June 20, 195 
Vidovics, Ferenz..- 

Wallace, William A 

Walsh, John 

Walter, Harry-- 

West, Donald L-. 

Yewell, Mrs. Helen. J 

Zenchuk, Olga Dalawrak- -- ct. 29, 1957... Nov. 27, 1957 
Zielinski, Marian. May 16, July 23, 1957 2 | Dec. 16, 1957 


1957....- 


5, 1957 


26, 1957 





Nov. 27, 1957 


1 Printed in publication entitled ‘‘Communism in the Mid-South”’. 
2 Printed in publication entitled “An Analysis of the Sixteenth Annual Convention of the Communist 


arty of the U.S. A. 

3 Printed in publication entitled “J.imitation of Appellate Jurisdiction of tke United States Supreme 
‘ourt’”’—hearing on 8S. 2646. 

4 Not printed. 





AppEenpDIx F 


WITNESSES WHO ASSERTED THE PRIVILEGE OF THE 
FIFTH AMENDMENT 


Fifty-five witnesses who testified before the subcommittee in 1957 
invoked the fifth amendment privilege of the Constitution to avoid 
self-incrimination, when they were questioned regarding Communist 
activities. 

Six others invoked the first amendment guaranty of freedom of 
association in an effort to avoid answering similar questions. These 
witnesses cited the Supreme Court’s recent decision in the Watkins 
case to support their position. 

The name, address, and background of these witnesses, together 
with the subject matter of questions on which constitutional privilege 
was asserted, are set forth in the following chart. 


KEY TO ABBREVIATIONS 


4CA—American Communications Association, U.S. A. 

Committee or Subcommittee—Internal Security Subcommittee, Washington, D. C. 

CP or Party—Communist Party, U.S. A., unless otherwise designated. 

HCSA—Hawaiian Committee on Subversive Action, Honolulu, T, H. 

HDLO—Territory of Hawaii Directory of Labor Organizations. 

HUAC—House Un-American Activities Committee, Washington, D. C. 

[AM—lInternational Association of Machinists, U. 8. A., an affiliate of AFL-CIO. 

ILWU nternational Longshoremen’s and Warehousemen’s Union, Honolulu, T. H., branch. 

Scope—Scope of Soviet Activity in U. S., a facet of subcommittee’s field of investigation. 

UAW —United Auto Workers, U. 8. A., an affiliate of AFL-CIO. 

UFWA—United Furniture Workers of America, an affiliate of AFL-CIO. 

UPW—United Public Workers, Honolulu, T. H. (disaffiliated from United Public Workers of America, 
UPWA, in 1953) 

UE—United Electrical Workers. 

[UE—Internationa] Union of Electrical Workers. 


KEY TO FOOTNOTES IN FOLLOWING TABLES 


1 The last 20 names, reported herein in alphabetic order, are those persons who testified at hearings held 
by the Subcommittee at Honolulu, T. H., on Nov. 30, Dec. 1, 3, 4, 5, and 6, 1956, whose transcribed testi- 
mony arrived in Washington, D. C., too late to permit inclusion, except by reference, in the Subecommittee’s 
1956 annual report. The names of all witnesses heard in 1957 hearings follow in alphabetic order. 

2 Unless otherwise stated, information reported hereinbelow appears in the official record of the Sub- 
committee’s open hearings and does not include, unless so stated, information obtained at closed hearings. 

3 The items listed in the above 3 lines refer to the title of the subject matter under investigation by the 
Subcommittee, the part or volume and page reference of the Subcommittee report thereon, and the date 
and place where the hearing was held. 

4 The asterisk (*), as it appears aiter the name of each organization or publication or personal name, 
signifies that an authorized governmental agency or committee has determined after investigation that the 
organization or publication is either owned or controlled or is a front for or under the supervision of the 
Communist Party, U.S. A., or the U. 8S. S. R., or that the person named is either a self-admitted member 
of the Communist Party or that he has been identified by sworn testimony as a Party member and/or 
active in promoting Communist doctrine in the United States, or that he has heretofore asserted the 
privilege of the 5th amendment on the ground of self-incrimination. 

$2 asterisks (**) indicate that the person has been heretofore convicted in a Federal court of the crime 
of conspiracy, or perjury, or contempt of Congress and sentenced. 
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APPENDIX G 


CORRESPONDENCE CLARIFYING THE PRESENT STATUS 
OF JOHN S. SERVICE 


OcToBER 22, 1957. 
Hon. Joun Foster Dvu.Luzs, 
The Secretary of State, 
Department of State, Washington, D. C. 

Dear Mr. Secretary: In connection with the reinstatement by 
your Department of Mr. John S. Service, I should be grateful if you 
will inform me with respect to the following: 

(1) What is the job description for the position Mr. Service 
now fills? Is this a new position? If not, by whom was it held 
before Mr. Service was reinstated? 

(2) How does the Department classify Mr. Service’s present 
position? What is his compensation, and how does this com- 
pare with the salary range for his position? 

(3) So far as you know, have all security questions respecting 
Mr. Service been settled by the Supreme Court decision which 
led to his reinstatement? 

Thanks for your cooperation, and kindest regards. 

Rincerely yours, 

JamMrES QO. EastTLanp, 
Chairman, Internal Security Subcommittee. 





DEPARTMENT OF STATE, 
Washington, November 18, 1957. 
Hon. James O. EASTLAND, 
United States Senate. 

Dear Senator Eastianp: In your letter of October 22, 1957, 
addressed to the Secretary of State, you asked for certain information 
with respect to the reinstatement of Mr. John S. Service to the rolls 
of the Department of State. At the request of the Secretary I would 
like to furnish the following information in connection with your 
request. 

Mr. John S. Service was restored to duty as a Foreign Service officer, 
class 2, in accordance with the order of the United States District 
Court for the District of Columbia, dated July 3, 1957, in the case of 
Service v. Dulles, Civil Action No. 4967-52, and was assigned to a 
departmental position on July 7, 1957. 

he position presently occupied by Mr. Service is that of special 
assistant to the Deputy Assistant Secretary of Operations. This is a 
new position and not previously occupied. The duties of the position 
are described as follows: ‘‘Assists the Deputy Assistant Secretary for 
Operations in his responsibility for the policies, activities, and pro- 
grams of the following centralized service operations; general services 
(supply management, operating facilities, records management, and 
shipment of Government property and household and personal effects 
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of employees); and Spec ial services (visual services, publishing, and 
language services).”” At the present time Mr. Service is specializing 
in the complic ated problems of the shipment of Government property 
and household and personal effects of the Foreign Service employees to 
and from our missions abroad. 

The position occupied by Mr. Service is classified in the GS-15 level 
with a salary range from $11,610 to $12,690 with longevity steps up to 
$13,335. Mr. Ser vice, as a Foreign Service officer, class 2, is presently 
receiving a compensation of $12,900. 

The Supreme Court decision directing the restoration of Mr. Service 
to duty was based on procedural irregularities in the termination of 
Mr. Service’s appointment and not upon the security considerations 
of the case. Section 4 of Executive Order 10450 requires that all cases 
previously considered under Executive Order 9835 be reviewed and 
readjudicated under the security standard established by Executive 
Order 10450. Accordingly, Mr. Service’s case is now in the process of 
such review and readjudication. 

I hope that this letter adequately answers the questions which you 
have raised. If I can be of further service in this matter please let 
me know. 

Sincerely yours, 
Wintram B. Macomser, Jr., 
Assistant Secretary. 
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ApPpENDIX H 


UNITED STATES SUPREME COURT DECISIONS 


RELATING TO COMMUNISM AND SUBVERSION WHICH 
CITE LAW-REVIEW ARTICLES AND BOOKS OTHER THAN 


LAW TREATISES 


Compiled by The Library of Congress Legislative Reference Service 


Ex Parte 


Q rT 

H } U.S 

Ba U 9 
f 944 

} 5 U.S 

o r o ) S 

Bridges v. Wiron, 326 U. 
(1945). 

Eichenlaub v. Shaughnes 


U, 8. 521 (1950). 


Savorgnan v. U. S., 33 
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Quirin, 317 ' 


Page 


refer 
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M Court-Martial Juriscictior 


Over Non-Militery 
Pe Under the Articles of War. 4 Minn. L. Rev. 79, 
107-11 
18 Cornell I Quarte 251 
Fr { States M sh,A Symposium. 26 Ill. 
I 85; 4¢ I 325 
I 341 
( tat 11], pp.269-282 
; lop e Pro t 1934], 
i KR 827 
' 
i’ , 5 
t I Prot 1 [1934]. 
\f ( t ] c Coast 
M a panese P1 I the United Stat 1942] 
Fre ren , E l ind Leviticus: Genealogy, 
I tior I Sf nell L. Q. 414, 447-448 
MecW s, Prejud 14], pp. 119-124 
Ta People Not Wants. 214 Sat. Eve. Post, 
: 4 9 
el f Che Enemy Alien Problem in the Present War 
4 A r. Jour. of Int. I , Dp. 444-446 
Hur [reason in the United States. 58 Har. L. Rev. 226 
Robinson, Justice in Gr I 76, 199, 201, 202, 270, 289, 
380, 385, 408 
Watson, Trial of Jefferson Day 25 Yale L. J. 669 
52 Yale L. J. 108 
Chafe Free Speech in the United States [1941], pp. 472-475. 
Cable, Loss of Citizenship [1943], pp. 4-5 
Hack th, 3 Digest of Int’]. Law, secs. 243, 244 
Glueck he Nuremberg Trial and Aggressive War [1946]. 
Glueck, War Criminals [1944]. 


Fair , Some New Problems of the Constitution Follow- 





ng t 1 Stan. L. Re 587 
n Jote R W 1. I ev. 410. 
3 elaney, Ali Er und the Draft. 12 Brooklyn 
L. Rev. 9 
Note 22 Calif. L. Rev. 307; 60 Har. L. Rev. 456; 47 
M L. I 104;17 G Wash, L. Rev. 578; 27 N. C. L 
Re 238; 34 Cornell L. Q. 425; 44 Amer. Jour. of Int’l 
Law 382 
77 | Borchard, The Right of Alien Enemies to Sue in Our 
| Court 27 Yale L. J. 104 
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( t ] L. Re ROO—-R10 
7 | Ba Er Litiga in Our ¢ 28 Va. L. Rev. 
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List of United States Supreme Court Decisions Relating to Communism and Sub- 
version Which Cite Law-Review Articles and Books Other Than Law Treatises- 
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Article or hook cited 


| Chafee, Free Speech in the United States [1941 ed.], p. 70. 


Cohen and Fuchs, Communism’s Challenge and the Con- 
stitution. 34 Cornell L. Q. 182. 

Moore, The Communist Party of the U.8. A. 
Sci. Rev., p. 31. 

Timasheff, The Schneiderman 
12 Ford. L. Rev. 209. 

Note. 32 Georgetown L. J. 405, 411-418 

Emerson and Helfeld, Loyalty Among Government Em- 
ployees. 58 Yale L. J. 1, 61-64. 

Donovan and Jones, Program for a Democratic 
Attack to Communist Penetration 
Service. 58 Yale L. J. 1211, 1215-1222. 

48 Col. L. Rev. 253; 96 U. of Pa. L. Rev. 381; 1 

Stan. L. Rev. 85; Notre Dame Lawyer 577; 34 Va. L. 
Rev. 439, 450. 

Mills, The New Men of Power [1948], pp. 186-200. 

Levenstein, Labor Today and Tomorrow. [1945], 
159-177. 


39 Am. Pol. 


Case—Its Political Aspects 


Counte 


Savant nt 
Lrovernment 


ol 


Votes. 


pp. 


| Teller, Management Functions Under Collective Bargain- 


566 | 


566 
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78 


ing [1947], pp. 401-412. 

Smith, Spotlight on Labor Unions [1946], pp. 40-43, 63-67 
79-82. 

Taft, Economies and Problems of Labor [1948], pp. 499-501, 
799 


(4a. 

Saposs, Left Wing Unionism [1926], pp. 48-65. 

Foster, From Bryan to Stalin [1937], pp. 275-277. 

Gitlow, I Confess 11940), pp 334-395 

The Communist in Labor Relations Today (Research 
Institute of America, New York, Mar. 28, 1946). 

Baldwin, Union Administration and Civil Liberties. 
Annals, pp. 54, 59. 

Labor Abroad, December 1947, p. 3; February 1958, pp. 1-3. 

Postwar Labor Movement in Italy. “8 Monthly Labor 
Review 49. 

Binkley, American Political Parties [1945). 

Bryce, | The American Commonwealth [2d ed. rev. 1891]. 

Odegard and Helms, American Politics [1938], pp. 795-797. 

Laski, Liberty in the Modern State, p. 238. 

Grant, Personal Memoirs I [1885]. 

Attlee, London Times Weekly Edition, July 6, 1949. 

O'Brian, Loyalty Tests and Guilt by Association. 61 Har. 
L. Rev. 592, 593. 

Pittman, The Colonial and Constitutional History 
Privilege Against Self-Incrimination in America. 
L. Rev. 763 

Schlesinger, Biography of a Nation of Joiners 
Hist. Rev, 1. 

Schlesinger, Paths to the Present, p. 23. 

rhompson, Anti-Loyalist Legislation During the 
Revolution. 3 Ill. L. Rev. 147, 

Duniway, Freedom of the Press in 
144-146, 

Meiklejohn, Free Speech, p. 39. 

Chafee, Book Review. 62 Har. L. Rev. 891. 

Freund, On Understanding the Supreme Court, pp. 27-28. 

LaFollette, Infiltration of Communist Sympathizer into 
Congressional Committee Staffs. Colliers, Feb. 8, 1947, 


p. 22, 
yce, The American Commonwealth, ch. 84 
Haley, What Standards for Broadcasting? 1 
pp. 211-212. 
Kennan, Where Do You Stand on Communism? 
York Times Magazine, May 27, 1951, pp. 7, 53, 55. 
Beard, Individualism and Capitalism. 1 Encye. 
145, 158. 

Duchacek, The Strategy of Communist 
World Polities 345-372. 
Duchacek, The February 
World Politics 511-532. 
Kertesz, The Methods of Communist Conquest. 

Politics 20-54 
Lasswell, The Strategy of 
Pol. Sei. Pro. 214, 221. 
Friedman, The Break-up of Czech. Democracy. 
Meiklejohn, Free Speech and Its Relation to Self-Govern- 
ment, p. 29 
Chafee, Free Speech in the United States, p. 82. 
Loewenstein, Legislative Control of Political Extremism 
in European Democracies. 38 Col. L. Rev. 591, 725 


248 


of the 


21 Va. 


50 Amer. 


4 merican 


Massachusetts, pp. 
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List of United States Supreme Court Decisions Relating to Communism and Sub- 
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Grath, 341 U. 8. 123 (1951). Cohen, Address. 96 Cong. Rec. Append. 785, 786. 
— v. Landon, 342 U. S. 524 534 | Hackworth, 3 Digest of International Law 725. 
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536 | Trotsky, History of the Russian Revolution, pp. 106, 120, 
| 141, 144, 151. 
| 536 | Lenin, 18 Collected Works, pp. 279-280. 
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536 | Leites, The Operational Code of the Politburo [1950], 
e xiii, Violence. 
562 | Mark De Wolfe Howe, The Nation, Jan. 12, 1952. 
—. v. Shaughnessy, 342 586 | Borchard, Diplomatic Protection of Citizens Abroad, p. 64. 
U. 8. 580 (1952). 


Kawckita vy. U. S., 343 U. 8. 717 | 720 | Blakemore, Recovery of Japanese Nationality, as Cause 
(1952). | for Expatriation in American Law. 43 Am. J. Int’l 
| Law 441, 449. 
| 723 | Borchard, Diplomatic Protection of Citizens Abroad, pp. 
| 575-591. 
723 | Flournoy, Dual Nationality and Election. 30 Yale L. J, 
| 545, 693. 
| 723 | Nielsen, Some Vexatious Questions Relating to Nation- 
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APPENDIX [| 


SUMMARY OF MAJOR DECISIONS OF THE UNITED STATES 
SUPREME COURT DURING 1957 INVOLVING COM- 
MUNISM AND SUBVERSION 


Gold vy. U. S. (852 U. S. 985).—This case involved a union official 
convicted of filing an affidavit under the Taft-Hartley Act which was 
false insofar as it denied that he was a member or supporter of the 
Communist Party. During the trial an FBI agent, investigating 
another case in which falsity of a non-Communist affidavit was also 
charged, telephoned or visited three members of the jury or their fami- 
lies and inquired whether they had received any “propaganda”’ 
literature. ‘The Supreme Court remanded the case to the district 
court with directions to grant a new trial because of what it termed 
“official intrusion” into the privacy of the jury. This was a per 
curiam decision from which Mr. Justice Reed, joined by Justices 
Burton and Clark, dissented. Mr. Justice Clark filed a separate dissent. 
The Court said merely: 

The judgment is reversed and the case remanded to the 
district court with instructions to grant a new trial because 
of official intrusion into the privacy of the jury. The fact 
that the intrusion was unintentional does not remove tl 
effect of the intrusion. 


LC 


Justices Reed, Burton, and Clark, in their dissent, declared: 


While a presumption of prejudice arises when a juror 
in a criminal case receives a private communication bearing 
even remotely on the trial, the question in each such case is 
whether that presumption has been rebutted 

We think the record showing of the jurors’ reaction to the 


present inquiry * * * adequately supports the trial judge’s 
conclusion that no effect upon the jurors adverse to the 
defendant, because of the accidental intrusion upon their 


privacy, could reasonably be anticipated. 
Mr. Justice Clark, in his separate dissent, said: 


[ am also disturbed by the refusal of the Court to decide 
other important questions urged upon us by both parties 
and ready for disposition. Among these are the applicability 
of the perjury rule of evidence to the false statement statute, 
igibility of Government employees to serve as jurors, 
lmissibility of evidence of prior activity in the Communist 
Party to disprove the sincerity of a resignation therefrom, 
the use of expert witnesses to prove continuing ee 
and the correctness of the court’s charges as to membership 
in the party, ete. It seems to me that proper judicial admin- 
istration requires t this Court to decide these important issues, 
particularly since they will again arise at the retrial. Fur- 
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thermore, similar cases involving the same legal points are 
pending in various districts throughout the country. The 
refusal of the majority today to pass upon them thus deprives 
the Federal judiciary of this Court’s opinion, which renders 
today’s error multifold. It will cause undue hardship in the 
trial of all of these cases, not only on the Government but 
on the defendants as well. 


LU’. S. v. Witkovich (853 U. S. 194).—Here the Court upheld dis- 
missal of an indictment against an alien for willfully failing to give 
roe to the Immigration and Naturalization Service as re- 
quired by the Immigration and Nationality Act of 1952. The alien 
in ¢ aalita had been ordered deported and placed under supervision 

provided in the act. The Supreme Court said the Attorney Gen- 
wale authority under the act to require information of an alien 
awaiting execution of a deportation order is limited to information 
relevant to the alien’s availability for deportation, and does not cover 
questions about Communist association. Mr. Justice Frankfurter 
wrote this opinion. Justices Clark and Burton dissented. Justice 
Whittaker took no part 


Schware v. Board of Bar Examiners of New Merico (353 U. S. 
232).'—In this case Schware had been refused permission to take the 
bar examination in New Mexico because the board of bar examiners 
was not satisfied that he possessed the required moral character. 
Schware’s application had disclosed several arrests and the use of 
several aliases. Furthermore, the board apparently had received 
confidential information that Schware had once been a member of the 
Communist Party, and in his hearing before the board he admitted 
this. The Supreme Court held that “New Mexico could not exclude 
an otherwise qualified State bar applicant because of his pre-1941 
Communist Party membership, his use of aliases to avoid anti- 
semitism in seeking employment, his arrests in 1934 for suspicion of 
criminal syndicalism, and his arrest in 1940 and indictment for 
recruiting for Spanish Loyalists. 

Mr. Justice Black delivered this opinion. Mr. Justice Frank- 
furter, joined by Mr. Justice Clark and Mr. Justice Harlan, concurred 
in the judgment of the Court but not the opinion. There was no 
dissent. 

Konigsberg v. State Bar of California et al. (8538 U. 8S. 262).— 
Konigsberg had passed the California bar examination, but had been 
refused certification to practice law, on the grounds that he had failed 
to prove: (1) Good moral character; and (2) that he did not advocate 
overthrow of the Government by unconstitutional means. Konigs- 
berg had repeatedly objected, during hearings before the bar ex- 
aminers, to questions about his beliefs and associations, asserting that 
such inquiries infringed rights guaranteed him by the Ist and 14th 
amendments. The Supreme Court held that the California Com- 
mittee of Bar Examiners could not draw an inference of bad moral 
character from the applicant’s refusal to answer questions about 
connections with the Communist Party, and held further that the 
State of California could not exclude an otherwise qualified bar 


se 


a first of two cases handed down on May 6, 1957, in which the Supreme Court appeared to take the 
position that membership in the Communist P: arty is no reason for turning down an applicant for admission 
to the ber. 
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applicant on the grounds of bad moral character merely on the basis 
of (1) the testimony of a former Communist that the applicant had 
attended meetings of Communist Party discussion groups, and (2 
applicant’s refusal to answer questions about his belief in com- 
munism, and (3) his newspaper editorials severely criticizing public 
officials and their policies. 

Mr. Justice Black delivered this opinion. Mr. Justice Harlan, 
joined by Mr. Justice Clark, dissented. Mr. Justice Frankfurter also 
dissented. 

Jencks v. U. S. (858 U. S. 657).—In this case the Supreme Court 
held that a criminal action must be dismissed if the Government, on 
the ground of privilege, elects not to comply with an order to produc e, 
for the accused’s inspection and for admission in evidence, reley rant 
statements or reports of Government witnesses, in its possession. 

In this case the Court went further even than had been asked by the 
defendant, in requiring the Government’s files to be opened to the 
defendant himself and not merely to the Court. 

Mr. Justice Brennan wrote this opinion. Mr. Justice Burton and 
Mr. Justice Harlan concurred in the result, though not in the opinion. 
Mr. Justice Clark filed a lone dissent. 

The effect of this decision has been substantially ameliorated by 
enactment during 1st session of the 85th Congress of the so-called 
O’ Mahoney bill, which fixes uniform and reasonable rules with respect 
to the production of ee and reports from Government files. 

Yates et al. v. U. S. (854 U. S. 298)—This was the decision by 
which the Court freed 14 California “second string’ Communist 
leaders. Yates and 13 other defendants were convicted by jury trial 
upon a single indictment charging them with conspiring under the 
Smith Act and their conviction was sustained by the court of appeals. 
On certiorari, the Supreme Court decided two issues in favor of 
petitioner-defendants and remanded the case to the court of original 
jurisdic tion with orders to dismiss the indictment against 5 petitioners 
on the ground of insufficiency of evidence of rec ord to sustain a con- 
viction, “and ordered a new trial for the remaining 9 petitioners. 

The first issue decided concerns the legal de finition of the term 

‘organize” as used in the Smith Act. The Government contended 
at the term “organizing”? connotes a ‘continuing process” while 
petitioners claimed that the term means to “establish,” “found,” or 

“bring into existence” and that in this sense the party was “organized”’ 
in 1945, at the latest, and that therefore the part of the indictment 
returned in 1951, under which they were convicted, was barred by 
the 3-year statute of limitations. The Court agreed. 

The second issue concerned the validity of the instructions to the 
jury. The Court said that the Smith Act must be taken as prescrib- 
ing only the sort of advocacy which incites to illegal action and that 
advocacy of forcible over throw as what the Court called “mere abstract 
doctrine” is within the free speech protection of the first amendment. 

This opinion was by Mr. Justice Harlan. Justices Brennan and 
Whittaker took no part. Justice Burton concurred in the result. 
Justices Black and Douglas concurred, in part, and dissented, in part. 
(They wanted to acquit all 14 defendants instead of just 5.)? Justice 
Clark dissented strongly. 


2 The Justice Department eventually dismissed the cases against the remaining nine defendants, on the 


ground that, under the doctrine laid down by the Supreme Court, it would be impossible to convict. 
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Watkins v. U. S. (854 U. S. 178).—This case greatly expanded 
alleged ‘first amendment” rights of witnesses, and Chief Justice 
Warren’s opinion appeared to claim for the Supreme Court many of 
the powers of the Congress. 

This decision also, in effect, held the authorizing resolution of the 
House Un-American Activities Committee to be inadequate. Fortu- 
nately, the considerations on which this finding was based do not 
apply equally to the authorizing resolutions of the Senate Internal 
Security Subcommittee. 

The Watkins decision appears to say that the pertinency of a ques- 
tion must be explained to the comprehension and satisfaction of a 
witness before he can be required to answer. While this is probably 
dictum rather than doctrine, it is extremely dangerous to the orderly 
conduct of congressional investigations. 

Though Watkins swore that “from approximately 1942-1947 he co- 
operated with the Communist Party and participated in Communist 
activities to such a degree that some persons may honestly believe 
that he was a member of the party,” the Court held he did not have 
to answer questions about ‘‘persons who may in the past have been 
Communist Party members or otherwise engaged in Communist 
Party activities but who to my best knowledge and belief have long 
since removed themselves from the Communist movement.’ The 
Court held, in effect, that such questions were not relevant to the 
work of the committee. 

In the Watkins case, the Court said: 


It is unquestionably the duty of all citizens to cooperate 
with the Congress * * * to respond to subpenas * * * 
and to testify fully in respect to matters within the province 
of proper investigation. This, of course, assumes that the 
constitutional rights of witnesses will be respected by the 
Congress as they are in a court of justice. 


This passage has been taken by some to enunicate the doctrine that 
a witness before a congressional committee has all the rights he would 
have as a criminal defendant in court; though it is clear this never was 
the law prior to the Watkins decision.* 

At another point in the Watkins decision, the Court said: 


Witnesses * * * cannot be subjected to unreasonable 
search and seizure nor can the first amendment freedoms 
of speech, press, religion, political belief or association be 
abridged. 


This a appears to expand the category of “first amendment 
freedoms” by adding “political belief or association.” 
At another point in the Watkins decision, the Court said: 


Clearly, an investigation is subject to the command that 
the Congress make no law abridging freedom of speech or 
press or assembly. While it is true that * * * an investiga- 
tion is not a law, nevertheless an investigation is part of 
lawmaking. It is justified solely as an adjunct to the legis- 
lative process. The first amendment may be invoked 

“a The Court seems to have overlooked the fact that in a criminal prosecution all the facts are known, 


whereas in an investigation, the objective is to learn the facts, A question assuming a fact not in evidence 
is improper in a trial; it is frequently both proper and necessary in an investigation. 
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against infringement of the protective freedoms by law or 
by lawmaking. 
The Court said: 

—_ es of the legislative process May imperceptibly lead 

abridgment of protective freedoms. The mere summon- 

ng of a witness and compelling him to testify, against his 


will, abou his beliefs, expressions, or associations is a measure 
of governmental interference.”’ 


The Court said: 


[t is obviously that a person compelled to make this choice 
whether to answer] is entitled to have knowledge of the 
bject to which the interrogation is deemed pertinent. 
hat knowledge must be available with the same degree of 
explicitness and clarity that the due process clause requires 
in the expression of any element of a criminal offense. 


This passage appears to enunciate a new rule en, if literally applied, 
would in operation deny committees the right to pursue an inquiry 
where it leads them, in that intensive effort to find the facts which is 
the proper purpose of every investigation. 


The Court said: 


Unie ss the subject matter has been made to appear with 

di sputab le clarity, it is the duty of the investigative body, 
pon objection of the witness on grounds of pertinency, to 
state for the record the subject under inquiry at that time 
aa the manner in which the propounded questions are 
pertinent thereto.® 


Sweezy v. New Hampshire, by Wyman, Attorney General (846 U. S. 
QS 4 Here the Court decided that a New Hampshire legislative 
investigative committee could not ask a witness questions about his 
‘political associations” or about a lecture he gave. Under State law, 
the attorney general of New Hampshire was constituted a “legislative 
f one” to investigate violation of the State Subversive 
\ctivities Act and “to determine whether subversive persons as 
defined in said act were presently located within the State.” 

The witness denied Communist affiliations and declared he did not 
know any subversive persons within the State and that he knew of no 
violations of the State Subversive Act. He then refused to answer 
questions about his activity in the Progressive Party or in connection 
with a lecture where allegedly he had espoused Marxian theories and 
called socialism in this country inevitable.’ 

In effect, this decision eliminated whatever power the Nelson case 
left to States to deal with subversion within their borders. 


committee oO 
‘ 





‘That statement appears to overk - the fact that the legislative process necessarily involves deciding if 
there should be a law, or if there can be a law without ab rid ring con titutional freedoms, 

’ By this doctrine, apparently, it now interferes with constitutional eecen 1 to ask a witness if he was a 
member of a she inal syndicate, or a kidnaping ring, or a gambling cabal, or an assassination plot—or the 
Communist P . The cited language, which seems wholly unnecessary to decision of the Watkins case, 
alread prov od useful to Casmmnietiots | in other cases, including the efforts of the Internal Security Sub- 
comn to make use of the 1954 Immunity Act. 

f T*} - ? 


Chis appe 





say that so long as a witness will ‘“‘dispute’’ the ‘‘clarity’’ (to him) of the subject matter 
under investigation, and continue to claim that he does not understand the committee’s explanation of the 
pertinency of the question asked him, he can avoid answering. Surely, this cannot be the law. 

’ Sweezy’s strategy here paralleled that used by Mary Knowles, former Communis t, now a librarian at 
I lyn outh Meeting, Pa., in her third appearance before the Intern: u Security Subcommittee, on September 
15, 1955; that is, Sweezy ‘stated conc lusions purporting to deny the committee’s jurisdiction, but refused to 
testify resp ectin g underlying facts. The Supreme Court appears to have been gulled by this tactic. 
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This decision was by Chief Justice Warren with Justices Black, 
Douglas, and Brennan concurring; Justices Frankfurter and Harlan 
concurring in the result on a different theory; and Justices Clark and 
Burton dissenting. Mr. Justice Whittaker took no part. 

Service v. Dulles et al. (854 U. 8. 363).—In this case the Court 
rendered ineffective an act of Congress (the McCarran rider) authoriz- 
ing discretionary dismissals for loyalty or security reasons, by holding 
that regulations issued by the Secretary of State narrowed the act so 
as to deprive the Secretary of the absolute discretion which the act had 
conferred upon him. 

Rowoldt v. Perfetto (decided December 9, 1957).—In this case the 

Supreme Court in effect amended the Internal Security Act of 1950 
with respect to the deportation of aliens who have been Communist 
Party members. The plain language of the act calls for the deporta- 
tion of any alien who has been a Communist Party member, no matter 
how far in the past the membership may have occurred. Three years 
ago, in the case of Galvan v. Press,’ the Supreme Court upheld this 
section of the statute against constitutional challenge. In that deci- 
sion, Mr. Justice Frankfurter noted that Congress had amended the 
immigrs stion laws so as not to exclude from entry into this country 
persons whose Communist Party membership was at an early age, or 
was forced by a foreign government, or resulted from economic ne eds, 
and said the deportation provision must be read in a similar way.° 
In the Rowoldt opinion, the Court pointed out that the only e a 
of Rowoldt’s mie mbership in the party was his own testimony, and 
that Rowoldt had said he joined to help people get something to eat 
during the depression. Concluding that “the dominating impulse” 
of his membership ‘‘may well have been devoid of any ‘political’ 
implications,” the Supreme Court said the statute did not reach such 
acase. ‘‘Meaningful association” with the party must be proved in 
order to lay a basis for deportation, the Court indicated. 

The Rowoldt opinion was a en by Mr. Justice Frankfurter, joined 
by Chief Justice Warren and Justices Black, Douglas, and Brennan. 
The other four Justices, in an opinion written by Mr. Justice Harlan, 
declared that the statute could not reasonably be read as “benignly” 
as the majority of the Court would have it. The four dissenting 
Justices took the position that Rowoldt’s party membership had been 
proved within the language of the statute and that the deportation 
order should be upheld. 

The dissenting opinion in Rowoldt v. Perfetto contains the following 
passages 


* * * in order to reach its result the Court has had to 


take impermissible liberties with the statute and the record 
upon which this case is based. 

The Court’s action in this case calls to mind what on 
Justice Cardozo said in Anderson v. Wilson (289 U.S. 20, 27): & 
‘We do not pause to consider whether a statute differently 
conceived and framed would yield results more consonant 





§ 347 U. S. 522, 527. 

° Thus it will be seen that in Galvan v. Press the Supreme Court in effect extended an amendment made 
by Congress to one section ral the act to another section of the act to which the Court thought it should be 
made to apply. 

) s interesting that in a footnote to the decision, a majority of the Court notes that the act of March 28, 
the Internal Security Act as above indicated, was itself, “‘so far as deportations are con- 

f led by the Immigration and Nationality Act for 1952; and in this same footnote a majority 
of the Court disavows deciding the case on the basis of this amendment. The face of the opinion, without 
I otnote, indicates that this is the basis of the decision; and the four dissenting Justices state that the 


Court's holding ‘‘is derived from the act of March 28, 1951.” 
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with fairness and reason. We take the statute as we find it.” 
Again, with specific reference to the statute here involved, 
this Court said in Galvan, page 528: “‘A fair reading of the 
legislation requires that this scope be given to what Congress 
enacted in 1950, however severe the conseyjuence and what- 
ever view one may have of the wisdom of the means which 
Congress employed to meet its desired end.”’ I fear that 
the Court has departed from those wise precepts in this 
instance. 


APPENDIX J 


STaTistics ON DEPORTATIONS 
May 15, 1957. 
Gen. J. M. Swina, 
Commissioner, Immigration and Naturalization Service, 
W ‘ashington 26, D. C. 

Dar GENERAL Swine: Thanks very much for your letter of May 
13, replying to mine of May 2, and furnishing the information that 
the records of the Immigration and Naturalization Service disclose, 
as of December 31, 1956, that approximately 1,800 nationals of 
Russia and other Iron Curtain countries are under final orders of 
deportation and travel documents have not been obtained. 

I am disappointed that you are able to give me only an approxi- 
mate figure on this, however. 

How many of these cases, if any, represent instances in which the 
alien has been requested to seek a visa for travel to some country 
other than the one from which he came to the United States? 

Can you let me know how many of these aliens under final orders 
of deportation, but still here because travel documents have not 
been obtained, are recently from Russia, and how many are from 
each of the other Iron Curtain countries? 

Thanks in advance for your courtesy. 

Sincerely, 
JAMES QO. Eastuanp, 
Chairman, Internal Security Subcommittee. 


Unirep States DEPARTMENT OF JUSTICE, 
IMMIGRATION AND NATURALIZATION SERVICE, 
Washington 25, D. C., May 24, 1967. 
Hon. James O. Eastanp, 
Chairman, Internal Security Subcommittee, 
United States Senate, Washington 26, D. C. 
Dar SENATOR Eastianp: I have your letter of May 15 requesting 
a further report regarding deportees from Iron Curtain countries. As 
soon as I can get the desired information from our field offices it will 
be promptly furnished. 
Sincerely, 
J. M. Swina, Commissioner. 


JUNE 18, 1957. 
Gen. J. M. Swine, 
'ommissioner, Immigration and Naturalization Service, 
Washington 25, D. C. 
Dear GENERAL Swine: What progress are you making in securing 
the information requested in my letter of May 15? 
Thanks for your efforts. 
Sincerely yours, 
James QO. Eastianp, 
Chairman, Internal Security Subcommittee. 
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Unitrep States DEPARTMENT OF JUSTICE, 
[IMMIGRATION AND NATURALIZATION SERVICE, 
Washington 25, D. C., June 20, 1957. 
Hon. James QO. EastLanp, 
Chairman, Internal Security Subcommittee, 
United States Senate, Washington, D. C. 


Dear Senator Easrianp: This is in further reply to your letter 


dated May 15, 1957. 

[ am enclosing a list which shows as of May 1, 1957, in column T, 
the number of nationals of Russia and other Iron Curtain countries 
who are under final orders of deportation and have been put on 
notice to seek travel documents for departure to any country. In 
eolumn IT there is reflected the number of aliens under final orders 
of deportation who left their native countries since May 1, 1952, but 
whose deportations have not been effected because travel documents 
have not been obtained. 

It is hoped that this information will be of help to you. 

Sincerely, 
p M. SWING, Commissioner. 


Aliens under final order of deportation 


Data secured subsequently 


Commissioner’s letter of June 20, 1957 by Internal Security Sub 
YT itteea 
Served with | ‘Subversive 
Countr I II Form I-229 | and criminal’ 
C egory 
Un Ss ts t I Rus 2 2 374 131 
Est 4 40) 28 17 4 
Lat 2 5 Bi 
Lit 4( 1 2 10 
P a 13 Zot 24 
Czechos 51 3 45 t 
H 72 6 51 
Bu i § l 4 l 
Ru 4 67 3 46 | 9 
Yu 4 101 14 O4 16 
Alt 13 6 & 
Peoples Republic of ¢ 4 $ ( 4 2 
German Democratic Repub! East Germar 7 0 7 17 
Total 77 84 943 | 220 


JuLY 22, 1957. 
Gen. J. M. Swina, 
Commissioner, Immigration and Naturalization Servce, 
Washir gton, pC, 

Dear GENERAL Swina: Examination of the table submitted with 
your letter of June 20, 1957, indicates that it does not fully answer the 
questions asked in my letter of May 15. 

I asked how many cases represented instances in which the alien 
has been requested to seek a visa for travel to some country other 
than the one from which he came to the United States. Neither 
vour letter of June 20 nor the table submitted with it touches upon 
this point. 

As an additional inquiry: Is the Immigration and Naturalization 


1 
Service satisfied that all of the 990 aliens referred to in your table have 


a 
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made and are making bona fide efforts to secure travel documents, 
as required by law? 
Thanks in advance for your courtesy. 
Sincerely yours, 
JAMES QO. EASTLAND, 
Chairman, Internal Security Subcommittee. 


Aveusr 1, 1957. 
Gen. J. M. Swina, 
Commissioner, Immigration and Naturalization Service 
Washington, D. C. 

Dar GENERAL Swine: Can you let me know when you may be in a 
position to give me an answer to my letter of July 22, both with respect 
to the unanswered portion of my letter of May 15 and also the new 
inquiry? 

Sincerely yours, 


) 


JamMES OQ. EAsTLaANp, 
Chairman, Internal Security Subcommittee. 


DEPARTMENT OF JUSTICE, 
IMMIGRATION AND NATURALIZATION SERVICE, 
Washington, D. C., August 6, 1957. 
Hon. James O. EASTLAND, 
Chairma : Nh ternal Security Subcommittee : 
United States Senate, Washington, D. C. 

Dear Senator Eastianp: This is in further reply to your letters 

May 15 and July 22, 1957. 

In letter of June 20 I endeavored to show that 990 nationals of 
Russia and other Iron Curtain countries had beer put on notice to 
seek travel documents for de ~parture to any country. ‘Any country’ 
was intended to mean any country in the world, including the country 
from which the alien came to the United States. For practical pur- 
poses, this means any country which either the alien or the Service 
has reason to believe would acce pt him. 

Each alien to which the provisions of section af (e) of the Immi- 
eration and Nationality Act pertain is notified of these provisions by 
service of form I-229 (copy attached), when a nal order of deporta- 
tion has been entered. Continuing efforts are made by the Service 
to obtain travel documents for deportation, including having the alien 
make application to any country either he or the Service has any 
reason to believe might accept him. At the expiration of 6 months 
from the date the final order of deportation is entered, the alien is 
placed under supervision and is questioned regarding his efforts to 
secure a travel document with which to effect his departure. If the 
alien presents satisfac tory e vidence that he has made application for 
such a document to all countries that might reasonably be expected 
to acce pt him, he is considered to have complied with the statute. If 

atisfactory evidence of compliance is not presented, the Service pre- 
sents the case for criminal prosecution. During the period 1953-57, 
73 violations of section 242 (e) were presented for prosecution and 
36 resulted in convictions. 
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In reply to the additional inquiry contained in your letter of July 22, 
I am satisfied that all of the aliens referred to in the table attached to 
my letter of June 20, 1957, to whom section 242 (e) applies either 
made or are making bona fide efforts to secure travel documents for 
departure from the United States or have had their failures to do so 
presented for prosecution. These comprise 879 of the 990 total. The 
other 111 aliens were requested to apply for travel documents to per- 
mit their deportation, but they are not subject to criminal prosecution 
for failure to do so. 

Sincerely, 
. M. Swine, Commissioner. 


Form I-229 
(Rev, 12-28-53) 


UNITED STATES DEPARTMENT OF JUSTICE 
IMMIGRATION AND NATURALIZATION SERVICE 


Date: 
File No.: 


An order, of which you have been notified, directing your deporta- 
tion from the United States was entered on ______-_-____-_-_------ 
a Semanal a taint , on the grounds that 


In this connection you are reminded that section 242 (e) of the 
Immigration and Nationality Act of 1952 declares that any such 
alien ‘who shall willfully fail or refuse to depart from the United 
States within a period of six months from the date of the final order 
of deportation under administrative processes, or, if judicial review is 
had, then from the date of the final order of the court, or from the date 
of the enactment of the Subversive Activities Control Act of 1950, 
whichever is the later, or shall willfully fail or refuse to make timely 
application in good faith for travel or other documents necessary to his 
departure, or who shall connive or conspire, or take any other action, 
designed to prevent or hamper or with the purpose of preventing or 
hampering his departure pursuant to such order of deportation, or 
who shall willfully fail or refuse to present himself for deportation at 
the time and place required by the Attorney General pursuant to such 
order of deportation, shall upon conviction be guilty of a felony, and 
shall be imprisoned not more than ten years: Provided, That this 
subsection shall not make it illegal for any alien to take any proper 
steps for the purpose of securing cancellation of or exemption from 
such order of deportation or for the purpose of securing his release 
from incarceration or custody: * * *” 

It is desired that you inform this office concerning the steps you are 
taking to leave the United States in compliance with the foregoing 
requirements of the law, and that you keep this office promptly ad- 
vised of any further developments in this regard. 

Very truly yours, 


INTERNAL SECURITY 
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DEPARTMENT OF JUSTICE, 
IMMIGRATION AND NATURALIZATION SERVICE, 
Washington, D. C., August 7, 1967. 
Hon. James O, Easrianp, 
Chairman, Internal Security Subcommittee, 
United States Senate, Washington, D. C. 


Dear Senator Eastianp: With reference to the difficulties ex- 
perienced by this Service in obtaining travel documents for the 
deportation of Iron Curtain country nationals, and in compliance with 
request made to Mr. Peeples in your office on August 6, there is at- 
tached copy of report of our General Counsel covering prosecutions 
under section 242 (e) of the Immigration and Nationality Act. 

Sincerely, 
——, Commissioner. 


Orrick MEMORANDUM 
Date: July 31, 1957. 
To: Commissioner. 
Krom: General Counsel. 
Subject: Prosecutions under section 242 (e), Immigration and 
Nationality Act. 

In compliance with your memorandum of July 26, 1957, I annex 
hereto a statistical table which provides all information “obtainable 
or available,” short of requiring a field survey and report, concerning 
prosecutions for violations of section 242 (e) and its antecedent 
statute. 

This office maintains no independent statistics or information on 
criminal prosecutions arising from violations under the Immigration 
and Nationality Act. Only in individual cases when consulted by 
Service officers or by the Criminal Division of the Department is this 
office aware that such prosecutions have been begun. Service instruc- 
tions place these matters on a basis of direct reference to United States 
attorneys, usually by Service investigators, at the local level. 

The annexed table was prepared by the Service statistician in con- 
sultation with this office. It represents prosecutions had under these 
statutes. No information is reported to the central office from which 
it may be determined whether the violations were for failure to depart 
or for failure to make application for travel documents. 

It will be evident from the table that the number of convictions 
obtained, whether upon pleas of guilty or after trial, are relatively 
small compared with the number of aliens who have been found 
deportable and have not departed and whose deportation the Service 
has been unable to effect. 

The difficulty in successfully prosecuting aliens under these statutes 
lies in the requirement that the United States prove beyond a reason- 
able doubt the allegations of its indictment. For example, in case of 
failure to depart the Government must prove that the failure was 
willful. In the case of prosecutions for failure or refusal to make 
timely applications for travel documents, the Government must prove 
that no application was made to any country and in addition that 
the failure to do so was willful. 

An alien need not take the witness stand at his trial. If the Gov- 
ernment were to put him on the stand, he could refuse to testify under 
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the protection of the fifth amendment. In like manner, he may avail 
himself of the protection of that amendment during investigation prior 
to prosecution. 

We have pen ding in the Supre ‘me Court for consideration in the next 
term the case of Heikkinen v. United States (No. 89, October term 
1957). In shat: case the alien was once convicted but obtained 
reversal by the Court of Appeals for the Seventh Circuit. He was 
again tried and again convicted of failure to depart and failure to make 
timely application for travel documents. His conviction was affirmed 
by the court of appeals = 1d the Supreme Court has granted certiorari. 
The Government was able to show that a Canadian passport had been 
presented to him upon which he could have proceeded to Canada. 
However, such a fact circumstance is a very infrequent one in these 
cases. Among other grounds, he challenges the constitutionality of 
the prov isions of section 20 of the act of 1917, as amended by section 23 
of the Internal Security Act of 1950, the antecedent provision to sec- 
tion 242 of the present law, because it does not provide for a retrial 
by a jury of the validity of the administrative order of deportation. 
He also tritocrd the Supreme Court to consider whether the trial 
court’s instructions on the matter of willfulness were correct and 
whether the evidence supports a finding of willfulness. Still another 
issue is w he ther petitioner’s conviction rests upon his own statement 
rather than the facts proven by Government witnesses. These ques- 
tions which the Supreme Court is asked to consider indicate some of 
the difficulties in enforcing, through prosecution, the provision of 
section 242 (e). Whether the result of the Supreme Court’s decision 
will be to make prosecutions more difficult or less so must abide the 
opinion of that Court. 





Prose Yi inder Immigration and Nationality Act, sec. 242 (e), and act of Feb. 5, 
1957, sec. 20 (c), as amended by sec. 28, Internal Security Act, years ended June 30, 
1951-67 

ecaliala sesipsantiipesallceatetintiesa speciale . ——— eae 
Cases lotal | Cases disposed of during period | Cases | 
pend- New cases, ee : ee __.__| pend- | Aggregate impris- 
Year ing cases new | | ing at | onment (years, 
begin- luring ind Con- Ac- | Dis- | end of | months, and 
ing of | period | pend- | Total | victea | quit ssed | period | days) 
period | it ted | i 


| 1 year 10 months 


| j 

195 1 3 14 1 2 1 | 7 4 
1956 15 | 11 26 1 7 | ..| 8 11 | 5 years 4 months. 
195 1] lf 27 12 4 8 15 | 5 years. 
1954 13 | 32 45 34 19 3 | 12 | 11 | 17 years 6 months, 
1953... 10 | 11 | 21 | 8 | Ohiisc- nad | 13 | 
1952... ; | 8 | 10 | tl ewickvik 10 | 
1951 1 at eal 1 | 

| ' j | | 





APPENDIX, K 
ADJUSTMENT OF STATUS OF ALIENS 


Unirep States DEPARTMENT OF JUSTICE, 
Orricr or THE Deputy ATrroRNEY GENERAL, 
Washington, D. C., November 1, 1957. 
Hon. JAMES O. EASTLAND, 
United States Senate, Washington, D. C. 


Dear Senator Eastuanp: For the information of the Internal 
Security Subcommittee, we have prepared the enclosed table which 
shows the number and different types of cases wherein the Attorney 
General has exercised his discretion with respect to the adjustment of 
status of aliens. ‘The table covers the period January 1, 1957, through 
September 30, 1957. 

You may note that we have included in the table suspension of 
deportation cases and displaced persons and refugee applications for 
adjustment of status. While it is true that the Attorney General 
exercises discretionary authority in recommending approval of these 
cases to Congress, the final authority rests with the Congress. 

The figures on cases in which adjustment of status of aliens has been 
withdrawn cover cases in which, since reporting the case to Congress, 
new and additional information has been received which warrants the 
withdrawal of the case from Congress. Sometimes, after the facts 
are established, the cases are resubmitted to Congress. We do not 
have a breakdown of these figures as to the number of cases revoked, 
rescinded, or superseded. 

Section 245 and section 249 adjustment of status cases are carefully 
screened before final action, as may be observed from the number of 
cases denied. Only in rare instances would there be a revocation or 
rescission after the case has been approved. 

In addition to the categories of cases listed in the enclosed table, 
under the provisions of section 9 of the act of September 11, 1957 

Public Law 85-316), the Attorney General has been authorized to 
adjust the status of beneficiaries of first preference quota petitions 
filed prior to July 1, 1957, including their spouses and children. To 
date no applications have been received under this provision. 

With best regards. 

Sincerely yours, 
WituiamM P. Rocers, 
Deputy Attorney General. 
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Adjustment of status cases, Jan. 1 through Sept. 80, 1957 





| 


Type of case 


Total... 


Suspension of deportation referred to Congress 
Sec. 19 (c), Immigration Act of Feb. 5, 1917_.-_. 
Sec. 244 (a) (1), Immigration and Nationality Act ol 
Sec. 244 (a) (2), Immigration and Nationality Act 
Sec. 244 (a) (5), Immigration and Nationality Act 

Nonimmigrants to immigrants: Sec. 245, Immigration 

and Nationality Act--- 

Creation of record of admission for permanent residence 

(aliens who entered the United States prior to July 1, 
1924): Sec. 249, Immigration and Nationality Act__ 

Displaced persons applications referred to Congress 

under sec. 4, Displaced Persons Act of 1948, as amended 

Refugee applications referred to Congress under sec. 6, 

Refugee Relief Act of 1953 -- | 

Orphans paroled into the United States under sec. 212 

(d) (5), Immigration and Nationality Act, with status 
to be adjusted under act of Sept. 11, 1957 





1 Rejected by Congress. 
2 Pending in Congress, 


| 
Approved Denied /|Pending on| | Withdrawn 
Oct. 1, 1957 
ast ta ees Bi ed at — . 
7, 464 C 607 3, 255 | 3] 
— — ——E 
103 16 239 l 
602 ss 3 602 7 
1 21 /_- 
149 15 280 l 
3, 292 377 799 |_. 
2, 934 201 684 |_. 
44 3 7 5 
219 | 15 218 17 
| | 
} 825 


Number of cases 
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ApPpENDIx L 


RESOLUTIONS OFFERED AT THE NintH ANNUAL MEETING OF THE 
CONFERENCE OF Curer Justices, New York, N. Y., Juty 13, 1957 


Following is a resolution offered by Chief Justice N. F. Arterburn, 
of Indiana, with reference to jurisdiction of Federal and State courts 
over admissions to the bar. 

The resolution was not adopted, but the Conference did create a 
special subcommittee to consider problems relating to distribution of 
powers between the States and the Federal Government. This 
resolution also appears below: 


“RESOLUTION ON KONIGSBERG AND SCHWARE 
DECISIONS 


“Proposed by Chief Justice N. F. Arterburn, of Indiana, but not 
adopted by the Conference 


“Be It Resolved, That it is our opinion that the United States 
Supreme Court has transgressed sound legal principles, and in par- 
ticular, usurped fact finding functions in weighing the evidence in 
i recent cases of Konigsberg v. State Bar of California and Schware 

Bd. of Bar Examiners of the State of New Mexico. Moreover the 
U nited States Supreme Court has encroached upon the jurisdiction 
of the State courts in holding, among other things, that applicants 
seeking admission to the bars of the States of California and New 
Mexico, in examinations as to their character and fitness to practice 
law in those respective States, may refuse to answer questions or 
enlighten the examining board about their past connections and 
associations in partic ‘ular with Communists and Communistic organ- 
izations. We declare the past acts and associations of applicants do 
reflect directly upon their character and fitness and are matters rel- 
evant for consideration. Whether or not one who went through a 
long economic depression should have had the strength of character, 
moral fiber, and stamina to withstand the emotional appeals of Com- 
munists (as most good citizens did) or whether as a weakling he suc- 
cumbs to such propaganda, is relevant in the analysis and determina- 
tion of the character of such individuals. The United States Supreme 
Court is wrong in holding that such acts are of no value in such 
determination. — 

“Decisions which are not founded on sound legal principles or 
commonsense tend to undermine confidence in the judicial system 
and respect for the courts. 

‘‘We further state that one who is unwilling to give freely all relevant 
information regarding his history and past associations casts doubts 
upon his moral character and fitness to practice law in any State of 
this Union; and such refusal is a relevant factor to be weighed and 
considered by a factfinding body on character and fitness. We 
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further declare that although the United States Supreme Court has 
the authority to fix its own standards of character and fitness to 
practice in the Federal courts we do not recognize nor concede that 
it may do so for the courts of the several States of this Union.” 


“RESOLUTION I 


“Adopted at the ninth annual meeting of the Conferences of Chief 
Justices, New York, N. Y., July 13, 1957 


“IT. Federal-State relations 


“Whereas this Conference has devoted extensive discussion to the 
question of distribution of powers as between the States and the 
Federal Government; and 

‘‘Whereas it feels a profound concern for the retention and exercise 
of the constitutional powers of State governments as vital forces in a 
federal system of government; and 

“Whereas the President of the United States recently called special 
attention to this whole question of the functions and responsibilities 
of the States and of the proper sphere of Federal obligations: Now, 
therefore, be it 

“Resolved by this ninth annual meeting of the Conference of Chief 
Justices in New York City, July 9-14, 1957, That the chairman of the 
conference be directed to appoint a special committee to examine the 
role of the judiciary as it affects the distribution of powers between 
the States and the Federal Government, including the time-honored 
control of the privilege of admission to the bar and practice of law in 
each of the several States; and further, that the special committee 
make recommendations for achieving sound and appropriate relation- 
ships.”’ (Adopted.) 








AppENpDIx M 


STATEMENT OF STEWART G. HONECK, ATTORNEY 
GENERAL OF WISCONSIN, CHAIRMAN OF THE COM- 
MITTEE ON INTERNAL SECURITY OF THE NATIONAL 
ASSOCIATION OF ATTORNEYS GENERAL 


The National Association of Attorneys General at its annual 
meeting in June 1957, by resolution duly adopted, directed the 
appointment of a committee to consider the need for and possibility 
of legislation by Congress to facilitate the governmental attack on 
subversive activities.! Pursuant to this directive a committee was 
appointed composed of: Louis Wyman, attorney general of New 
Hampshire,? Richard Erwin, attorney general of Florida, Graydon 
Smith, attorney general of Idaho, George Fingold, attorney general of 
Massachusetts, and Stewart G. Honeck, attorney general of Wis- 
consin, chairman. 

We are appearing at this time® before the Special Subcommittee 
To Study the Decisions of the United States Supreme Court, of the 
Judiciary Committee of the House of Representatives, to state the 
position of the association, particularly in regard to legislation affecting 
subversive activities on both the State and Federal levels, and also 
in the allied fields of the power of Congress to investigate, and pro- 
cedures in criminal law enforcement both in State and Federal courts, 

We are in full support in principle at this time of appropriate Fed- 
eral legislation to strengthen the hand of the various governmental 
agencies engaged in the defense of the Nation against subversive 
attack, particularly the attack of those persons who have by oath 
transferred their allegiance to Soviet Russia, and are commonly known 
as members of the Communist Party. 

In this particular field and in all other appropriate fields we urge 
upon you further the restoration of a reasonable balance vf power 
between our respective State and Federal Governments and finally 
we urge, insofar as it is within the power of the Congress to do so, 
the need for clarifying the procedures for criminal law enforcement in 
the Federal courts and for restoring to the States the right to regulate 
procedures in their own courts, 

The need for a consideration of such legislation arises, of course 
out of a number of decisions of our United States Supreme Court 


1 The resolution is as follows: 
RESOLUTION 12—INTERNAL SECURITY 


Be It Resolved by the 51st Annual Meeting of the National Association of Attorneys General, at Sun Valley 
Idaho, June 26, 1957, That the president of this association is authorized to appoint a committee on internal 
security, such committee to be instructed to confer immediately with interested Federal agencies and other 
national groups, including the American Bar Association, with a view to prepa aration of legislation for 
introduction at the current session of Congress designed to reaffirm and reactivate Federal and State internal 
security controls; and be it further 

Resolved, That the committee shall present its recommendations to the executive committee of this asso- 
ciation, and, with the approval and authority of the executive committee, the committee on internal 
security is authorized to appear before the Congress in support of its recommendations, 

3 Mr. Wyman also addressed the House subcommittee. 

§ October 28, 1957. 


817 
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which, in the opinion of many of our lawyers and public officials, had 
unfortunate results, however meritorious the particular decision may 
have been. In this statement we propose to indicate a minimum 
ground on which we believe the large majority of the attorneys genera] 
will concur. Some of us may have stronger views which may be 
expressed individually, and others may favor a greater moderation 
of opinion. 

In view of the gravity of the problem before us, we deem it essential 
at the outset, before discussing more specific matters, to recur to 
fundamental principles, and to consider the history and basic struc- 
ture of our American form of government which we can confidently 
assert is the best that the mind of man has yet been able to conceive. 
Over thousands of years our philosophers and legal scholars have 
pondered the problem of prescribing that form of government which 
would function efficiently, and at the same time preserve the liberties 
of its people. 

It was not until 1758 that Charles Secondat, Baron de Montesquieu, 
in his famous essay Esprit de Lois, formulated the fundamental 
theory that there are three separate and distinct functions of govern- 
ment which correspond to the three branches, which are the executive 
branch, the legislative branch, and the judicis al branch. Montesquieu 
demonstrated by forceful arguments that the liberties of people were 
endangered whenever more than one of these functions was concen- 
trated in a single man or group of men, and that the liberties of the 
people could only be preserved by placing these functions in separate 
and distinct bodies. 

Montesquieu had based his conclusions on the work of the English- 
man, John Locke, and his predecessors, and upon his own studies. 
The clarity of the Montesquieu reasoning had a powerful and logical 
appeal to the Founding Fathers of the United States. Accordingly the 
doctrine of the separation of powers and the establishment of three 
coordinate branches is clearly set forth in our Federal Constitution, 
and has been repeatedly reaffirmed by our United States Supreme 
Court. 

The operation of such a system depends of course upon a decent 
respect of each branch by the others. The legislative function, that 
is of making the laws, is confined to the Congress and to the Congress 
alone; the power of adjudicating controversies between parties as to 
what the law is is confined to the judiciary alone. 

Once a law has been passed, it is not meet for the Congress itself to 
attempt to apply that law and determine its effect in a particular 
controversy. 

Neither is it proper for the judiciary, in a case where no law exists, 
or where it disapproves of existing law, to seek by judicial fiat to de- 
clare a rule of conduct which shall be generally applicable to all peo- 
ples in the future. 

While the preservation of the lines of authority between the various 
branches of government may on occasion in practice be difficult, in 
principle it is : simple, and should be guided by a sober and humble con- 
sciousness by each branch of its own function. In particular, the re- 
lation between the legislative and judicial branches was never better 
stated than in the early case of Ogden v. Saunders (25 U. S. 213, 270, 
6 L. Ed. 606, 625): 
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It is only a decent respect for the wisdom, integrity, and 
patriotism of the Congress which makes the laws that we 
should presume their validity until they are shown to be un- 
constitutional beyond all reasonable doubt. 


Passing now to a consideration of more specific problems, concern 
has been expressed over the alleged damaging effects of recent de- 
ne in several fields including the following: 

The powers of investigation of congressional committees. 

The powers and procedures of the Department of Justice in con- 
ducting prosecutions before the Federal courts. 

The adequacy of existing Federal legislation, and even the powers 
of Congress itself to adopt such legislation, for the punishment and 
Ps vention of subversive activities. 

The punitive and investigatory powers of the separate sovereign 
aie 3 against subversive activities, and against subversive organiza- 
tions. 

The power of the State and Federal agencies to rid their payrolls 
of subversives. 

The power of State supreme courts to determine qualification of 
persons who shall be admitted to practice before the bar of such courts 
as lawyers and advocates. 

The power in both State and Federal courts to follow procedures 
which fully correspond with the reasonable demands of fair play in the 
prosecution and conviction of criminals without having the convictions 
upset on technicalities. 

As has been indicated above, in every one of the foregoing fields 
there have been decisions which had unfortunate results. Various 
corrective remedies have been proposed, some far more stringent than 
others. 

We urge upon your committee as a minimum position which we 
believe represents the sentiments of a majority of the association, that 
corrective legislation in the foregoing fields, whenever possible, is de- 
sirable; that in all cases where the large majority of attorneys general, 
and a similar majority of the qualified appellate practitioners of the 
American bar conclude that the decisions are wrong, that efforts for 
rehearing, reargument, and reversal should be made at every available 
opportunity. 

On an historical basis it does not seem desirable to tamper in any 
way with existing jurisdiction of the Supreme Court. The historical 
roots of our legal system extend back at least 5,000 years, and the 
distilled wisdom of that history indicates that justice can exist only 
when the laws are interpreted by a completely independent judiciary, 
fully trained in the law, whose members are responsible only to their 
conscience and their God. 

The power to decide includes the power to err. If at times we 
believe that the Court has erred, our only relief is to proceed by such 
admonitions, arguments, logical analyses, and discussions of authority 
as would be appropriate in a motion for rehearing to persuade the 
Court to change its views. 

In suggesting that we are entitled to demand a rehearing and a rever- 
sal of those decisions which we do not approve, we are suggesting 
nothing stronger than members of the Court itself have set out in dis- 
senting opinion. We will quote from only a few representative cases. 


25011—58 22 
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In the Communist Party v. the Subversive Board case a majority of 
the Court reversed the Board and remanded the case to the Board 
on the ground that certain testimony was tainted. Justice Clark 
dissenting, stated in part: 

* * * the Court here disregards its plain responsibility 
and duty to decide these important constitutional ques- 
ae 

I have not found any case in the history of the Court where 
important constitutional issues have been avoided on such a 
pretext. 

In the Jencks case a majority of the Court reversed a conviction 
because the Government would not open its FBI files on its witnesses 
to the defense. 

Unless the Congress changes the rule announced by the 
Court today, those intelligence agencies of our Government 
engaged in law enforcement may as well close up shop, for the 
Court has opened their files to the criminal and thus afforded 
him a Roman holiday for rummaging through confidential in- 
formation as well as vital national secrets * * * any person 
conversant with Federal Government activities and problems 
will quickly recognize that it opens up a veritable Pandora’s 
box of troubles. 

In the case U. S. v. Steve Nelson the Court reversea a conviction 
and directed a new trial, again on the ground that certain evidence 
was tainted. Justice Harlan, with Frankfurter and Burton concurring, 
dissented and stated: 

We believe that the reversal of these convictions repre- 
sents an unprecedented and dangerous departure from sound 
principles of judicial administration * * * We find the 
Court’s justification of its summary action unconvincing. 


In the Griffin case the Court held that a State conviction should be 
reversed because the defendant was not provided with a free transcript 
so that he could appeal. 

Justice Harlan dissenting stated: 

* * * Whatever might be said were this a question of 
procedure in the Federal courts, regard for our system of 
federalism requires that matters such as this be left to the 
States. 


In the Sweezy case the Court held under the first rather than the 
fifth amendment that the State could not inquire into certain activities 
of a university professor. Justices Clark and Burton dissenting 
stated: 


The short of it is that the Court blocks New Hampshire’s 
effort to enforce its law * * * They destroy the factfinding 
power of the State in this field and I dissent from this wide 
sweep of their coverage. 


In the ns case a majority of the Court held that the State 
could not inquire of an applicant for a license to practice law as to 
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his knowledge of the Communist Party. Justices Harlan and Clark 
dissenting stated: 


In doing what it does here the Court steps outside its proper 
role as the final arbiter of such limitations, and acts instead 
as if it were a super State court of appeals, 


A detailed discussion of the various cases would be beyond the scope 
of this presentation. ‘Two cases will serve to illustrate the nature of 
the problem involved. 

First in the much-maligned Jencks case, which critics have claimed 
opened up the FBI files to any and all subversives, we respectfully 
suggest that the result has been widely misinterpreted, and possibly 
even by a dissenting Justice. 

The result of the case, that is, that the defense is entitled to any 
prior inconsistent statement of a person offered as a witness is clearly 
correct law. Certain unfortunate language in the body of the opinion, 
however, suggested that the defense counsel rather than the trial 
court should be entitled to examine the files to determine whether 
such prior inconsistent statements existed. Here a decent respect by 
the appellate court for the dignity of its own branch of the government 
would have led to a clear assertion that as much confidence must be 
placed in the trial judge to protect the defendant in this regard, as is 
to be placed in his counsel. 

On the other hand in the Konigsberg case, in which the Supreme 
Court held oa it could compel the California bar to admit to member- 
ship a man who refused to answer questions concerning certain prior 
associations, the court violated a fundamental rule, uniformly applied 
in hundreds of thousands of cases not inv olving subversive activities, 
that any person who presents himself or is offered as a witness may be 
fully cross-examined to determine the veracity of his direct testimony. 
This is a consideration over and above the other fundamental question 
whether a State court is not entitled to determine the character and 
legal competence of the persons to whom it will listen as counsel and 
upon whose integrity and veracity in the presentation of facts andjthe 
citation and interpretation of authority the court will be called upon 
to rely. 

We are informed that there is in process of presentation to the House 
an omnibus bill which may solve many of our problems. We antici- 
pate that as a result of this hearing and similar hearings other legis- 
lation by this committee will be presented, and on Dehalf of the 
National Association of Attorneys General we pledge our full support 
in analyzing such propositions a) within our powers, preparing 
briefs and arguments to assist the Congress in reaching the correct 
result. 
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TEXT OF REPORT TO THE AMERICAN BAR ASSOCIATION 
ON COMMUNISM 


Following is the text! of a report made July 25, 1957, to the 80th 
annual meeting of the American Bar Association by Hon. Herbert R. 
O’Conor, then chairman of the Committee on Communist Activities 
of the American Bar Association House of Delegates and, as a Senator 
from Maryland, a former member of the Internal Security Subcom- 
mittee: 

JuLy 1957. 
Report 


In the statement of findings of the Conference of Privy Councillors 
on Security which was presented by the Prime Minister to Parliament 
in London, last year, several conclusions are of especial interest and 
pertinency in relation to the vitally important subject of subversive 
activities and of the preferable way in which they can be handled. 

This well-considered document stresses basic principles which must 
ever be observed under the system of Anglo-Saxon jurisprudence. 
Commendable, indeed, is the deliberation which w as manifested by 
this undertaking; and significant is the fact that Her Majesty’s 
Government indicates the approval with which the recommendations 
were received by the House of Commons. 

Among the most important items are to be found the following: 


(a) “* * * that whereas once the main risk to be guarded 
against was espionage by foreign powers carried out by 
professional agents, today the chief risks are presented by 
Communists * * *: the Communist faith overrides a man’s 
normal loyalties to his country and induces the belief that it 
is justifiable to hand over secret information to the Com- 
munist foreign power. This risk extends to sympathizers 
with communism.’ 

(6) “* * * in certain areas—notably in the foreign serv- 
ice, the defense field and the atomic energy organization— 
the need for stringent security precautions is greater than 
elsewhere.” 

(c) ‘** * * that in these different and often borderline 
cases, it is right to continue the practice of tilting the balance 
in favor of offering greater protection to the security of the 
state rather than in the direction of safeguarding the rights 
of the individual.” 

(d) ‘‘* * * that some of the measures which the state is 
driven to take to protect its security are in some respects 
alien to our traditional practices. Thus, in order not to im- 
peril sources of information, decisions have sometimes to be 





1 This substitutes for a purported text p rub lished in an earlier print but which was later found to be in- 
complete and which contained numerous cleric: , errors. 
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taken without revealing full details of the supporting evi- 
dence * * *; that regretfully these countermeasures, al- 
though they are distasteful in some respects, are essential if 
the security of the state is to be insured.’’? 


THE CLEAR AND PRESENT DANGER 


Modern history is filled with the wrecks of republics which were 
destroyed from within by conspiracies masquerading as political 
parties. The nine justices of the Supreme Tribunal of Germany 
refused to see that the Nazis were a conspiracy against the very exist- 
ence of the German Republic. The Kerensky Government of Russia 
thought it could tolerate and coexist with the Communist conspirators. 
The Communists responded to this toleration by disbanding the 
Constituent Assembly at bayonet point and destroying the newborn 
Republic of Russia. The Republics of Czechoslovakia, Poland and 
China tried valiantly to coexist with the Communist Party i in their 
midst, but were unable to do so. 

We are spending more to equip and defend ourselves and our allies 
from Communist aggression than we ever spent to stop Japanese 
aggression. The Japanese found it difficult to purloin our military 
secrets, but the Communists have stolen many of our military secrets, 
including vital details of the atomic and hydrogen bombs which were 
known to the traitors Dr. Klaus Fuchs and Dr. Bruno Pontecorvo. 

The cynical cruelty with which the Kremlin crushed the Hungarian 
patriots and executed their leaders is proof by deeds that “the spirit 
of Geneva” was always a tactic andasham. Likewise, the admission 
of Mao Tse-tung in his recently published Peiping speech of February 
1956 that the Chinese Communists completed the “liquidation” of 
800,000 persons between October 1949, and January 1954, and the 
report published June 15, 1957, by the Senate Internal Security Sub- 
committee that, in fact, more than 15 million persons have been 
executed in Red China since 1951 prove the fatuity of those who argue 
that Red China should be admitted into the family of nations and 
recognized by our Government. 

The Communists have conquered large areas of the world according 
to a carefully enunciated plan. In 1903, Lenin established com- 
munism with 17 supporters. In 1917, the Communists conquered 
Russia with 40,000. In 1957, the Communists are in iron control of 
900 million people. Their advance since the end of World War II 
has been especially tragic. 

The Korean war proved that aggression does pay because it was 
followed by Communist aggression in Tibet, Indochina and Hungary. 
After Soviet tanks rolled into Hungary, the Communists succeeded 
by clever propaganda in electing their first government by forms of 
democratic processes—in the state of Kerala, in India. To the 
Communists, ‘peaceful coexistence’? means Communist conquest 
without war. 

COMMUNIST OBJECTIVES 


The greatest asset the Communists have at the present time is not 
the hydrogen bomb, certainly not Soviet satellites, but world ignorance 
of their tactics, strategy, and objectives. The biggest need today is 


2 Statement of Findings of Conference of Privy Councillors on Security, March 1956. 
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for the free peoples to develop an awareness of the menace of com- 
munism and the ability to isolate the Communist line so that it can 
be detected no matter who utters it. One speech from the mouth of 
an important American innocent can be worth a truckload of ‘Daily 
Workers” in advancing the international Communist conspiracy. The 
current Communist line includes the following: 

1. Repeal or weaken the anti-Communist legislation on the 
books, especially the Smith Act, the Internal Security Act, and 
the Subversive Activities Control Act. 

2. Discredit and hamper the Senate Internal Security Sub- 
committee, the House Un-American Activities Committee, and 
State officials investigating communism. 

3. Weaken the effectiveness of the FBI and reveal its sources 
of information. 

4. Destroy the Federal security system. 

5. Recognize Red China and admit her to the United Nations. 

6. Oppose the possibility of the United States breaking off 
diplomatic relations with Soviet Russia. 

7. Enlarge East-West trade, especially in items in short supply 
behind the Iron Curtain. 

8. Revive the idea that the Communist Party is just another 
political party. 

9. Use the recent shakeup in the Kremlin as a guise to revive 
the Communist peace offensive, just as a previous shakeup in the 
Kremlin brought about the “spirit of Geneva.” 

In the last 15 months the United States Supreme Court has decided 
15 cases which directly affect the right of the United States of America 
to protect itself from Communist subversion: 

1. Communist Party v. Subversive Activities Control Board: The 
Court refused to uphold or pass on the constitutionality of the 
Subversive Activities Control Act of 1950, and delayed the 
effectiveness of the act. 

2. Pennsylvania v. Steve Nelson: The Court held that it was 
unlawful for Pennsylvania to prosecute a Pennsylvania Commu- 
nist Party leader under the Pennsylvania Sedition Act, and indi- 
cated that the antisedition laws of 42 States and of Alaska and 
Hawaii cannot be enforced. 

3. Yates v. United States: The Court reversed two Federal 
courts and ruled that teaching and advocating forcible overthrow 
of our Government, even “‘with evil intent,’’ was not punishable 
under the Smith Act as long as it was “divorced from any effort 
to instigate action to that end,’’ and ordered five Communist 
Party leaders freed and new trials for another nine. 

4. Cole v. Young: The Court reversed two Federal courts and 
held that, although the Summary Suspension Act of 1950 gave 
the Federal Government the right to dismiss employees “in the 
interest of the national security of the United States,” it was not 
in the interest of the national security to dismiss an employee 
who contributed funds and services to a non-disputed subversive 
organization, unless that employee was in a “‘sensitive position.”’ 

5. Service v. Dulles: The Court reversed two Federal courts 
which had refused to set aside the discharge of John Stewart 
Service by the State Department. The FBI had a recording of 
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a conversation between Service and an editor of the pro-Com- 
munist magazine Amerasia, in the latter’s hotel room in which 
Service spoke of military plans which were “very secret.’ 
Earlier the FBI had found large numbers of secret and confi- 
dential State Department documents in the Amerasia office. 
The lower courts had followed the McCarran amendment which 
gave the Secretary of State ‘absolute discretion” to discharge 
any e mploye e “in the interests of the United States.” 

6. Slochower v. Board of Education of New York: The Court 
reversed the decisions of three New York courts and held it was 
unconstitutional to automatically discharge a teacher, in accord- 
ance with New York law, because he took the fifth amendment 
when asked about Communist activities. On petition for rehear- 
ing, the Court admitted that its opinion was in error in stating 
that Slochower was not aware that his claim of the fifth amend- 
ment would ipso facto result in his discharge; however, the Court 
de pe rehearing. 

Sweezy v. New Hampshire: The Court reversed the New 
Henmehine Supreme Court and held that the attorney general 
of New Hampshire was without authority to question Professor 
Sweezy, a lecturer at the State university, concerning a lecture 
and other suspected subversive activities. Questions which the 
Court said that Sweezy properly refused to answer included: 
“Did you advocate Marxism at that time?’ and “Do you believe 
in communism?” 

8. United States v. Witkovich: The Court decided that, under 
the Immigration and Nationality Act of 1952, which provides 
that any alien against whom there is a final order of deportation 
shall “give information under oath as to his nationality, circum- 
stances, habits, associations and activities, and such other infor- 
mation, whether or not related to the foregoing, as the Attorney 
General may deem fit and proper,” the Attorney General did not 
have the right to ask Witkovich: “Since the order of deportation 
was entered in your case on June 25, 1953, have you attended 
wy meetings of the Communist Party of the U. S. A.?” 

Schware v. Board of Bar Examiners of New Mexico: The Court 
reversed the decisions of the New Mexico Board of Bar Examiners 
and of the New Mexico Supreme Court which had said: ‘‘We be- 
live one who has knowingly given his loyalties to the Communist 
Party for 6 to 7 years during a period of responsible adulthood 
is a person of questionable character.’”’ The Supreme Court sub- 
stituted its judgment for that of New Mexico and ruled that 
“membership in the Communist Party during the 1930’s cannot 
be said to raise substantial doubts about his present good moral 
character.” 

10. Konigsberg v. State Bar of California: The Court reversed 
the decisions of the California Committee of Bar Examiners and 
of the California Supreme Court and held that it was unconsti- 
tutional to deny a license to practice law to an applicant who 
refused to answer this question put by the bar committee: “Mr. 
Konigsberg, are you a Communist?” and a series of similar 
questions. 


3 Senate Committee Hearings on Charges of Disloyalty in the State Department, June 26, 1950, pp. 1391 ff., 
especially 1404; cf. United States v. Jaffe, 98 F. Supp. 191, 194 (1951). 
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Jencks v. United States: The Court reversed two Federal 
courts and held that Jencks, who was convicted of filing a false 
non-Communist affidavit, must be given the contents of all con- 
fidential FBI reports which were made by any Government 
witness in the case even though Jencks “restricted his motions 
to a request for production of the reports to the trial judge for 
the judge’s inspection and determination whether and to what 
extent the reports should be made available.”’ 

12. Watkins v. United States: The Court reversed the Federal 
district court and six judges of the Court of Appeals of the 
District of Columbia, and held that the House Un-American 
Activities Committee could not require a witness who admitted, 
“T freely cooperated with the Communist Party’’ to name his 
Communist associates, even though the witness did not invoke 
the fifth amendment. The Court said: “‘We remain unen- 
lightened as to the subject to which the questions asked petitioner 
were pertinent.”’ 

Raley, Stern and Brown v. Ohio: The Court reversed the 
Ohio Supreme Court and lower courts and set aside the convic- 
tion of three men who had refused to answer questions about 
Communist activities put to them by the Ohio Un-American 
Activities Commission. 

14. Flazler vy. United States: The Court reversed two Federal 
courts and set aside the conviction of Flaxer of contempt for 
refusing to produce records of alleged Communist activities 
subpenaed by the Senate Internal Security Subcommittee. 

Sacher v. United States: The Court reversed two Federal 
courts and set aside the conviction of Sacher of contempt for 
refusing to tell the Senate Permanent Investigations Subcom- 
mittee whether he was or ever had been a Communist. 


The Communist Daily Worker described the effect of these decisions 
as follows: 


The Court delivered a triple-barreled attack on (1) the 
Department of Justice and its Smith Act trials; (2) the free- 
wheeling congressional inquisitions; and (3) the hateful 
loyalty-security program of the Executive. Monday, June 
17, is already a historic landmark * * * The curtain is 
closing on one of our worst periods.* 


CONGRESSIONAL INVESTIGATIONS 


The Watkins case decided that it is not “pertinent” for a congres- 
sional committee, established for the investigation of un-American 
activities, to ask a witness to give information concerning persons 
known to him to have been members of the Communist Party. 

The courts have repeatedly said: 


The power to legislate carries with it by necessary implica- 
tion sais authority to obtain information needed in the 
rightful exercise of that power, and to employ compulsory 
process for that purpose.® 


4 Editorial, Daily Worker, June 19, 1957. 
§ McGrain v. Daugherty, 273 U. 8. 135, 165 (1927). 
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Although many people consider the congressional investigations 
into communism by the House Un-American Activities Committee 
(which was the particular target of the Watkins opinion) and the 
Senate Internal Security Subcommittee (which was ruled against in 
the subsequent decision of Flazer v. U. S.) primarily the information 
type of inquiry, they have resulted in a considerable quantity of im- 
portant legislation. This includes the Smith Act, the Subversive 
Activities Control Act of 1950, the Internal Security Act of 1950, the 
Summary Suspension Act of 1950, certain sections of the McCarran- 
Walter Immigration Act, the Immunity Act of 1954, the Communist 
Control Act of 1954 and considerable State legislation such as the 
United States Supreme Court-approved New “York Feinberg and 
Maryland Ober laws.*® 

The repeal or the weakening of these anti-Communist laws and 
committees is in the forefront of the program of the Communist Party 
of the United States. 

Until the Watkins case, the Court had never interfered with the work 
of legislative committees investigating communism, and had on four 
occasions specificially refused to set aside contempt convictions im- 
posed on witnesses who balked at testifying before the House Un- 
American Activities Committee.’ 

In a unanimous decision which was considered for more than 2 
years before its pronouncement, the Supreme Court said: 


A legislative body cannot legislate wisely or effectively 
in the absence of information respecting the conditions 
which the legislation is intended to effect or change; and 
where the legislative body does not itself possess the requisite 
information—which not infrequently is true—recourse must 
be had to others who do possess it.® 


In defending the congressional power to investigate the Teapot 
Dome scandals, Mr. Justice Felix Frankfurter (then a professor) 
wrote: 


The question is not whether people’s feelings here and there 
may be hurt, or names “dragged through the mud” as it is 
called. The real issue is whether * * * the grave risks 
of fettering free congressional inquiry are to be incurred 
by artificial and technical limitations upon inquiry * * * The 
abuses of the printing press are not sought to be corrected 
by legal restrictions or censorship in advance because the 
remedy is worse than the disease. For the same reason, 
congressional a ought not to be fettered by advance 


rigidit because 1n » Lis rht of expe ‘rience there ean be no 
1 ' ' 
smeaciabin daukd that aasktanalil nent would make effective 
: as oi a. : ke eT 
Investigations aAimosti impossible The power of in- 
vestigation should be left untrammeled.® 
6A ( end , ) 41 | » O68 C1951) 
le l oe d States, 1 F. 2d 273 (1948), appeal dis 
1 States, 167 F. 2d 241, 246, certiorari denied, 334 U.S. 843 (1948); 
Lawsc 1 Unit States, 176 F. 2d 49, certiorari denied, 3 U.S. 934 (1950); United States v. Josephson, 
165 | , ) t , | > ~ 
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In defending the congressional power to investigate the abuses of 
business, Mr. Justice Hugo L. Black (then a Senator) wrote: 


Witnesses have declined to answer questions from time to 
time. The chief reason advanced has been that the testi- 
mony related to purely private affairs. In each instance with 
which I am familiar, the House and Senate have steadfastly 
adhered to their right to compel reply, and the witness has 
either answered or been imprisoned * * * 

Public investigating committees * * * have always been 
opposed by groups th: it seek or have special privileges. That 
is because special privilege thrives in secrecy and darkness 
and is destroyed by the rays of pitiless publicity.”° 


In refusing to enjoin Senator Black’s lobby-inquiry committee from 
what was widely charged to be improper use of the congressional power 
of exposure, the Court said: 


It is legislative discretion which is exercised, and that dis- 
cretion, whether rightfully or w rongfully exercised, is not 
subject to interference by the judiciary.!! 


If it is proper for congressional committees to investigate business- 
men, it is surely proper to investigate Communists. If “congressional 
inquiry into dishonesty “ought not to be fettered by advance rigid- 
ities,”’ neither should congressional i inquirie s into disloyalty. 

The Watkins opinion points to the Royal Commissions of Inquiry 
as something to be imitated by congressional committees because of 
the Commissions’ “success in fulfilling their fac tfinding missions with- 
out resort to coercive tactics.” 

The report of the Canadian a Commission on Espionage, which 
was created on February 5, 1946, to investigate the charges of Igor 
Gouzenko, and which is the royal commission most nearly comparable 
in purpose to the House Un-American Ac tivitie s Committee, reveals 
the following differences between the methods used by a royal com- 
mission investigating subversion, and the methods used by a con- 
ae committee investigating subversion: ” 

A royal commission can arrest and jail witnesses. A con- 
iano committee has no such power. 

2. A royal commission can hold witnesses without bail and 
incommunicado for many days and until after they are ques- 
tioned, A congressional committee has no such power. 

A royal commission can compel witnesses to testify and 
impos e sanctions for refusing to testify. It does not recognize a 
“fifth amendment” or privilege against self-incrimination, as do 
our congressional committees. 

4. A Toyal commission can have its police agents search wit- 
nesses’ homes and seize their papers. A congressional committee 
_ no such power. 

A royal commission may forbid a witness to have his lawyer 
ntati at, the hearing. Congressional committees permit a wit- 
ness to have his lawyer present and even to consult with him 
before answering each specific question. 


1® Black, Hugo L., Inside a Senate Investigation, 172 Harpers 275, 286, February 1936. 

11 Hearst v. Black, 87 F. 2d 48, 72 (1936 - i ; 

12 Report of the Canadian Royal Con :missi m, June 27, 1946, pp. 649-684, and English authorities there 
cited. 
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6. A royal commission can require all concerned in the inquiry, 
including witnesses, to take an oath of secrecy. The questioning 
by the commission can be secret and, since only selected excerpts 
from the testimony are then made public, it is impossible to know 
whether a fair selection was made. Most congressional committee 
on are public and open to the press. 

A royal commission is not subject to or under the control of 
the ‘courts, Parliament or the Cabinet, and a commission “‘is the 
sole judge of its own procedure. ’? Congressional committees are 
completely subject to Congress, and they need the assistance of 
the courts in dealing with contemptuous witnesses. 

We do not approve, or urge, all of the foregoing practices, but cite 
them to show what other freedom-loving nations do to protect their 
security. 


REMEDIAL LEGISLATION 


Our committee deems the bill introduced to overcome the effect of 
the Steve Nelson decision to be in the public interest. Serious con- 
sideration must be given to legislation which will: 

1. Safeguard the confidential nature of the FBI files; 

2. Give the congressional committees the same freedom to 
investigate Communists and pro-Communists that these com- 
mittees have always bad to investigate businessmen and labor 
leaders; 

3. Sanction the right of the Federal Government to discharge 
security risks even though they occupy so-called nonsensitive 
positions; 

4. Vest in the Department of Justice the right to question 
aliens awaiting deportation about any subversive associations and 
contacts; 

5. Correct the notion that the Smith Act was not intended to 
prohibit advocacy and teaching of forcible overthrow as an 
abstract principle; 

6. Permit schools, universities, bar associations, and other 
organizations to set standards of membe rship high enough to ex- 
clude those who refuse to testify frankly and fully about their 
past activities in furtherance of Communist plans to conquer the 
free world by subversion. 

In recent weeks the New York Daily Worker has been replete with 
articles and editorials proclaiming that the usefulness of FBI inform- 
ants in future prosecutions has been destroyed; that the Smith Act 
is now ineffective and for all practical purposes invalidated; tha’ the 
effectiveness of congressional inquiries into subversive activities has 
been curtailed and that the Government loyalty-security program is 
under serious attack. In reporting on its current fund drive, the 
Daily Worker has stated it has experienced an enlivening of contri- 
butions which it attributed to renewed hope by its supporters for 
its future. 

The reaction of the Communist Party to the recent Supreme Court 
decisions clearly depicts the resilience of the organization and the 
speed with which its leadership recognizes an advantage and presses 
to capitalize to the fullest extent on circumstances conducive to the 
growth of the organization. 

Some Americans may wonder whether an organization the size of 
the Communist Party, U.S. A., with a consistent decline in member- 
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ship in recent years, represents a danger to the security of this country. 
It must be remembered that numbers alone do not mean everything. 
The party has never boasted of a large membership but rather has 
continually endeavored to confine its membership to hard-core mem- 
bers who have adhered to Communist discipline down through the 
years and who can be relied upon to carry out the party’s orders 
without question. 

Our committee believes that special mention should be made of the 
June 3, 1957, decision of the United States Supreme Court in Jencks 

United States, and legislation subsequently introduced in Congress 
to define the scope of the rule announced by the Court in that case. 
In the Jencks case the Court held that one accused by the United 
States of a criminal offense is entitled to inspect, for purposes of im- 
peachment, prior statements and reports which prosecution witnesses 
have previously made to the Government and which touch upon the 
subject of their testimony at the trial. Further, the defense need not 
first lay a foundation of inconsistent testimony in order to obtain 
production of these documents. 

We are in firm agreement with the Court’s views that the accused’s 
right to make an ‘adequate defense must not be jeopardized by an 
arbitrary withholding of pertinent documents by the prosecution. 
We are equally strong in our belief, however, that the rules by which 
these documents are produced should be defined with sufficient re- 
striction that one accused of subversion against this Nation and its 
people will not be allowed to rummage at will through Government 
documents containing confidential information important to the 
national security and of no relevance whatever to the defense of the 
accused. There is danger of such a result. 

The Attorney General himself testified before the Congress only 
recently, declaring that a grave emergency resulted from the Supreme 
Court decision in the Jencks case. He asserted that some trial courts 
have inte rpre ted the Jencks decision to require that the Government 
submit to the defense not only those reports and statements specified 
by the Supreme Court, but also the investigative report of the case, 
much of which is neither relevant nor material to the defense of the 
accused. 

We believe the effect of such int terpretations is to weaken immeas- 
ura bly the proper and necessary defenses of society, without granting 
to the accused any additional information which he rightfully needs 
to make his defense. We also point out that the investigative reports 
sometimes contain the names of third persons who were linked to the 
case in a manner subsequently found to be innocent. To release the 
names of these innocent people from the bond of Government secrecy 
would not promote the interests of justice. On the contrary, it would 
be injustice of the rankest sort. 

Accordingly we believe that a firm stand should be taken in support 


of le rislatiol l, already introduced in the Congress, which would recog- 
nize the rights of the accused ¢ is defined n) the Sur preme C ourt in the 
Jencks decision, but at the same time we ubit those rights from being 


used by criminals and lve 3 as a lever to pry out of the Govern- 
ment files information to which they are not entitled and the release 
of which can serve no purpose but to jeopardize the rights of innocent 
persons and the public at large. 

Your committee calls attention to the report to the Congress which 
was recently made by the Commission on Government Security, of 
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which Loyd Wright, past president of the American Bar Association, 
ischairman. This report points out the critical situation with respect 
to national security. We urge the careful study and consideration of 
this report by the lawyers of our country and, further, that the efforts 
to strengthen our internal-security defenses have wholehearted support 
and cooperation. 

Chairman Wright, his fellow members of the Commission on 
Government Security, the advisory group and staff of the Commission 
are entitled to the commendation and gratitude of the citizenry for 
their monumental undertaking, which has been so efficiently and 
painstakingly performed. It is heartening to note the unselfish 
efforts exerted by Chairman Wright and his colleagues to achieve the 
desired goal of Government security, at the same time safeguarding 
the legitimate interests of everyone involved in the considerations of 
Government security. 

This committee again commends President George Meany of the 
AFL-CIO for his prompt detection of the current Communist line and 
his warnings to his fellow Americans of the folly of trying to do business 
with a government which has violated every agreement that it ever 
signed. 

We also commend Mr. Albert Hayes, of the International Associ- 
ation of Machinists, for promptly dismissing three organizers who 

took the fifth amendment when asked by the Senate Internal Security 

Subcommittee about their Communist activities. It is hoped that 
leaders in other fields of American life will react with equal courage to 
current Communist tactics. 

We desire to record emphatically our approval of the organization 
and functioning of the two Congressional committees, which have 
given special attention to the problem of subversive activities, namely: 
the Senate Internal Security Committee and the House Un-American 
Activities Committee. It is our considered opinion, from close 
observation of the work of these two groups, that they have rendered 
immeasurable service to the American people and that their operations 
have been of inestimable value in the defense of our country against 
those who would undermine our basic institutions. 

It is also our privilege to comment upon the painstaking and intelli- 
gent efforts of the Federal Bureau of Investigation. Under the able 
leadership of Director J. Edgar Hoover, this devoted group has become 
a tower of strength in the all-out effort to detect and to apprehend sub- 
version, among their important undertakings. We praise their work 
and urge the American people to give continuous aid and provisions to 
uphold and support the operation of this protective agency. 

* * 1 * 1K * * 

Lawyers, by training and tradition, know and appreciate the vital 
importance of an independent judiciary. Wherever we find it, we 
respect it. Where the independence is exercised with courage and 
soundness, we revere it—for then we have justice under law. Our 
training has also given us, and we must impart the benefit of it to the 
American people, a tolerance and an understanding of difference of 
viewpoint. 

The judicial branch is one of the three cornerstones of our consti- 
tutional government—and the ultimate determinant of our individual 
rights but, as we said in our brief to the Supreme Court in the Com- 
munist Party case, “There can be no individual rights or freedoms 
without national security.” 
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For the reason that our committee has been charged with the duty 
of studying the problems caused by international communism and 
we have observed the Communist tactics, realizing the danger to Ameri- 
can life and to the free world, we must urge an unremitting effort to 
maintain a judicial system which will ever function as impartial, res- 
olute, and vigilant. There must ever be one standard of justice, 
under law, for both high and low, for those who are accused of serious 
offenses as well as for ladies crimes. 

There must never be different and varying standards for deter- 
mination of rights or duties or violations applicable to cases involving 
Communist problems as compared to other issues. 

It must be remembered that it is one of the cardinal policies of the 
Communist movement not to be concerned with actions, proceedings, 
charges or indictments so much as their ultimate determination and 
consequences. For that reason, the strategy of delay is employed by 
them in every case and at every stage. 

It should not happen that sound and established concepts of law 
and standards are disregarded and different standards employed 
simply because the problem involves Communist activity. To con- 
jure hypothetical fears not involved in a case submitted for deter- 
mination is neither sound judicial administration nor good govern- 
ment. Again, to quote from our brief in the Communist Party case, 
may we repeat, “where no constitutional or statutory provision is 
violated, the courts are no more immune from the duty to safeguard 
the Nation than is the Congress or the President.” 

The criterion of justice must in this country be high—but it must 
be human—and cannot be perfect. We believe and shall always 
strive for the same high standard of justice for any Communist or 
Communist organization as for any loyal American citizen or any 
legal entity, but likewise we will deplore special and extraordinary 
treatment for Communists or Communist organizations. 

The momentous and dangerous times in which we live present 
serious problems to every branch of government and entail sacred 
responsibilities. It is imperative that our bench and bar must be 
sound as well as courageous; realistic as well as idealistic. 

The desire to preserve liberty, in all its forms, and the absolute 
necessity of protecting our countries and our families from interna- 
tional communism pose a problem that is admittedly very difficult. 
On the other hand, England and the United States have for centuries 
cherished the ideal that uniformity of opinion among the citizens is 
neither desirable nor obtainable; on the other hand, we are not so 
blind as to think that communism is merely another shade of political 
opinion. 

The dilemma that confronts our two countries is monumental. 

The duty of the bar to play an important part in finding a solution 
to the dilemma is self-evident. We must strive to find the proper 
degree of balance between liberty and authority. 

It is traditional and right that our courts are zealous in protecting 
individual rights. It is equally necessary that the executive and 
legislative branches take effective action to gi:d our country in 
defense against Communist infiltration and aggression. If the courts 
lean too far backward in the maintenance of theoretical individual 
rights it may be that we have tied the hands of our country and 
have rendered it incapable of carrying out the first law of mankind— 
the right of self-preservation. 

Hersert R. O’Conor, Chairman, 
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Unitep States DEPARTMENT OF JUSTICE, 

IMMIGRATION AND NATURALIZATION SERVICE, 
OFFICE OF THE COMMISSIONER, 
Washington, D. C., December 20, 1957. 
Hon. James O. East.Lanp, 
Chairman, Internal Security Subcommittee, 
Committee on the Judiciary, United States Senate, 
Washington, D. C. 


Dear SENATOR Eastuanp: I have delayed answering your letter 
of October 22, 1957, until now with the thought that it would be more 
helpful to your inquiry to have statistical information on the Hun- 
garian parolee program correlated with the close of the calendar year. 
In this connection, it is appropriate to inform you that the Hungarian 
parolee program will be discontinued on December 31, 1957. 

The statistics quoted below in reply to the items listed in your 
letter have not yet been officially released for publication. 

(1) There were 25,781 immigrants admitted under the Refugee 
Relief Act of 1953 in 1957. A breakdown by section of the Refugee 
Relief Act is shown on the attached table. In addition, there were 
22,430 Hungarian refugees paroled into the United States from 
January 1 through December 18, 1957. The act of September 11, 
1957, will make it possible for 902 orphans previously paroled into the 
United States to have their status adjusted to that of immigrants. 

(2) Two persons admitted under the Displaced Persons Act have 
been deported in 1957. As of December 18, 1957, 74 Hungarians had 
been returned to Austria—22 by reason of Communist affiliations 
and 52 for having obtained admission through fraud. Forty-three 
close relatives elected to accompany the refugees returned. Two 
hundred and seventy-five other Hungarians chose to return for the 
most part to rejoin relatives in Hungary. 

(3) Ever since I assumed the office of Commissioner, I have wrestled 
with the problem of ascertaining within some reasonable limitations 
the potential of illegal aliens in the United States. The exact number 
of such can, of course, never be precisely determined. The problem 
of the southwest border which has plagued this Service for many 
years is now under firm control. Over 400,000 habitual border crossers 
have been fingerprinted, name checked against Service and other 
agency records, and issued indefinitely valid laminated identification 
cards. An equal number of seasonal Mexican agricultural workers 
have been similarly checked and issued ‘“‘bracero”’ cards. The records 
of these 800,000 have been interfiled in the central office indexes, as 
well as the records of those whose applications for identity cards have 
been refused or whose cards have been revoked. The daily ® verage 
of 100 aliens who are apprehended in that area at the present time 
consist for the most part of a hard-bitten lot of repeat violators of 
immigration and general criminal laws or the petty pilferers, women 
and minors who attempt entry into adjacent border towns. The 
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majority of these illegal entrants are apprehended within 48 hours of 
crossing the line and there has been an appreciable rise in sentences 
which have been meted out to those presented for prosecution to the 
Federal courts in the area. The employment of wetbacks in agri- 
culture, once our greatest obstacle to immigration law enforcement in 
the area, has become prac tically nonexistent. 

There has been some increase in illegal entry across the Canadian 
border of European-landed immigrants from Canada—the incentive 
for such illegal entry by native (¢ ‘anadians in view of their nonquota 
status and the favorable economic conditions in their own country is 
minimal. ‘To combat this trend on the northern border, our patrol 
force in that area has been augmented. 

Since 1947 each nonimmigrant arriving in the United States has 
been card recorded in a control system against which is matched the 
card presented in his bebalf upon his departure. During the past 3 
years these records have been gradually centralized in our headquarters 
office in Washington. As of this writing there are card records on 
61,150 aliens whose period of admission “has been exceeded and for 
whom we do not have a record of departure, death, adjustment to 
permanent residence, or institution of deportation proceedings. This 
maximum potential of illegal aliens, covering all admissions by all 
classes of nonimmigrants (including crewmen) is in excess of the actual 
number who are illegally here. Carriers have a period of 30 days 
within which to submit records on those whom they take out of the 
country and lacking a system of departure examination, partic ularly 
across the borders, we must rely on the purely voluntary cooperation 
of the immigration authorities in adjac we countries. We have 
inaugurated, effective December 1 of this year, a new system of mani- 
festing departures which should minimize our athena of error on that 
score for future cases. Additional procedures for verification of the 
confirmed presence abroad of many of these aliens are currently under 
consideration and I will write you in greater detail on this matter as 
these procedures are inaugurated. 

The final source of information on illegal aliens in the United States 
are the records of aliens who are in the deportation process in our 
various field offices. There were 17,315 persons under deportation 
proceedings as of September 30, 1957, including persons completely 
ready for deportation; others permitted to depart voluntarily in lieu 
of deportation; others who applied for suspension of deportation whose 
cases were under consideration, or awaiting referral to Congress, or 
pending before Congress. This figure also included cases involving 
pending applications for travel documents, as well as cases granted 
administrative stays of deportation because of pending private 
legislation. 

(4) The Service has presented proposals for legislative changes to 
the Attorney General. I am sure that you will hear from him as 
soon as he has crystallized his thinking on this matter. 

Sincerely, 
J. M. Swine, Commissioner. 
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ApreNnpDIx P 
Unirep States Court or APPEALS 


FOR THE DISTRICT OF COLUMBIA CIRCUIT 


Nos. 13787 and 13808—Jn re Ropert McE.LRratu 
Nos. 13788 and 13809—Jn re WitFrRep M. OKA 
Nos. 13789 and 13810—Jn re Myer C. Symonps 
Nos. 13790 and 13811—Jn re HaroLtp GuasseR 


APPELLANTS 


Appeals from orders of the United States District Court for the 
District of Columbia 


Decided July 5, 1957 


Mr. David Rein for appellants McElrath, Oka and Symonds. 

Mr. Joseph Forer for appellant Glasser. 

Mr. J. G. Sourwine for the Committee on the Judiciary of the 
United States Senate and the Internal Security Subcommittee of the 
United States Senate. 

Before Epcerron, Chief Judge, and PrerryMan, Wiisur K. 
Miutuer, Bazeton, Fany, Wasuineton, Dananer, Bastian and 
Burcer, Circuit Judges, sitting in banc. 

Epcerton, Chief Judge, with whom Judges Bazeton, Fany and 
WasHINGTON concur: These cases involve an Act of Congress which 
provides that in certain circumstances a witness may be granted im- 
munity from prosecution and may then be required to give testimony 
that would otherise incriminate him. 18 U.S.C. (Supp. IV) § 3486, 
68 Stat. 745; Act of August 20, 1954. The Supreme Court has ap- 
plied subsection (c) of this Act, which deals with witnesses before a 
court or a grand jury. Ullmann v. United States, 350 U.S. 422.1 We 
are concerned with subsections (a) and (b) of the Act, which deal with 
witnesses before Congress or a congressional committee. 

Subsection (a) provides that ‘“‘In the course of any investigation 
relating to any interference with or endangering of, or any plans or 
attempts to interfere with or endanger the national security or defense 
of the United States by treason, sabotage, espionage, sedition, seditious 
conspiracy or the overthrow of its Government by force or violence, no 
witness shall be excused from testifying * * * before either House, 
or before any committee of either House * * * on the ground that 
the testimony or evidence required of him may tend to incriminate 
him or subject him to a penalty or forfeiture, when the record shows 
* * * (2) in the case of proceedings before a committee, that two- 

1 Ullmann had appeared as a witness before a grand jury, had refused to testify, and had invoked the 
privilege against self-incrimination. 
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thirds of the members of the full committee * * * have authorized 
such witness to be granted immunity under this section with respect 
to the transactions, matters, or things concerning which he is com- 
pelled, after havinz claimed his privilege against self-incrimination to 
testify or produce evidence by direction of the presiding officer and 
that an order of the United States district court * * * has been en- 
tered into the record requiring said person to testify or produce evi- 
dence. Such an order may be issued * * * upon application by a 
duly authorized representative of * * * the committee concerned. 
But no such witness shall be prosecuted or subjected to any penalty or 
forfeiture for or on account of any transaction, matter, or thing con- 
cerning which he is so compelled, after having claimed his privilege 
against self-incrimination, to testify or produce evidence, nor shall 
testimony so compelled be used as evidence in any criminal proceeding 
(except prosecutions described in subsection (d) herecf) against him 
in any court.” Subsection (d) relates to prosecutions for perjury or 
contempt. 

Subsection (b) provides that ‘‘Neither House nor any committee 
thereof * * * shall grant immunity to any witness without first 
having notified the Attorney General of the United States of such 
action and thereafter having secured the approval of the United States 
district court for the district wherein such inquiry is being held. The 
Attorney General of the United States shall be notified of the time of 
each proposed application to the United States district court and shall 
be given the opportunity to be heard with respect thereto prior to the 
entrance into the record of the order of the district court.” 

A representative of the Senate Committee on the Judiciary and of 
its Internal Security Subcommittee made applications to the United 
States District Court for the District of Columbia for orders requiring 
the present appellants to “testify or produce evidence before the 
Internal Security Subcommittee at a time and place to be designated 
by the Committee.”’ These applications say: ‘Pursuant to its author- 
ity and jurisdiction, the said Internal Security Subcommittee is in 
the course of an investigation relating to the interference with or 
endangering of, or any plans to interfere with or endanger the national 
security or defense of the United States by treason, sabotage, espion- 
age, sedition, seditious conspiracy or the overthrow of its government 
by force and violence, which investigation is being carried on in the 
District of Columbia * * *.”’ This follows the language of the statute. 
The applications say no more about the pending investigation or the 
Subcommittee’s authority: to undertake it. They say that the full 
Committee on the Judiciary, by a two-thirds vote, has authorized 
each appellant to be granted immunity ‘‘with respect to the trans- 
actions, matters, and things concerning which he is compelled, after 
having claimed his privilege against self-incrimination, to testify or 
produce evidence by direction of the presiding officer.’’ But the 
applications do not say, and the record does not show, that the appel- 
lants have claimed their privilege, or have refused to testify, or have 
been, or even that they will be, called as witnesses. The full Com- 
mittee’s resolutions say that the Subcommittee “‘has reason to believe 
[each] individual aforesaid may refuse to testify or give evidence, 
claiming his privilege against self-incrimination * * *” and that the 
“Subcommittee is of the opinion and belief that the importance to 
the investigation aforesaid of the testimony and evidence the said 
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[individual] may be able to give is sufficiently great to justify a grant 
of immunity * * *.” The record does not show why the Subcom- 
mittee believes the appellants may refuse to testify, or may claim 
their privilege, or may be able to give important testimony. It does 
not show what sort of testimony they may be able to give. It shows 
that the Committee told the Attorney General when the applications 
to the court would be made, and that he replied that he would “inter- 
pose no objection to the issuance of an order by the United States 
District Court for the District of Columbia in this matter,” 

Counsel entered appearances for appellants in the District Court, 
but the District Court ordered the appearances vacated on the ground 
that the statute ‘‘does not provide for adversary proceedings * * *,” 
On March 20, 1957, the District Court denied motions to vacate those 
orders, or in the alternative to permit the appellants to intervene as 
defendants, on the ground that they had “no justiciable interest’. 
On April 10 the District Court entered orders which “approved” the 
several applications of the Senate Committee (one concerning each 
of the present appellants) ; recited that the Committee had authorized 
grants of immunity and that the Attorney General had interposed no 
objec tion; and ordered each of the appellants to “appear as a witness 
before the said Internal Security Subcommittee at a time and place 
to be designated by the said Subcommittee, and then and there 
testify or produce evidence as lawfully required by the said Sub- 
committee.”” These appeals are from the orders of March 20 and 
April 10. 

The Act of Congress provides that ‘no witness’ shall be excused 
from testifying when it appears, among other things, that two-thirds 
of the members of a committee have authorized ‘‘such witness’”’ to be 
granted immunity. These appellants are not witnesses. The Act 
does not authorize grants of immunity to persons who are not 
witnesses but may in the future become witnesses, may refuse to 
testify, and may claim their privilege. Nothing in the Act suggests 
that C ongress meant to authorize grants of unlimited immunity to 
possible witnesses in exchange for undescribed evidence of undisclosed 
value in unidentified investigations. The committee report on the 
bill in the House of Representatives makes it clear that Congress had 
no such intention. The report says: ‘“The power to grant immunity 
is one of tremendous responsibility, the exercise of which must be 
guarded by discretion and wisdom. All possibility of abuse must be 
obviated lest it become a loophole for the escape from punishment for 
the guilty. It must at all times be the perfect medium whereby a 
true balance [is struck] between the need and right of the Government 
to obtain the necessary information to carry out its constitutional 
functions and the constitutional right of an individual not to incrim- 
inate himself. * * * First, in all instances where a grant of immu- 
nity is authorized the witness himself must claim his privilege against 
self-incrimination; thus the committee and the Attorney Ge neral are 
immediately put on notice that a serious and important decision has 
been placed upon them. There is then the opportunity to acquire the 
necessary background and facts upon which to predicate a wise 
decision as to whether or not immunity should be granted. If the 
matter be one involving the Congress, then, in the case of either House 
a majority of those present, or in the case of a congressional com- 
mittee, two-thirds of the full committee, must by an affirmative vote 
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authorize that immunity be granted to the witness who has claimed his 
privilege. Then the Attorney General must be notified before the 
approval of a United States district court is sought for the proposed 
grant of immunity. That provision will permit the Attorney General 
to present to the court either his assent or opposition to the proposed 
grants. Finally, before the immunity is actually granted to the 
witness, the approval of the United States district court wherein the 
inquiry is being conducted is to be obtained * * *.” (Emphasis 
added.) H.R. Rep. No. 2606, 83d Cong., 2d Sess. 5, 8 (1954). 

The restrictions Congress imposed on the granting of immunity are 
highly practical. As the Committee’s representative himself says in 
his brief, “The Committee may decide not to call appellants, or any 
one of them, as witnesses; or if they are called as witnesses, it may 
never question them concerning activities as to which they might 
desire to invoke their privilege against self-incrimination under the 
Fifth Amendment * * *.” And even if appellants are called and 
questioned and unwilling to testify, they may, like many others, decline 
because of pride or policy or conscience to claim their privilege. Until 
a witness has been called, has refused to testify, and has claimed his 
privilege, it would be contrary to the manifest intention of Congress 
to set in motion the legislative, executive and judicial machinery the 
statute creates. The orders of April 10 requiring appellants to testify 
are invalid because premature. 

The court erred also in not allowing appellants to intervene as 
defendants. Orders against them were sought and obtained. If they 
had been valid, these orders might have compelled them to make 
disclosures that would have injured their reputations and so their 
economic and social interests. The law does not ignore such injuries. 
Appellants were squarely within Rule 24 (a) of the Federal Rules of 

Civil Procedure: ‘Intervention of Right. Upon timely application 
anyone shall be permitted to intervene in an action: * * * when the 
representation of the applicant’s interest by existing parties is or may 
be inadequate and the applicant is or may be bound by a judgment 
in the action * * *.” The orders of March 20 are therefore reversed. 

Secause the District Court failed to permit intervention, it would 
be permissible for this court to refuse to rule, even favorably to the 
appellants, on the validity of the orders requiring them to testify. 
But in the circumstances of this case, refusal to rule would serve no 
useful purpose and would cause delays which all concerned are anxious 
to avoid. In reversing a judgment, we ‘‘may remand the cause and 
direct the entry of such appropriate judgment * * * as may be just 
under the circumstances.” 28 U.S. C. § 2106, 62 Stat. 963. The 
orders of April 10 are therefore set aside and the proceedings are re- 
manded to the District Court with instructions to dismiss the Com- 


mittee’s applic ations as premature. 
Nos. 13787, 13788, 13789 and 13790 reversed. 
Nos. 13808, 13809, 13810 and 13811 remanded. 
3uRGER, Circuit Judge, with whom Judges Miller, Danaher and 


Bastian concur: No member of this court doubts that an application 
to the court is not authorized by 18 U.S. C. § 3486 (a) until after a 
witness has appeared and refused to answer questions of the Commit- 
tee. The language and plain scheme of the statute as well as the 
legislative history demonstrate this. However, we would not treat 
this question in the posture of reviewing the April 10 orders of the 
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District Court directing appellants to appear and testify. We should 
avoid any implication that we have passed sub silentio upon the im- 
portant issue whether such an order under 18 U.S. C. § 3486 (a) is 
appealable. Compare Cobbledick v. United States, 309 U. S. 323 
(1940) with Hillis v. I. C. C., 237 U.S. 434 (1915). See Parr v. United 
States, 351 U.S. 513 (1956) and Carroll v. United States, 25 U.S. L. 
Week 4569 (U.S. June 24, 1957). We would limit our consideration 
to the March 20 orders which denied intervention and thus allow our 
disposition of the appeals from the March 20 orders to render moot 
the appeals from the orders directing appellants to give testimony. 

It is essential to the interests of orderly judicial administration that 
we pass on the issue of the right of the appellants to intervene, not- 
withstanding a holding that this particular proceeding was prematurely 
instituted. 

It is the position of counsel for the Committee (a) that the court’s 
function under the statute is limited to an examination of the pro- 
cedural preliminaries, 7. e., whether two-thirds of the full Committee 
membership has authorized the application, whether the Attorney 
General has been notified, (b) that the court is bound to grant the 
application, 7. e., has no discretion, provided it finds the statutory 
steps have been met. 

In Uliman v. United States, 350 U.S. 422 (1956), the Supreme Court 
was not called upon to decide whether a witness had a right to inter- 
vene because in that case the District Court had allowed such inter- 
vention and the witness was heard. 

We go beyond the companion opinion and hold that the witness 
should be given reasonable notice of the application, be allowed to 
appear in the proceeding and be heard on the following: (1) whether 
the Committee was a Committee of the current session of Congress 
purporting to exercise powers duly conferred upon it; (2) whether the 
witness recently and at least during the current session of Congress 
declined on the grounds of the privilege against self-incrimination, to 
answer questions asserted by said Committee, to be within the scope of 
Title 18, Section 3486(a): (3) whether the Attorney General of the 
United States was given notice pursuant to the statute; (4) whether 
the Committee by the prescribed two-thirds vote authorized the appli- 
cation to the District Court for a grant of immunity to the witness after 
having claimed his privilege; (5) whether the application is made to 
the District Court for the district wherein such inquiry of the Com- 
mittee is being conducted. 

The discretion of the District Court is limited at this stage to a 
determination of the procedural regularity of an application and 
does not embrace such issues as the scope of the inquiry of the Com- 
mittee, the pertinency and relevancy of the questions propounded 
or the constitutionality of the statute. 

All of the issues as to which this construction of the statute limits 
the intervenor-witness in the District Court proceedings are points 
which can be raised by the witness when, as, and if he thereafter: 
(1) appears, being required to testify, (2) is then asked but declines 
to answer questions as to which he asserts his privilege against self- 
incrimination (3) and is thereafter cited, indicted and brought to trial 
for contempt. ‘Whatever right he may have requires no further 
protection in either case than that afforded by the district court until 


i 
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the witness chooses to disobey and is committed for contempt.” Cobbledick 

. United States, supra at 328. [Emphasis added.] 

‘We need not reach the other questions, including constitutionality, 
raised by appellants. 

We would, therefore, (1) reverse the orders denying intervention 
and remand cases Nos. 13,787, 13,788, 13,789 and 13,790 to the 
District Court with instructions to dismiss the proc eedings as pre- 
maturely commenced, and (2) vacate the orders in cases Nos. 13,808, 
13,809, 13,810 and 13,811 and dismiss the appeals as moot. 

PRETTYMAN, Circuit Judge, concurring: I concur in Chief Judge 
Edgerton’s opinion in respect to the prematurity of the application 
to the District Court, and in the result reached by him; and I concur 
in Judge Burger’s opinion in respect to the right of intervention. 





1 ‘The impressive lesson of history confirms the wisdom of the repeated enunciation, the variously ex- 
pressed admonition, of self-imposed inhibition ag: inst passing on the validity of an Act of Congress ‘unless 
absolutely necessary to a decision of the case.’ * * 
o ° o . 


‘*Refusal to anticipate constitutional questions fs peculiarly appropriate in the circumstances of this case, 
First of all, these questions come to us unillumined by the consideration of a single judge—we are asked 
to decide them in the first instance. Again, only an adjudication on the merits can provide the concrete 
factual setting that sharpens the deliberative process especially demanded for ecnstitutional] decision. 
Finally, by remanding the case for trial it may well be that the Court will not be called upcn to pass on the 
questions now raised. * * *’’ United States v. International Union United Automobile, Aircraft and 
Agricultural Implement Workers of America (UA W-CIO), 25 U. 8. L. WEEK 4189, 4196-7 (U. S. March 
11, 1957). 
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